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show that with good 
products and inno- 
vative selling, Indian 
firms can make it big 
in the global market. 
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@ Even though Citibanks support | 
worked in its favour, one cannot dis- _ 
count the fact that i-flex has correctly | 
identified the golden rule of running | 
a business. It knows that a services- | 
driven business model depends on | 
products for its success. And with the 
help of that it has edged out rivals like | 
Temenos and Misys to emerge as the | 
leader in the global BFSI (banking, fi- | 
nancial services, insurance) software | 


VALUE-DRIVEN | 


What sets Narayana Murthy apart from 
the rest (‘Reinventing Murthy’, BW, 17 
March) is not his negotiating skills or vi- 
sion, but his ability to stick to ethics and 
values despite the fact that he has so 
much money and clout. 

SIDDHARTH SARKOR 

Hyderabad 


t 
CLARIFICATION | 
The article Analjit's Antidote’ (BW, 17 | 
| 
| 


March) has some factual inaccuracies. — | 
li Scalability: Since the beginning, our | 
vision has clearly articulated that we will | 
focus on the National Capital Region | 
(NCR) for the next five years. So at pre- | 
sent the question of national scalability | 
simply does not arise. NCR itself isa | 
market of 15 million. Our business plan | 
has identified Rs 450 crore as the total | 
outlay for Max Healthcare in the NCR | 
alone. Is this not scalable enough? | 
ll Harvard Medical International (HMI) | 
relationship: It is incorrect to term our | 
relationship with HMI as "sour", Our | 
technical collaboration with them is still | 
valid. The HMI-Max relationship is con- | 
fined to NCR as perourinitial agreement | 
with them and their tie-up with any - 


THE PATH TO TAKE 


i-flexand FLEXCUBE 
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market. If you do not control the 
product value-chain, vou cannot 
sustain the cash-flows generated by 
services over an extended period of 
time. Moreover, your vulnerability 
increases if there is a third-party 
product supplier. Also, i-flex's savvy 
marketing acumen has contributed 
to its success. 
P. MITRA 

Gurgaon 


other player outside NCR does not re- 
flect on our relationship in any way. In- 
fact, during their India visit, the HMI se-. 
nior management met our chairman 
Analjit Singh, unlike what was men- 
tioned in your story. 

lll Management change: Your story says. 
that former managing director N.S. 
Chawla, medical director Nirmal Joshi 
and head of projects Ranjan Mazumdar 
quit within six months. This is not true. 
All three ofthem had been on the rolls of 
Max Healthcare for more than a year. 
PREETIBAKAYA —— 

Manager (public relations), Max Healthcare 


| CORRIGENDUM 
| In ‘Clouds Ahead’ (BW, 17 March), Sun 


Pharmaceutical's chairman and manag- 
ing director's name was wrongly spelt as 
Dilip Shanghavi. The correct name is 
Dilip Shanghvi. Also, Sun began asa 
Rs 10-crore company in Baroda in 1983 
and not in 1991. Sun bought brands. 
from Natco Pharmaceuticals and not the 


| entire company as mentioned in the 


chart. The errors are regretted. 
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COVER STORY 


o The New Reality 


The global village is in turmoil once again. The 
alliances and institutions that had been built 
after the end of the Second World War are under 
stress, and major players are casting about for 
new friends and partners. | 
India will soon have to make some key | A » 
decisions. And the most important of them will 
be: how will it deal with an 3 
increasingly unilateralist 
America, which has also 
turned most of the world 


zt Businessworld 


© Uncle Sam, The Bully © How Can India Fight Back? 
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Even before the bombing on Iraq began, it was From New Jersey to London, lobbyists, unions 
clear that most of the world wasn't with the US. and local interest groups are working on bills to 
But as the war goes on, it is becoming clear that curb outsourcing and plug loopholes in existing 
more and more people are joining the anti-war visa and work regimes. Business groups and 
coalition. At the heart of this dissent lies analysts argue that the case for outsourcing is too 


resentment at American unilateralism. Yet, given | strong for the trend to be reversed — outsourcing 
America’s hyper-power status, most nations will brings better quality and higher productivity at 


need to find a way to accommodate its bullying lower costs. Yet populist measures could override 
ways, while keeping their self interests and self business benefits to throw a spanner in the 
respect intact. A report. works. How can India deal with this backlash? 





4 LETTERS TO THE EDITOR 
43 BIZQUIZ 


16 SCOTT McNEALY Why we think the Sun Microsys- 
tems founder and CEO would make a great late- 





night talk show host. 
45 CASE STUDY Most consumers do 
not use products the way they were 
intended to be. Should product com- ^ ECONOMY 
munication include warnings as well? 48 EXTERNAL AID For once, India is acting smart. For 
66 EDITORIAL the economic aid and loans it grants to other coun- 
tries, it is ensuring that the domestic industry gets 
IN THE NEWS something in return. 


20 COMMENT: ASHOK DESAI The 
plan to link up the rivers is just 
another of prime minister Atal 
Bihari Vajpayee's harebrained 
ideas — grandiose, ill-thought 


8 TELECOM After a year of back-to-back launches of 
new schemes for subscribers, it is restructuring time 
in the telecom industry. BSNL and Bharti revamp 
their operations. Also, a look at what transfer of tele- 





com licences will mean? 
out and unmindful of econom- 
12 KOTAK BANK The financial company finally turns ics. What's worse, the outlay 
into a bank and targets the ‘mass affluent. But com- will be over a quarter of India’s 
petition is stiff. What does Kotak have up its sleeve? gross domestic product. 
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BUSINESS 


22 MASTEK Tough times call for tough measures. And 
COO Sudhakar Ram is sparing no effort to bring- 
Mastek back on the growth path. 


24 COGNIZANT Is it ready to 
rub shoulders with the likes 
of Infosys, Wipro and TCS? 
Can Lakshmi Narayanan 
take it into the big league? 


28 UPLINKING The decision 
to cap foreign equity in 
news channels at 2696 has 
created a lot of confusion. 
What is clear is that we need 
an unambiguous 
broadcasting policy. 


TECHNOLOGY 


54 SIMPUTER After the proto- 
type, the Simputer almost 
faded into oblivion. But to- 
day it is all set to make a 
comeback. Two substantially 
evolved models are about to 
hit the retail market. 


PERSONAL BUSINESS 


58 INSURANCE Howis insurance sold in India? We 
spent a day trying to buy a life 
cover and discovered various mis- 
selling practices. 


62 INVESTING Eight months ago we 
listed the Indian stocks that the 
world's best investing gurus would 
have picked. An update on what 
their portfolios look like now. 


BOOKS 


64 WARRING NEIGHBOURS [fthere is one thing which 
binds India and Pakistan, it is hatred for each other. 
Three books that give deep insights on Pakistan. 


Lakshmi Narayanan 
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The Price Of War 


HE war in Iraq has entered 
i: its second week. As ex- 

pected, the war is not going 
well for anyone — not for Sad- 
dam Hussein, not for the Iraqi 
people, not for the coalition 
forces no matter what they say, 
and not for the rest of the world. 
The city of Baghdad is being rav- 
aged by bombs, while the US and 
the British soldiers are facing the 
prospect of urban guerrilla warfare which they want to 
avoid at all costs. Casualties are rising on both sides. But the 
biggest losers are the common people of Iraq, caught in the 
crossfire between a dictator making his last stand and a su- 
perpower hell bent on ousting him. 


Business world 
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The war is also taking its inevitable toll on the rest of the 
world. The French, the Germans and the Russians have 
made no bones about their opposition to the American ac- 
tions. Many Arab countries are seething with rage but ap- 
pear impotent at the moment. The UN is looking increas- 
ingly ineffectual. Millions of people have taken to the streets 
in every country in the world to protest against the war, the 
most impressive in recent days being the Tokyo rally. Even 
in the US, the anti-war sentiment is gathering momentum. 


Meanwhile, the global economy is taking a terrible batter- 
ing. Airline companies are saying that they will lose billions 
of dollars and will have to lay off thousands of workers. 
Crude prices have started creeping up and stock prices have 
started plummeting in exchanges around the world, and 
consumer spending is down. If the war drags on — a very 
real possibility — it will pull down the global economy just 
when it seemed to be recovering. 


But whatever the rest of the world might say, there is no 
denying today's reality. The US is the sole superpower — 
and it thinks it has the might, economic as well as military, 
to do pretty much what it wants. In this changed world, 
what should India do? Read our cover essay by consulting 
editor Tony Joseph. 


And pray that the war comes to a quick end! 


Sh — 


(AVEEK SARKAR) 
CHIEF EDITOR 
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TELECOM 


Telcos 
get 
an exit 
option 


T was an announcement that the Indian telecom inc 
try had been waiting for for a very long time. Or 
March, the Union cabinet finally allowed the transfe 
telecom licences. This means that telecom ser 
providers can either club or split their licences for se 
rate circles (without alteration in the roll-out obligation 
these circles). This will clear the path for mergers, de-mer; 
and acquisitions in the industry. 
In the process, the next few months could see a trans 
mation ofthe private sector telecom industry in India. 
Telecom companies can offload the licence of a ci 
that they find unremunerative. This could, in the long te 
pave the way for the entry of players with deep pocket: 
far, many telecom companies, struggling with pilinglos 
could neither ramp up operations nor pull out. The bigg 
ers, therefore, will be companies that have some not 
profitable circles. Spice Telecom, for instance, could be 
position to offload the Karnataka circle while retaining 
Punjab circle (assuming, of course, that it finds a buy 
The ruling will also help corporates such as Reliance 
merge their cellular and basic service businesses. A 
lysts view this as a positive step in the ongoing efforts 
ing made to get the telecom industry back on its feet. 
ANUP JAYAI 












!! Many of the players have 
invested thousands of crores. 
Obviously, they will take a keen 
interest in the workings and 
orders of the regulator!” 





DINESH KRISHNAN 
























fi The controversies are 
likely to be as intense, if not 
more than in the past?” 





ti (i've gone)...From the 
frying pan to the fire’? 
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TELECOM 


Bharti, BSNL: 
The new look 


FTER a year of back-to-back 

launches, it is restructuring time 

in the Indian telecom industry. 

Leading the race are Bharti Tele- 

Ventures, the biggest cellular ser- 
vice provider in the country, and Bharat San- 
char Nigam (BSNL), the nations biggest fixed 
line operator. 

State-owned BSNL has been working on its 
restructuring plan for quite some time now. 
The need for change arose soon after it de- 
cided to launch GSM-based mobile phone 
services across the country last year. The com- 





COMMENT 





|, mentioned above). 





"We... 


8 
e News 


VAT: will 
the states 
play ball? 





Will the customer finally benefit from all 
the changes in the telecom industry? 


pany employed international consul- 
tancy company KPMG to work out the 
modalities. Over the past eight months, 
KPMG has been studying the 'imbal- 
ances’ in BSNL's operations (a critical 


area for the telecom major). For exam- IRST April. Deadline 

ple, one ofthe biggest problems that the for implementation 

company faces today is that it has sur- of the much-vaunted 

plus staff in some areas of operations, value-added tax (VAT) 

while many others clearly lacked trained s 

personnel. That discrepancy is likely to What's likely to happen: 
BW finds out. 


be removed once the restructuring 

process is completed and a uniform hu- 

man resource development (HRD) pol- 
icy isimplemented. 

KPMG's recommenda- 

tions are likely to be 

handed over to BSNL's 


W Delhi's traders, a signifi- 
cant political force, may re- 
sist implementation. And, 
if Delhi delays, neighbours 
Punjab, Haryana, Himachal 


board in May this year. Of Pradesh and Rajasthan 
course, in true government could follow. 
style, BSNL has also cre- W Maharashtra, Andhra 
ated a post of deputy direc- Pradesh, Punjab and Ra- 
tor-general (restructuring), jasthan and Uttar Pradesh 
to ph the entire pro- have systems in place. 
cess of restructuring! ; 
Meanwhile, Sunil Mit- " VAT credit by states al 
tal’s Bharti Telecom is also 'Mterstate trade '5 AOI: 
| getting into the restructuring act. The com- tain because by giving 
| pany plans to merge seven of its group compa- credit, states stand to lose 
nies (five basic licences, one domestic long- more revenue. 
distance, one broadband) into a single outfit. E Discontinuation of tax 
Right now, holding company Bharti Tele- : ! 
Ventures has two wings — Mobility (which en- — "i inii 
| compasses its cellular services in all 16 circles) turing units is unpopular ii 
| and Infotel (the seven companies that are | Maharashtra and Gujarat. 


Bottomline: A partial VAT 
system will take off from 1 
April. But it may take six 
months to settle down. WB 


Thereason behind the restructuring: sepa- 
rate the cellular and basic operations into two 
separate and independent companies. LJ 

ANUP JAYARAM 








would like pension reforms to | sion funds managers. The step towards 


Pension 
regulation — 


HE government has recently | 
announced that it intends to 
set up an independent pen- 
sion regulatory authority. Is 


this step justified, orisitjust | 


more red-tapism? 

Many tend to think the latter. Insur- 
ance firms back the Insurance Regula- 
tory and Development Authority 
(IRDA), which wants an enlarged role as 
a pensions regulator. Stuart Purdy, man- 
aging director, Aviva Life insurance, says: 
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| 





_ by IRDA. So why have a sepa- 


| are today in disarray — 
| as BWhas reported. This 


continue under their (IRDAS) guidance." 
P. Nandgopal, director (associate 
channels), Birla Sunlife, believes that the 
present regime is well-equipped to regu- 
late and develop the pension funds busi- 
ness. Even now, pension products of 
insurance firms are regulated 


rate authority? 

The answer: pension 
funds have never been 
regulated in India, and 


sensitive sector requires 
an independent that can 
ensure safety and better 
performance from the pen- 

















! ——! 


an independent pension regulator is in 
line with the recommendations made by 
the World Bank in 2001. Moreover, there 
is a fundamental difference in the nature 
of pension and insurance schemes. The 

liability of insurance companies 
deal with death while those of 
pension funds deal with 
longevity. 

Finally, in countries 
such as the UK the two 
regulators are kept 
separate. The nature, 
scope and inherent 
risks of the pension 
funds sector justify a 

separate regulator. E 
GINA SINGH 


ILL the latest cellular 
alliance last? Last 


week, four operators (BPL 
Mobile, RPG Cellular, Spice 
Telecom and Escotel) for- 
med MobileFirst, an allia- 
nce that covers 13 contigu- 
ous cellular circles, includ- 
ing Mumbai and Chennai. 
For the 3 million consumers, 
it means seamless roaming 


across these circles and pre- — 


ferred customer status. 

Yet MobileFirst is an op- 
erational alliance with no 
changes in the equity struc- 
ture of the companies. It 
seems to have been the 
only option for the four 
companies, none of which 
have the financial ability to 


not been able to roll out in 





circles where it won fourth 
operator bids. The BPL Cel- 
lular and Idea Cellular 
merger that would have 
given BPL a national pres- 
ence fell through last year. 
In fact, BPL was the driving 
force behind this alliance; it 
first approached the other 
players six months ago. 

FB. Cardoso, chief exec- 
utive officer, BPL Cellular, 
says: "This (alliance) be- 
came necessary because of 


| the potential that long dis- 


tance revenues presented." 
Even so, this alliance 
will do little to alleviate the 


| core problem of these four 


operators: lack of funding. 


| Where are the four going to 
acquire licences. Escotel has | 


| 


get their funds? 
RADHIKA DHAWAN 
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IT at your 
fingertips 


You turn on the electricity with the flick of the switch and the 
water with the turn of the tap. Would it be possible for busi- 
nesses to access software, computing power and business 
processes with similar ease? Steve Mills, who heads IBM's $15- 
billion software business, is the architect of Big Blues strategy of 
promoting computing on demand. It is one of IBM's core gam- 
bles for the future. In an interview with Businessworld's Niran- 
jan Rajadhyaksha in Shanghai recently, he outlined what the e- 
business on demand strategy is all about. 





ii What is the genesis of e-business on demand? 
Looking back over previous eras of computing, we see differ- 
ent approaches to the use of IT. In the early days, companies 
used computing equipment to automate traditional processes 
like their supply chains. This was a very centralised and inflexi- 
ble approach. It was often not adaptable to the changing 
needs of the marketplace. 

Then came the era of minicomputers and PCs. They pro- 


Saregamas 
new tune 


T will be one of the most interesting deals in the 
entertainment business ifit goes through. Music major 
Saregama (formerly HMV) is reportedly setting up a 
“joint venture” with Min Bimbangal Productions, a 
Chennai-based television software company, for prod- 
ucing Tamil and other South-Indian language software. Abhik 
Mitra, managing director of the Rs 112-crore 
(March 2002) Saregama, confirms the talks, but 
refuses to discuss details. Kailasam, managing 
director of the Rs 12-odd crore Min 
Bimbangal, is tight-lipped too. 

We're not surprised: insiders say that 
the “joint venture” 
amounts to a virtual 
takeover. In Chennai 
media circles, Min 
Bimbangal is an 
acknowledged creative 
hotshop. A few years ago, 
ICICI Ventures paid Rs 5 
crore to pick up a 28% 
stake in it. But a fallout 
with Tamil Nadus leading 
broadcaster and major 
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vided alot of scope for empowerment at various levels in a 
company, but integration between various parts of a business 
was still inadequate. This gave way to the Internet era in the 
mid-1990s. Now we had a federal model, where common stan- 
dards were used to connect millions of servers. It led to better 
end-to-end business integration. 

50 we have moved from a centralised to a decentralised to 
a federal model. E-business on demand is based on these 
changes in the corporate use of IT. 


W Are companies prepared for this move? 

Companies around the world tell us that they want to go be- 
yond just automating their business functions. In fact, the 
concept evolved from our dealings with various customers. 
And the idea of computing being used like a power or water 
utility has caught a lot of attention. Companies are not con- 
cerned about technology standards or architectures, They 
want a way to increase business value. The business rather 


than the technology should determine how business 
processes are run. 


W You talk of helping companies be more efficient and increas- 
ing business value. But does a technology company like IBM 
have the expertise to help companies here? 

That's where the buy-out of PwC's (PricewaterhouseCoopers) 
consulting practice comes in. We need to understand how 
businesses operate in a much better way. We need to get the 
relevant industry-based vertical knowledge. w 
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client, Sun TV, and high costs saw revenues fall to Rs 8 crore in 
March 2002 from Rs 15 crore in March 2001 before they 
bounced back this year. The company isn't profitable, either. 
Hence, the need to sell a chunk of equity. Kailasam is expec- 
ted to stay with the company post sale for another 3-4 years. 
For Saregama, the deal, "goes with our overall strategy of 
getting into other forms of entertainment software", says 
Mitra. Last year, after Saregama ran up a Rs 25-crore loss, 
McKinsey & Company had drawn up a roadmap for it to de- 
risk its portfolio by expanding beyond music (a stagnant 
industry) into home video, films and television software. Min 
Bimbangal is a big acquisition. While it is sure to add to the 
topline, can it lift Saregama's sagging bottomline? = 
VANITA KOHLI 
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Base": Rs 18 crore 


"This is a valuation of the worth of media placed by radio companies. Not all 


of this is necessarily bought. Could be house a 


TV channel ads 
in print media 
“indudes house ads/barters/discounts 


RADIO TURNS TO FAMILY FOR HELP | 


Source: TAM ADEX .. 


Radio station ads 
in print media 


Radio ads in TV & print media - Jan-Dec 2002 


ouse ads (within a 
network/media group) 


Outside a network / 
media/family 


Base" = Rs 18 crore 


Source: TAM ADEX. 
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FINANCE 


You can bank with Kotak 


F you have the money. There is a common belief in In- 

dian banking: to be successful, you have to reach out to 

as many people as quickly as possible. Uday Kotak is 

challenging this assumption. Last week, he announced 

he is converting his 17-year-old finance company, Kotak 
Mahindra, into a bank. Kotak Bank will focus on one segment 
— the mass affluent, or households with annual incomes of 
over Rs 4.5 lakh. There are about 9 million households in this 
category; 7 million in just the metros. The mass affluent keep 
higher balances and thus, are more profitable to service. (Bank 
balance matters. An ATM transaction costs a bank Rs 25 and a 
transaction in a branch Rs 93. But a Rs 5,000 balance earns it 
only Rs 150 a year.) "Private sector banks lump the affluent 
customers with the rest, and so can not offer them customised 
solutions," says executive director Dipak Gupta. 

Kotak Bank has to compete with private and foreign banks 
that have already grabbed these customers, especially in the 
metros — Kotak' thrust area. How will Kotak lure them? 

Gupta refuses to share details about the banking products 
that will be on offer in April, but says it does not matter if cust- 
omers have their primary accounts elsewhere. "What we want 
to do is to offer investment advice... about where to deploy 
pone. since we offer all the instruments to a customer. Our 
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ARAVIND TEKI 





Vidhan Soudha in Bangalore 


Uday Kotak (C)... 8 
e Kotak Bank | 7 EN. 


Mahindra Bank 





main aim is to earn fee income...," 
hope ...(the customer) will deploy more and more funds with 
us.” And in five years, he will become a full-fledged customer. 

Also, Kotak will now go after retail customers like its 
550,000 existing fixed deposit and loan customers, of whom 
60% are fixed deposit customers. "If we can get even 10% of 
them to bank with us, it'll be great," says Gupta. 


he says. "Over time, we 
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HEN Karnataka chief minister S.M. Krishna presented the state budget for 
2003 this month, he acknowledged the Rs 300-crore contribution that the 
Bangalore Development Authority (BDA) made to Bangalore city. This was 
the same loss-making organisation that Krishna's government had almost shut 
down in 1999. And BDA chairman Jerome Jayakar is now a local hero for leading 
that remarkable turnaround. 

Sandeep Dash, member (finance), BDA, lists other achievements: return on net- 
worth of 20%, salary and administration costs down to 3% of the budget from 
7.57% in 1999 (the outlay rose from Rs 192 crore to Rs 1,002 crore in this period, 
the staff count did not). BDA also improved its working capital management by 
streamlining the cumbersome process of buying, developing and selling property. 

And this year, BDA is taking the process further. It is building nine flyovers and 
rejuvenating two lakes, funding them through a process it calls ‘law enforcement’. 
BDA has demolished commercial encroachments worth Rs 400 crore on its property 
and auctioned property worth Rs 300 crore. "This strategy was worked out by the 
BATF (Bangalore Action Task Force), a public-private initiative of the CM," says V. 
Ravichandar, founder, Feedback Consultants, a private member of the BATF. 

Next on the agenda: a 3,000-acre model city between the Electronics City and 
the technology park in Whitefield. For those who know Bangalore, this massive pro- 
ject will cover a stretch that is bigger than Koramangala, Jayanagar and Indiranagar 
put together. Clear town-planning rules will be laid out using digital technology. 
Government will play a part in infrastructure but the private sector will develop it. 
The stretch will have clearly-marked commercial, community and residential areas. 
It may also have a convention centre that can house large exhibitions. If this project 
comes through, it will be a new model for city planning in India. The BDA is one 
government organisation that is certainly making news for all the right reasons. 


m 
VIDYA VISWANATHAN 
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E An information superhighway to 
ai carry 88 times more traffic. 
For Tata, it's just the beginning. 


veraging technology for a better life, 


at Tata everyday. 


TATA 


Improving the quality of life 


As practised by 230,000 people 








W more, visit us at www.tatadwdm.com 


CRAIG VENTER 


(Genes 


AFTER graduating from high school in the 
1960s, J. Craig Venter, the man who by seque- 
ncing the human genome has made one of 
the most significant discoveries of our times, 
headed not for college but for surfing off the 
beaches of Southern California. That made 
hima prime target for the draft; the Navy sent 
him to Vietnam as a medical corpsman. That 
experience, he says, taught him indelible less- 
ons about the fragility of human life and the 
colossal ineptitude of big bureaucracies. Back 
in the US, he joined the University of Califor- 
nia, San Diego, emerging six years later wi th 
a Ph.D. in physiology and pharmacology. 

Venter isn't easy to get along with. He was 
put in the brig twice in the military for not 
following orders. His later career with the Na- 
tional Institutes of Health (NIH), the premier 
US-based research agency and his rival in the 
race for mapping the genome, is ridden with 
conflicts with supervisors. After quitting NIH, he set up Celera 
Genomics (which mapped the human genome). In January 
2002, he exited Celera and is now the founder-president of the 
non-profit Center for the Advancement of Genomics. He is also 
among the five volunteers whose gene samples were collected 
for the human genome project. 

Venter was in India recently with wife Claire M. Fraser for 
an Assocham seminar. The duo met the press. 


Photographs: TRIBHUWAN SHARMA 


w You've mapped the human genome. What next? 
We know the functions of less than half the 260,000 genes in 


CLAIRE M. FRASER 


IT was 
the key to 
the genome 


ll Bioinformatics, which was crucial in the sequencing of the genome 


(and which is your line of work), does not seem to get its 
due credit. 4 
That is true. Huge funding goes into projects 
related to the genome. Whatever is left is given to 
bioinformatics, which is very important for 
genome sequencing and must be done constantly. 


w How were the algorithms of the gene 
sequencing developed? 

It was not an organised or sequential event. It 
was only when we started getting huge data 
while mapping the genome that we decided 
to use different algorithms and faster super- 
computing skills. And now we have done the 
mouse genome project in four months. 


lll Have you met Indian bioinformatics firms? 
„not ...extensively. However, we have made 
contact with some of them and hope to be able 
to take the dialogue further. | 
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| human beings. Unravelling the entire code is the challenge. 


CLAIRE Fraser is president and direc- 
tor, The Institute for Genomic Research 
(TIGR), which was set up by Craig Ven- 
ter in 1992. She led the team that first 
mapped the genome of a living organ- 
ism (the bacteria mycoplasma genital- 
ium) in 1995. She is handling 40 
genome-sequencing projects at TIGR. 








Sequencing the genomes of various other organisms has... 
made us realise there is not a lot of difference between various 
species; it is the function of genes which defines various spe- 
cies. ... The difference between the X chromosome (the gene 
which determines sex) of a chimpanzee and a human beingis 
less then .9%. The human genome is only 1.27% different from 
achimpanzees genome. 

Our genetic code is the history of evolution; comparative 
studies with different microbes and life forms will help us un- 
derstand when evolutionary changes occurred. 


ll How does the mapping impact our life dire- 
ctly? Does it mean, for example, that we can 
predict what disease will affect us in advance? 
...A genetic map will only define the statistical 
parameters for diagnosing a disease. It will give 
an indication of a probability.... Knowing your 
genetic code will mean that you can take pre- 
cautions... It will be (like) predictive medicine. 
„We are trying to develop systems by which 
a baby will be able to leave the hospital with his 
genetic map on a chip ora CD-ROM. We are 
working on a system which will speed up sequ- 
encing (of) individual genes at less than $1,000. 


E What projects are you working on now? 
Through our three non-profit organisations we 
are working on taking studies related to geno- 
mics further. The Institute of Biological Energy 
Alternatives is working on developing a synth- 
etic chromosome which is a first step in our 
work toward developing cost-effective and 
efficient biological energy sources. A product 
will be developed that can be used instead of 
oil even as its synthesis makes water as a by- 
product. We are exploring biological 
mechanisms for dealing with carbon 
sequestration and for studying the creation of 
other potential energy sources such as 
hydrogen. Through the Center for the Advan- 
cement of Genomics, we study the public 
policy aspects of genomics. T 
GINA SINGH 
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There's more to the new Nokia 3650 than its stunning design. Capture and share life's 


spontaneous moments on video. Download and enjoy music on the RealOne Player. 


Breathe life into games and applications with Java™’. And have fun combining video clips, NOKIA 
text, pictures and sound clips into one MMS*. 3650) 


You might say it’s richer communication. At Nokia, we Call it human technology™. 


* Service provider/handset dependent. Please check with your local network provider. 
“Java™ is a trademark of Sun Microsystems Inc and Java™ applications are operator and/or content and application provider dependent WWW.nokia.co.in 








" -c#| Always insist on original Nokia India Warranty to safeguard against buying used 
9628 555 555 | Nokia India Warranty is applicable only for phones imported by Nokia India Pvt. Ltd 


email us at: nokia.eDag@nokila.com 
* To call from a mobile phone, check with your service provider. Helpline available in Ahmedabad. Bangalore Channa: Pe" 
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HE founder-CEO of Sun Mi- 
crosystems, made a whirl- 
wind tour of India in March. 
And what a tour it was for 
Scott McNealy! The 40-odd- 
year-old wants Sun to make the chips, 
the computers that house the chips, the 
software that runs the computers (desk- 
top and servers), the networking that 
connects the computers, the devices 
that store data.... making every biggie in 
the IT business his rival. McNealy used 
his trademark wit to trash them. Here is 
what convinced us that he would make 
a great late-night show host. 


On Microsoft’s .Net 


It's mankind versus .Net — open versus 
proprietary protocols. Where (.Net) vir- 
uses are a feature and security does not 
exist. ...against Sunone, Java and XML 
where you get mobility with security. 





out of the network. 
friend. They havea 


On Linux 





On Intels's 64-bit chip, Itanium 


Itanic? An incredulous product 
from a very credible company. 
..Who is going to evangelise 
that chip? Only HP? Not 
Dell, which is in the busi- 
ness of trashing the 
market once demand 

is established. The 
only 64-bit chip 
is Sun's Sparc... 
tuned, certified, 
tested and run- 
ning out of cap- 
tivity... not in a Zoo 
(i.e., in Intel demo 
applications - Ed). 


On IBM Global Services 
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down 


Sun believes that complexity should go 


in IBM Global Services. 


It belongs on the desktop. People are 
sick of ‘Microsoft taxes"... Itis mankind 
vs Microsoft. Mankind helps us make 
software for the desktop. 

You could say — 
Staroffice at $79. But once you are a mo- 
nopoly, you will raise prices. But hey! 
Look at Red Office in China, they have 
taken source code from Open Office 
and have made a Red Office and are 
competing with us. 

have ‘your national colour’ office, the 


prises want support from 

Sun Microsystems or Red 

Hat? We love this; are 
going nuts on it... 


is open. Would you 


McNEALYISMS 


Mankind vs MS! 


| structions ...from the Internet — how do 

you care as long as the car performs? All 
I say to enterprise customers is: down- 
| loading 0s and 1s from the Net is poten- 
tially radioactive. 

Microsoft and Intel separated hard- 

| ware and software. We (Sun) are trying 
to put it together. What matters is how 
_ the system works together. 


Complexity is IBM's 
40,000-strong army 


| On making money on Java 


You don't make money owning a langu- 
age. You don't make money on English 
| unless you are MS, selling Visual Basic. 


Sun, you are selling 


On Linux clusters vs large Solaris servers 


What is the difference? We have a 100- 

| way Sparc server. We have a 100- blade 
| server: that is more sheet metal and 

| plastic. ...100-pizza boxes ...more sheet 
metal and plastic. Nothing changes. In 
the long run, it may be cheaper to use a 
Sparc server; you may even save some 
power if you did not use Intel heaters... 


You (Indians) could 


Now would enter- 





On Open Source 


If Bill Ford 
were here, 
would you 
ask him if 
his piston 
ring design 
was in Open 
Source? Yes, it is a 
nice big circle and so 


. Sun's strategy in tough times... 


We are not going and buying PwC (like 
| IBM). Weare also not competing with 
HP in printers (like Dell), Sony in Cam- 
eras (like HP), or with Ford in autos... We 
| arein the business of making website 
| equipment work, and securely... In spite 
| of Moore's Law and Open Source soft- 
ware trashing margins in the industry, 
we will make money. 

VIDYA VISWANATHAN 
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Dressing up to party 

NDIAN party animals will soon have new watering holes 
they can, well, drink at. Apparel brand Provogue is put- 

ting the finishing touches on a plan to use its exclusive 
showrooms as lounge bars. 

The experiment is intriguing. Till 8 p.m., the outlets will 
be regular apparel stores. After that, the merchandise will be 
pushed back into closets. The display props can double as bar 
stools, etc. And a lounge bar will come into being. Vishal 
Mirchandani, senior vice-president (sales and marketing), 
Provogue, says: “The target customer of Provogue is an 
extremely trendy night-clubber. Having built a strong bond 
with him, we want to extend our branding possibilities.” 

It will be wrong to dismiss this as just another marketing 
tack. Provogue is a Rs 41-crore company. In three years, it is 


| eyeing a Rs 100-crore turnover. Around Rs 15 crore-20 crore 
of that will come from the lounge bars. These will also help it 
improve the profitability of its outlets — most of which are 
on the high streets. Rentals here are stratospheric. Anything 
that maximises sales per outlet is welcome. Once the bars 
start, the shops will be 
open till 2 a.m. or 3 a.m. 
Or 18 hours every day. 

Fashion house 

Prada used this con- 
cept earlier. Meanwhile, 
Provogue has refitted 
nine of its stores in the 
metros and is awaiting 
bar licences. Cheers! Bi 


M. RAJSHEKHAR 


= SSeS = 


` 






MAGAZINF OF THE NEW ECONOMY r 16 N BUSINESSWORLD 7 APRIL 2003 


Samsonite 


WORLDPROOF 


Take a different route 


able at Samsonite Travel Worlds and Select dealers e For dealers Lorargr ET "T 











Ve | 





eye dea YOM RAI mee mm 





RAJEEV DUBEY 


LAYING hardball does not come 
naturally to Indians. So those who 
do, become instant heroes. For 
well over a month now, the Indian 
B cricket team had been the flag- 
bearer of that creed. And now even the 
- Government of India could qualify for 
some acclaim.- 
- India gives up to Rs 1,800 crore of 


y year, often without any strings at- 


e world works. British prime minister 
ny Blair tried to push through a $1-bil- 
lion jet trainer deal for British Hawks 
hen he asked for an early solution to 
the standoff between British Gas and the 
Oil and Natural Gas Corporation on op- 
erating the Panna-Mukta and Tapti oil 
and gas fields. And when Indian Airlines 
was planningto modernise its fleet, even 
French premier Jean-Pierre Raffarin 
tried to ensure that the 43-aircraft deal 
went to Airbus. He even mentioned it in 
the post-summit press conference. 





ans and grants to developing countries |. 


ed. But that is not the way the rest of - 


EXTERN AL AID ne 


| @ Demands extradition treaties to fight terrorism 
..& Asks for markets to be opened up to Indian companies 


. e Ties up economic aid and line of credit to buying plant. 
and equipment from Indian manufacturers 


C | -Æ Wants Indian participation in creating infrastructure 
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Finally India is demanding its pound of flesh 
for the loans and grants it gives other nations 


Now India, too, is doing what is done 
to it and driving hard economic bargains 


for the loans and aid it extends to around . 


20 nations. C.M. Bhandari, joint secre- 
tary (economic relations) in the Ministry 
of External Affairs, says: “Aid program- 
mes of all countries have certain lever- 
age intentions. Wherever we have lever- 


age, the MEA is encouraging ministries. 


to see how we can support our industry.” 


The government is doing this in two © 


ways. First, it is linking aid for specific 


projects to the condition that plant, ma- 
chinery and equipment for the project. 


must be sourced from India and Indian 


manufacturers only. Recently, a request 
for permission to source limestone from 


Meghalaya for a new cement project in 
Bangladesh was tied to a demand that 
the project must source plant and ma- 


chinery from Indian manufacturers. © 


Even technology and equity participa- 
tion in a fertiliser project in Oman was 


on the condition that at least $100 mil- | 
- lion of equipment is bought from India. 


Second, India, in some instances, is 
insisting that markets be opened up to 
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Indian companies. A waiver of a $10- _ 
million credit line to Suriname wasinre- 
turn for a commitment to give Indian 
companies market access, especially . 
machinery and tool manufacturers. In- ~ 
dia has extended a credit line to Viet- 
nam’s modernising textile industry con- 
ditional on greater access to Indian > 
textile and machine tool manufacturers 
to that market. ` IM CS 

As for Iran, India has offered ita 
$200-million line of credit on the condi- 
tion that India participates in building 
the Chahbahar port complex, Chahba- 
har-Fahraj-Bam railway link and Marine 
Oil Tanking terminal. India has also 
asked Iran to import more items like au- 
tomotive components, drugs and phar- 
maceuticals, iron ore, rice, sugar, edible — . 
oil and engineering goods, especially |... 
textile machinery. India also requested 
facilitation of export of Indian products 
like tea to the CIS countries via Iran. 

There's a third approach to this.as 
well — that of seeding a recipient coun- 
try's market early with Indian products. 
Theassumptionbeingthatwhenthereis . - 
fresh demand for the product, they 
would prefer to buy from India. India is 
participating in the expansion of the 
Vietnamese rail network by supplying 20 
locomotives from the Chittaranjan Lo- -> 
comotive Works. And this policy is being... 
aggressively pursued in Afghanistan to 
which India has recently donated 150 
buses as part of its $100-million com- `- 
mitment towards the reconstruction of. 
Afghanistan. Plus, the three aircraft In-. 
dia has given Afghanistan will be ser- 
viced and overhauled in India. | 

Opening up marketsisnottheonly |. 
intention of the initiatives. It is also ad- 9 
dressing issues of national security by — 
demanding that the countries enterinto — 
extradition treaties with India. ——. ^. 

In return for helping Poland in mili- 
tary education, training, and fighting 
terrorism as well as military science and 
research, India has got it to sign an extras = 





‘dition treatyin February. A similar agree- — 
mentis being discussed with Iran. The 








treaty with Dubai is bearing fruit as tf 
state continues to deport criminals: 
India. Recently, deputy prime minister 
L.K. Advani travelled to France just to 
sign an extradition treaty. = — 

- Such a leverage approach has been 
followed by India for the last 2-3 years. 
Says Bhandari: *With globalisation, we 
have to develop these situations. Now 
we are encouraging our own industry. AH. - 
assistance has to be seen (as)howitcan 
bearecurring commercial activity.” And 
as the WTO implementation looms up, > 


















_ this is likely to intensify. 
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Eight out of ten vehicles in India have either a Fenner belt or a Pioneer oil seal. 
Fenner has many firsts to its credit. Like HSS technology for elongation free belts, 
Raw edge cogged belts, Timing belts, PTFE oil seals, the revolutionary 


In the Power Transmission Industry, Fenner has always led the market. 
| 
Taper lock? pulleys and couplings for easy fitment and removal etc. to name a few. 


ISO 9001, QS 9000 and API accreditations stand testimony to Fenner's 


commitment to quality. But the accreditation that Fenner cherishes most is the 


stamp of approval of millions of Indians. 
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HE project to connect rivers across India is typical of 
the prime minister — grandiose, ill thought-out and 
unmindful of economics. The government has made 
grand plans to spend Rs 5.6 trillion on it; that is over a 
quarter of India's gross domestic product (GDP), al- 
most twice the Central government's annual expenditure, 
and enough to build a secondary school in every village. 
One could also cynically suspect that it is a project that 
would make generations of politicians rich. But it is still not 
too late to ask how the money could be spent more fruit- 
fully. The prime minister's other ideas — like the Golden 
Quadrilateral — were equally harebrained; but they were 
given to a retired army general to implement. With military 
discipline Major General (retd.) B.C. Khanduri has man- 
aged to improve the condition of the trunk roads in a short 
space of three years. 

The prime minister has put Suresh Prabhu in charge of 
the river linking project. He was a complete failure at 
the game of making money, but quite thought- 
ful when it came to improving the power 
system. Who knows, he may make some- 
thing out of this project. It is worth ask- 
ing what. 

Before link canals are built, a sen- 
sible planner would ensure that wa- 
ter would flow down them. India is 
crisscrossed with canals, which sel- 
dom carry any water. The politician's 
and the contractor's interest is served 
ifa canalis built; they are not interested 
inits carrying water. So many more miles 
of canals have been built in India than 
there is water for. This should not happen to 
the link canals. 

The idea is to carry the water of northern rivers to the 
South. But why the South? Because the prime minister pre- 
sides over a committee that is supposed to allocate the wa- 
ters of the Cauvery. Usually, Jayalalithaa absents herself and 
sends rude statements; when she turns up, she squabbles 
with Krishna. The prime minister got fed up with this dis- 
pute that the Supreme Court has thrown into his lap; so he 
thought, why not take the holy waters of the Ganges to the 
parched Cauvery? 

But if we take the water flowing down the Cauvery and 
divide it by the population it serves, it is not very low; there 
are many Indian rivers, Narmada or Tapti for instance, 
which deliver less water to the populations they serve. So 
why does one get the impression that Tamil Nadu is partic- 
ularly short of water? Because farmers there plant three 
crops ofrice, besides alot of sugarcane. Tamil Nadu is a mir- 
acle of irrigated agriculture. If one stands on the seashore 
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and looks inland, one sees rivers down which not a sii 
drop of water flows. It is all captured in anicuts — sha! 
dams — and used for irrigation. They do that with the € 
very as well. But Karnataka has two dams on the river; 
Tamils wish they had been in Tamil Nadu. 

And how can these Tamils, who don't even have eno 
drinking water, grow three crops of rice? Because 
alalithaa gives them free electricity. So they pump the! 
dry; there is no water not only in the rivers, but also ur 
the land. 

Will taking the water from northern rivers by a 1,£ 
mile canal solve their problem? It could; but that water 
not go south on its own. If the canal is built along the | 
coast, it will have no gradient; the water will have tc 
pushed along all the way. With electric pumps. And who 
pay for that electricity? Not the Tamil farmers. Not | 
alalithaa's government. Nor Vajpayee's government — 

will not be around when the water gets ready t 
pushed. Nor his successors; the way the Sir 

Singh duo has managed the finances, 

Central government will be bankr 
long before that. 

So before the prime minister g 
any further, he should ensure t 
everyone — including Tamil farm 
— pays for the electricity they c 
sume. Not some token sum de 
mined by some craven regulat 
commission, but a sum that is de 
mined by the market and does not 
pend on who consumes the electricit 
But pricing of electricity is only one] 
ofthe solution; the other is pricing of wate 
is possible to calculate water recharge in ev 
area; it determines the maximum water that can be tal 
out of the land. Trying to take more out only lowers the' 
ter table and increases the cost of mining it. It is possibl. 
work out the number and horsepower of pumps that wo 

take out the recharge at the lowest cost. 

Hence, instead of allowing anyone and everyone to c 
a tubewell, the governments should give out licences ft 
limited number of wells with a specific capacity. Operat 
of the wells should be made to auction water. The auct 
price will show the value of water in different places; tl 
we will have a basis for deciding whether water should 
sent from one place to another. From North to South is j 
one possibility; collecting water on the rainy side of 
Western Ghats and taking it to the leeward side in Ta 
Nadu through tunnels may turn out to be cheaper. 


The author is consulting editor of Business Stand; 
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BBC World's Wheels, Business Standard Motoring and CNBC Autocar 
have all chosen Scorpio as the car of the year. Now it's your turn to decide. 
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MASTEK 


SHISHIR PRASAD 


N 2000, Mastek chief operating offi- 

cer Sudhakar Ram felt he was not cut 

out for sales and marketing. "It is not 

my game," he said. But now, two 

years later, things have changed. 
Ram now spends almost three weeks 
every month globetrotting. He meets 
at least one customer a day and pitches 
for more business. For Mastek, this 
change has come due to a revenue scare 
in 2000-01. Its US revenues had declined 
by 24% while that of other software firms 
had increased by 25-3096 due to large 
Y2K orders in the previous year that they 
had used to grab e-commerce enable- 
ment contracts. 

But all that is history and Mastek is 
back on the growth track. At 28%, its rev- 
enue growth is good compared to an in- 
dustry average of 1896. Employee addi- 
tions are up by 2096 and the stock price 
has risen 54% in the last year. By choice, 
Mastek is doing business with half the 
number of clients but has more than do- 
ubled revenue per client. It is taking up 
complex systems integration work, beef- 
ing up its sales and marketing and re- 
ducing market risk because its revenues 
are spread between Europe (5696) and 
the US (3196) while most companies re- 
main heavily dependent on the US. 

Over the last 12 months, Mastek's 
revenues have increased 12% and gross 
margins 1796 to 30.696. Its return on cap- 


ital employed is one ofthe bestinthein- | 


dustry at 43.9%, up from 17.8% earlier. 
But one swallow does not a summer 
make. The technology freeze of the last 


two years has seen many small- and | 


medium-sized software firms bite the 
dust. Mastek has taken the opportunity 
to clean up its act, but the job is far from 
over. The company is still just one-tenth 
the size of Infosys, though both started 
at roughly the same time. And even i- 


flex, which started 10 years later, is big- 
| right technology cycle — enter- 


ger than Mastek. 

Mastek had made several mistakes 
because it had misread its strengths. In 
the early 90s, it created Mamis, an ERP 
package, and marketed it in India. It was 
a technical achievement, but the market 
was not ready for it. In the mid- and late- 
90s, when all software companies 
headed for the US, Mastek targeted east 
Asia and got hit by the east-Asian crisis. 
By the time it realised that trouble had 
broken out, most ofthe big US orders for 
Y2K projects had gone. Mastek's misery 
did not end there. In 2000, when a num- 
ber of US companies started CRM pro- 
jects, Mastek threw its hat into the ring. 


| 





| 
| 





The technology sector tanked and so did | 
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CLEANING 
UP ITS ACI 


How It Fared In The Markets 


Over the last year, Mastek has 


200 7 outperformed the Sensex 
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Mastek's revenues. All this indicated a 
herd mentality. "There was only one 
thing Mastek had going for it: its techni- 
cal capabilities," says a Mumbai-based 
fund manager. 

When Ram took over Mastek's 
operations 18 months ago, the 
company was weighed down by 
its mistakes. There was a lot on 
his plate. He had to spot the right 
technology cycle and get the 
company ready to grab the op- 
portunity. Now, Mastek is in the 


prise application integration, 
which involves making non- 
compatible systems work to- 
gether. But Ram's main thrust 
has been creating an organisa- 
tion that is capable of delivering 
growth. He has beefed up sales 
and marketing, changed the or- 
ganisational structure and intro- 


duced "consequence  mana- 
gement’, where non-performers 
are shown the door. 


This was necessary because 
the workforce was demotivated. 
Ram says: “People felt they were 
doing good work, their skills E 
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COO Sudhakar Ram 
is using tough 
measures to bring 
Mastek back on the 
growth path 
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were respected in the marketplace, but 
the company they worked for was not 
growing." Developers want to work on 
exciting projects. Mastek was mostly in- 
volved with low-skill work for small 
firms. "I decided to reduce such engage- 
ments. They were not yielding returns," 
says Ram. So all the 6-9 month CRM im- 
plementations were stopped. The num- 
ber of active clients fell from 110 to 65 
and revenues started dropping. Analysts 
felt Mastek had got itself into a new hole. 
But Mastek began the charge on the 
sales and marketing front with a global 
change in reporting structures. 

Till 2001, Mastek had country-spe- 
cific structures. Each country decided its 
own sales approach and hired develop- 
ers keeping its requirements in mind. 
This structure was dismantled. “All the 
sales and marketing for organic growth 
is now under me, while (chairman) 
Ashank Desai looks after the broad vi- 
sion of the company," says Ram. This 
means there is one marketing approach 
— grabbing large accounts — and the lo- 
cal office just services the client and they 
have to commit a certain size of quar- 
terly business. Only then are developers 
allocated to work for that country's pro- 
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REVENUES AND RATIOS 
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Desai: The vision is his responsibility 


ject. This commitment is made in a re- 
view meeting attended by all sales 
heads. And no one can make outrageous 
claims to block off developer resources. 

Sales and marketing incentives were 
changed too. Earlier, salespersons were 
given incentives according to the vol- 
ume of business they brought in. “But 
we were going to bid for Fortune 1000 
clients. So we said incentives would de- 
pend on the key accounts," says Ram. So 
salespersons had to go after big compa- 
nies. The sales cycle increased to nine 
months from 3-4 months. The number 
of Fortune 1000 clients rose from 22 to 28 
and revenues per client doubled. 


Most of this has happened because | 


Mastek abandoned short-term assign- 
ments. For instance, insurance com- 
pany Cuna Mutual wanted a small in- 
come management software module. 
This would help it get a better view of 
premia being collected by the agents, 


which could then be invested in various | 


securities. "We developed the module 
but did not stop there. We set about try- 
ing to understand what the agent 
wanted," says Hiren Shah, head of the 
US delivery unit. And what they needed 
was a portal where they could store their 
own field data and compare various fi- 
nancial products. "Agents in the US sell 
products from hundreds of insurance 
companies. We were sure that a portal 
would allow agents to feed data into the 


67.3% 








Source: Company data, ICICI Securities 


income management module from re- 
mote locations. So we developed a por- 
tal that allowed the company to hook 
agents,” says Shah. The account has now 
increased to five times its original size in 
just one year. On a cumulative basis, 
Mastek earns Rs 1.4 crore per client 
toady as compared with Rs 60 lakh ear- 
lier and the Top 10 customers contribute 
68% of the business as against 48% 18 
months ago. 

Its investors agree that Mastek needs 
to strengthen its second line of man- 
agers. Software services, with its steep 
scale-up requirements, needs able lead- 
ers at all levels. So Ram has started a 
global leadership programme. “This is 
an attempt to identify performers who 
are passionate about something and 
then putting them in charge of critical 
things,” he says. So Malini Hota, who 
started off in HR but was passionate 
about education, now leads the practice. 
Shah, who was earlier in sales, has been 
moved to head the delivery unit. But the 
company is scaling up fast and has dou- 
bled its employee size over the last 18 
months. So more such leaders need to 
be created or hired. 

“Many former employees have come 
back and taken up marketing assign- 
ments,” says an institutional investor. So 


| people who have worked with SAP and 


Mastech (a US company) are now lead- 
ing the sales thrust in the US. The 


| strength of the sales force has increased 


almost six times — from eight to 50 — in 
18 months. And complex projects like 
the London road pricing project which 
had 17 disparate systems have been exe- 
cuted successfully. 

A lot of inefficiencies have been re- 
moved from the system. Now there are 
two main things Ram needs to do. One, 
groom managers so that Mastek can 
grow to a size where it can get big pro- 
jects easily. Two, make Mastek the Indian 


| application integrator. It is the compa- 


ny's strength anyway. This is the age of 
application integration so it is one tech- 
nology cycle that Mastek has caught at 
the right time. + 
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COGNIZANT 





M. ANAND 


ATA Consultancy Ser- 
vices, Infosys Tech- 
nologies, Wipro, Cog- 
nizant Technology 
Solutions,... Cog- 
nizant? Isn't it out of place in 
that company? JP Morgan 
does not think so. In a re- 
search report last month, the 
investment banker and 
stockbroker said the US- 
based outfit is expected to be 
among the ones that get the 
cream in a market that is still 
in churn. And over the last 18 
months, the software busi- 
ness has shown a distinct 
bias for top-tier companies. 

If Cognizant's inclusion 
in that list was a surprise, the 
$449-million Satyam Com- 
puter's exclusion was no less. 
Especially since Cognizant 
had started off as a 24:76 ven- 
ture between Satyam and the 
erstwhile Dun & Bradstreet 
Corporation. When Dun & 
Bradstreet acquired Satyam's 
holding in 1996, Satyam was 
a hot growth stock and Cog- 
nizant a minnow. 

That has changed. "We 
believe that Cognizant has 
taken Satyam's number four 
spot (behind TCS, Infosys 
and Wipro),” says the Singa- 
pore-based Sandeep Dhin- 
gra, vice-president, JP Morgan. "Cog- 
nizant is no longer a small company." 

During the last few quarters, Cog- 
nizant pulled ahead in the 'mid-size' IT 
company category. Its billing rates — $70 
an hour for onsite and $24 for offshore — 
are higher than the industry average of 
$55-58 (onsite) and $18-25 (offshore). 
Plus its rates have held up despite the 


R.A. CHANDROO 





Cognizant’s Narayanan: Topline focus 





slowdown. “We have not compromised 


on our price integrity in the last six quar- | 
ters,” says Lakshmi Narayanan, presi- | 


dent and COO, Cognizant. 


There's more. The company claims 


that it wins half the outsourcing con- 
tracts it bids for (win rate of about 55%) 
and its client retention ratio is one of the 
highest. Finally, on the Nasdaq, its stock 


some are betting that Cognizant Technology 
Solutions will be the next big software star 


ANOTHER 
INFOSYS? 
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has outperformed Infosys 
by a wide margin during 
the last year. The stock was 
picked by Forbes magazine 
as the best performing IT 
stock in 2002. Today, Cog- 
nizant thinks and acts like a 
top-tier company. 

Even so, Cognizant 
(Turnover: $229 million in 
December 2002) is not 
widely accepted as one yet. 
Blame it on size. It still isn’t 
half as big as Infosys 
(Turnover: $677 million in 
March 2002) or Wipro 
(Turnover: $545 million in 
March 2002). Narayanan 
would like to see that gap 
bridged. "In the past, we 
have lost out on a couple of 
contracts to bigger rivals on 
the basis of size. So getting 
into the big league is a pri- 
ority," he says. 


The R Factor 


So what is the company do- 
ing about it? To figure that, 
one must understand how 
it grew its topline to $229 
million in the first place. 
The basic difference be- 
tween Cognizant and Indi- 
a's software biggies is that 
Cognizant is a US company 
that set up its development 
facilities offshore in India. 
With 6,200 employees, it is 
today the largest foreign software firm in 
the country. 

While Indian companies like TCS, In- 
fosys and Wipro sold the offshore devel- 
opment model, Cognizant built an on- 
site-offshore model. That makes a 
difference. As long as customers gave 
only maintenance projects to offshore 
firms (that’s where the bulk of IT rev- 
enues still come from), the offshore 
‘code factory’ model was fine. But as 
customers seek to outsource entire busi- 
ness applications, proximity and a 
deeper understanding of the client's 
business environment become vital. 

Thats where the onsite-offshore 
model comes into play. By and large, 20- 
3096 ofthe people in development teams 
are based onsite. Moreover, most of Cog- 
nizant's executive management, includ- 
ing CFO Gordon Coburn, vice-president 
Francisco D'souza, CTO Deb Mukherjee 
and vice-president (Europe) Kim Rajah 
are US citizens (mostly of Indian origin 
though). Cognizant's onsite presence 
has, thus, been strong. It is only now that 
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Indian companies are strengthening 
their onsite and marketing teams. Now, 
Wipro and Satyam have CEOs based in 
the US (Vivek Paul and Ramalinga Raju, 
respectively). Ten months ago, Wipro 
hired Steve Zucker to spearhead its IT 
outsourcing business. (He has since 
quit.) Satyam added 10 vice-presidents 
|. and 15 general managers, mostly 
» . abroad, in client-facing responsibilities. 
=- <> “It is not surprising that unlike some 
* top-tier Indian (and US) vendors, Cogni- 
^|" zant’s approach to client management 
|. and service delivery is advanced... it is 
-also a differentiator for those that find 
. Indian vendor relationship manage- 
ment weak," Giga Information group 
analyst Stephanie Moore observed in a 
“recent research report. Better customer 
_ relationships than that of Indian compa- 
nies means Cognizant can generate 
higher revenues from particular clients. 
Last year, 8596 of revenues, or $195 mil- 
lion, came from existing clients. This 
year, Cognizant expects about 85% of 
revenues to come from existing clients. 

. “With Cognizant, there is no ‘us and 
em’. Their consultants work seam- 
ly with our in-house team,” says the 
based Betty Higby, CIO (personal in- 
ance division), Royal & Sun Alliance, 
rge US-based insurance company. 
ognizant's revenue from the Royal & 
in account has doubled in quick time. 

< Cognizant has even displaced other 
ndors. Perhaps the best example is 
American Express. Till last year, Ameri- 
can Express had a fairly big relationship 
with Silverline Technologies. But when 
Silverline ran into cash-flow problems, 
American Express approached Naraya- 
nan with the proposal that Cognizant 
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acquire Silverline’s practice for the bank. 
Cognizant paid $10 million for the 300 
Silverline employees working on the 
American Express account. 

During the last two years, as most 
companies grabbed at any and every 
business opportunity, Cognizant opted 
to concentrate on fewer, but larger 
clients. “We are sharply focussed on ac- 
quiring strategic clients,” says Nara- 
yanan. By strategic customers he means 
those that have an annual revenue gen- 
eration potential of about $5 million-40 
million. Last year, 16 out of the 27 cus- 
tomers acquired by Cognizant fell in the 
strategic category. This also helped Cog- 
nizant’s client retention ratio. 

During 2002, Infosys, Wipro and 
Satyam won about 100 new clients each. 
Cognizant added only 27. But the big 
three were not able to get fresh business 
from about 70 clients each. In effect, the 
trio lost about seven customers for every 
10 clients added. Cognizant lost just one 
client for every nine that it won. How- 
ever, Infosys’ and Wipro retention of 
their respective big clients is far better 
than what those figures suggest. 


Cherry-picking 


This is the essence of Cognizant's plans 
to break into the big league. It has identi- 
fied the Top 10 IT spenders in each area, 
be it insurance, healthcare or banking. 
“If we can bag at least 2-3 of the Top 10 
customers in each and concentrate on 
winning more business from them, that 
would be one way to grow faster,” says 


Narayanan. In financial services (it ac- | 


counts for 35% of Cognizant's revenues) 
for example, its strategic customers al- 
ready include First Data, CCC Informa- 
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E put together what i E 
| the ‘executive sponsorship’ li 
V programme. Under this,  . 
| the Top8executivesinthe. 
| company have been en- 
trusted with theresponsi- 
— bility of working with 1-5. 
strategic clients each. They = 

are expected to build a 

CEO/CIO-level relation- < 
| ship with the strategic cus- 

-tomer and ensure that Cog- | 
nizant's full suite of services 
is utilised. The programme, 
covering 42 clients — has 
helped win more business 
from strategic customers. : 
The Metlife account, 
which Cognizant bagged 
last year, is a good example. 
About 350 people are already working on 
the account. 

But focussing on afew large clients . <- 
has its risks. The Top 10 clients account —— 
for 58% of Cognizant's revenues. Prob- = 
lems with any of them could land Cog- 
nizant in serious trouble. Infosys and 
Wipro, on the other hand, have a more 
diversified client portfolio and their Top 
10 clients account for only 38% and 39% 
of their respective revenues. 


The Scalability Challenge 


However, over the next few months, as 
Cognizant gets more strategic custom- 
ers, its client portfolio will become big- 
ger. But this could lead to another prob- 
lem, “As Cognizant scales up, which is 
inevitable, it may have a hard time süs- —.. 
taining its level of customer focus,” says <; 
Giga Information's Moore. | 
The other threat, of course, comes ` 
from global giants like Accenture and =. 
EDS, which have been aggressively ex- 
panding their offshore development fa- 
cilities in India. Like Cognizant, these 
companies, too, have executive man- — 
agements based in the US. So they, too, 
could successfully replicate Cognizants |. ^ 
onsite-offshore model. In fact, players... 
like Accenture have established offshore — 
centres in other emerging markets and. 
are touting their multiple offshore devel- 
opment locations as a competitive ad- — 
vantage against Cognizant, which does 
almost its entire developmentinindia. —— 
The company says those challenges — 
have been considered before it issued a 
fairly aggressive guidance of a 30% rev- — 
enue growth for 2003. If it meets the 
guidance that could well set the beat for — . 
Cognizants march intothebigleague.M —— 
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VANITA KOHLI 


ILL Star India CEO Peter Muk- 
erjea heave a sigh of relief on 31 
March? That is when Radhika 
Chaturvedi, Syed Ansari and 
Geetika Tyagi will greet you on 
Star Savera, the first show to go on air on 
the post-NDTV Star News. But till last 





week, he was not sure if that would hap- | 


pen. Mukerjea was in Delhi last week try- 


ing to figure out the implications of a | 


government announcement limiting 
foreign equity in news channels uplink- 
ing from India to 26%. As Star India is a 
subsidiary of the $16-billion global giant 


News Corporation, it was not clearifits | 





| news channel, uplinked out of Hong | 


Kong, could remain on air. 


Star's application in October 2002 re- | 
| fortable questions, the biggest being the 


questing permission to uplink from In- 
dia for its news channel had set the gov- 


ernment thinking. It finally decided to | 


make it mandatory for all news broad- 


casters out of India to uplink from here, | 


with a 26% foreign holding cap or to buy 
footage from  'accredited 


that use VSNL to log onto their uplink 
sites abroad, have been given three 
months to restructure. Others like Zee, 
which already uplink out of India, have a 
year to bring down their foreign equity. 


content | 
| providers. Channels like Star or CNBC 





The decision creates opportunities | 


Another ad hoc broadcasting policy. Another 
reason for a Convergence Bill 
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“BUSINESS BROADCASTING 


and worries. The fact that it comes just a 
week before nearly half-a-dozen chan- 
nels are about to launch raises uncom- 


bureaucratisation of news broadcasting. 
First the opportunities. For the unin- 
itiated, uplinking means sending pro- 
grammes up to a satellite, which beams 
them down to the target market. For 
many years, the government did not al- 
low foreign broadcasters to uplink. Most 
sent tapes to Singapore or Hong Kong 
where they were packaged with the ads 
and then broadcast to India. In 2000, the 
government allowed all foreign chan- 
nels, irrespective of level of equity, to up- 
link out of India. But by then, most had 
invested in infrastructure abroad. There 
was no reason to uplink from India. 
However, live news, a market that 
Star News prised open in 1998, works 
best with domestic uplinking. Going 
through VSNL and then to Singapore or 
Hong Kong like it currently does, cre- 
ates a time lag of 10-20 sec- 


onds. Besides, the 
time advan- e 


tage, up- | 


l linking out of In- 
~ diaoffers another ad- 
vantage — access to local 
advertising. Reserve Bank of 
India (RBI) norms do not allow 
advertisers who are non-exporters 
to spend in dollars on foreign channels. 
Most circumvented this by going 
through export houses which would ad- 
vertise on behalf of non-exporters for a 
commission. Or they had to get approval 
on a case-to-case basis from the RBI. 
Even then there are many advertisers 
that a Zee or a CNBC cannot tap. Aaj Tak 
proved just how important these are. In 
just two years of launch, Aaj Tak has 
beaten Star and Zee News to hit Rs 100 
crore in revenues in March 2003 thanks 
to local advertisers. The government's 
decision means that Star News or CNBC 
can now compete with Eenadu or Aaj 
Tak for local advertising. 
Now the flipside. News requires high 
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Channel shares for | 1.22 | 2.09 | 3.01 | 2.69 
all news channels’ be | 25. à 
Average time | | m BE | 

enn minutes — 34" | 60 | 120 | N.A. 
dB et 
Ad seconds bought | 289,975 | 727,380 | 1,267,970 | 1,342,620 





January for 2000, 2001 and 2002 refers to the period 1 January - 31 January for that year. Share refers to 

the share of individual channels on the basis of total TV viewing. 

1 Share (Rating of total TV viewing/Rating of specific channel) *100. Target group: cable & satellite individuals 
4 years and above. Market: All India TAM markets. *December 2000. Source: TAM Peoplemeter and TAM AdEx 
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— 7 banker Deepak Na- 
© nda says. From Rs 
200 crore in 2002, they 
are set to rise to Rs 500 
crore in two years, making 


"  anatural corollary of the popu- 

larity of news channels in India (see 

‘The Rise And Rise Of News Channels’). 
Unlike in other countries, news is a prof- 
itable genre in India. Aaj Tak would have 
grossed about Rs 40 crore in profits on its 
Rs 100-crore revenues, say insiders. So 
while strategic investors will think twice 
now and there will be shakeout, KPMG 








investment. | 
à Star is lucky to be | 
starting with a clean 
slate. So it is looking for a 
partner who can bring in a good 
bit of the Rs 200-odd crore investment 
for the news channel. But channels like 
Zee or CNBC will have to offload equity 
in favour of Indian shareholders. But 
who will buy those stakes? Media com- 
pany valuations are at an all-time low. So 
foreign investors will have to give away 
chunks of equity for a song. “It is not so 
easy to change shareholding,” says me- 
dia lawyer Ashni Parekh. Yet many 
broadcasters are bullish. “There is no 
crisis. The question is, is the brand 
worthwhile, and the answer is yes,” says 
CNBC India CEO Haresh Chawla. 
That's because “TV news ad revenues 
are growing aggressively", as investment 


out that financial investors could con- 
tinue to come in. 

But why did the government choose 
to control only uplinking when broad- 





Remember that in 1995, the Supreme 
Court ruled that the airwaves are not the 
monopoly of the Indian government. 
Globally, governments control the level 


of Satellite and Cable TV Magazine, puts 
it: "What is the compulsion to uplink 





gence Bill instead of announcing what 
looks like an ad hoc policy designed to 


it the fastest-growing part of 
the ad pie. Those numbers are 


executive director Rajesh C. Jain points | 


casting into India is completely open? 
of foreign holdings in broadcasting, not — 
uplinking. As Dinyar Contractor, editor | 


from India?" Also, considering the time it | 
took, why did it not push for the Conver- 


contain one genre of television pro- 
gramming — news. The Convergence 
Bill envisages a Federal Communication 
Commission kind of body. With that in 
place, the Cabinet need not get involved 
in every broadcasting decision. In al- 
most every democracy, an independent 
regulatory authority decides on these 
things. While nobody argues with the 
need to regulate the television industry, 
this 'ad hocism' seems strange. 

The fear is that just like the Condi- 
tional Access System (CAS) amendment 
to the Cable Bill, this could be another 
censorship tool. The amendment states 
that the government can decide which 
channels will be aired in which areas. 
Similarly, the uplinking guidelines give 
sweeping powers to the government. 
Even the use of satellite video phone or 
any satellite equipment for transmitting 
news about India to the rest of the world 
or to capture that footage needs permis- 
sion to uplink. So if BBC wants to show a 
riot in India or the Infosys campus for 
that matter, it needs to be uplinked from 
India. Alternately, it can buy that footage 
only from an 'accredited content prov- 
ider, who needs permission from sev- 
eral bodies for using the 'authorised' 
equipment. Or it could seek permission 
from the Press Information Bureau and 
ministries to collect news on a tempo- 
rary basis for a specific programme. 

The process of transmitting and re- 
ceiving news from India can get mired in 
permissions, licences and clearances. Is 
electronic news deliberately being bu- 
reaucratised? "We are incentivising In- 
dia-centric communication," is all Rak- 
esh Mohan, joint secretary in the I&B 
ministry, will say. The good thing is that 
the policy is consistent with the one 
which allows only 2696 foreign capital (of 
any nature) into Indian publishing com- 
panies. Also, most broadcasters have be- 
tween 3-12 months to get their act to- 
gether. But will life get better after that? 
As of now the industry is hoping that the 
only breathless moments it has are 
when it hits revenue highs; and not due 
to the fear of being switched off. fe 
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not be effective from 1 April 2003 as declared 
earlier. The Telecom Regulatory Authority of India 
(Trai) has ruled that interconnect user charges will come into 
force from 1 May. This has been done because the operators 
filed alternate tariff packages, which have to be approved by 
Trai. But before the packages are approved, Trai has to ensure 


that they are not discriminatory. Trai chairman Pradip Baijal | ANUP JAYARAM 


says: “When we examined the packages, we realised 
that there were some problems. So we have asked the 
operators to come up with an alternate package or 
justify the package that they have provided to Trai by 
1 April.” Based on that, Trai will give a final order on 
the basis of which the operators will be allowed to advertise 
their packages. So the consumer can choose between both 
the standard tariff package and the alternate tariff packages. 
So wait for May Day to take that all important decision. 
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INDIA AND THE US “COVER STORY 


American unilateralism 
is raising anger 
throughout the world. 
But India’s confluence 
of interests with the US 
only keeps growing 


By TONY JOSEPH 


FEW years ago, at a breakfast meeting between the 
then American ambassador to India and a few In- 
dian editors, the question of Indias permanent 
membership of the United Nations Security Council 
came up. The ambassador listened for a while, then 
leaned forward and asked: "But what does India 
want to do once it gets to the Security Council?" 

Simple question, but the gathering had no smart answers. 
My guess is if the question is repeated today, the response will 
be no better. Apart from showing Pakistan its proper place in 
the world, what do we, as a nation, want to do? What are our 
long-term national interests? In the light of those interests, how 
do we play the game of global politics? 

Those questions have a particular poignancy today be- 
cause after half a century, the global village is in turmoil once 
again. The alliances and institutions that had been built after 
the end of the Second World War are under stress, and major 
players are casting about for new friends and partners. So India 
will soon have to make some key decisions. And the most im- 
portant of them will be: how will it deal with an increasingly 
unilateralist America, which has also turned most of the world 
against it? (See ‘The Village Rises In Protest’) 

But, to begin at the beginning, here's a snapshot of the world 
as we find it today. A decade after the disintegration ofthe USSR, 
America has finally woken up to its position as the only hyper- 
power on the planet and is showing a muscular, Rumsfeldian 
determination to maximise the opportunities this presents and 
minimise the threats it faces. The "Shock and Awe" show that 
the Americans are putting up in Baghdad is intended as much 
for Saddam and his cronies as for the rest of the world. 

The tone of voice of the new, imperial America is making its 
old allies in Europe — not to mention the rest of the world — 
nervous, and they are trying to fashion a way to contain it. 
America, in turn, is beginning to see the world in a new light: 
the trans-Atlantic alliance between the US and Europe has out- 
lived its Cold War usefulness, and old institutional arrange- 
ments like the United Nations are becoming an impediment to 
pursuing its goals. America would now further its interests 
through "coalitions of the willing". The UN will survive, of 








END OF THE ROAD FOR UN? 


A revealing excerpt from an article by 
Richard Perle, chairman of the US 
Defense Policy Board and one of the 
most influential policy-makers in the 
current US administration. 


ror is about to end. He will go 

quickly, but not alone: In a part- 
ing irony he will take the United Nations down with him. Well, not 
the whole UN. The "good works" part will survive, the low-risk 
peacekeeping bureaucracies will remain, the looming chatterbox on 
the Hudson will continue to bleat. What will die in Iraq is the fanta- 
sy of the United Nations as the foundation of a new world order. ... 

Is the United Nations Security Council the institution most capa- 
ble of ensuring order and saving us from anarchy? History would 
suggest not. The United Nations arose from the ashes of a war that 
the League of Nations was unable to avert. The League was simply 
not up to confronting Italy in Abyssinia, much less—had it survived 
that debacle—to taking on Nazi Germany. 

In the heady aftermath of the Allied victory in the Second World 
War, the hope that security could be made collective was reposed in 
the United Nations Security Council—with abject results. During the 
Cold War, the Security Council was hopelessly paralysed. The Soviet 
empire was wrestled to the ground, and Eastern Europe liberated, 
not by the United Nations but by the mother of all coalitions, NATO. 
Apart from minor skirmishes and sporadic peacekeeping missions, 
the only case of the Security Council acting in a serious matter af- 
fecting world order during the Cold War was its use of force to halt 
the North's invasion of South Korea—and that was only possible 
because the Soviets had boycotted the Security Council and were 
not in the chamber to cast their veto. ... 

This new century now challenges the hopes for a new world or- 
der in new ways. We will not defeat or even contain fanatical terror 
unless we can carry the war to the territories from which it is 
launched. This will sometimes require that we use force against 
states that harbour terrorists, as we did in destroying the Taliban 
regime in Afghanistan. 

The most dangerous of these states are those that also possess 
weapons of mass destruction, the chemical, biological and nudear 
weapons that can kill not hundreds or thousands but hundreds of 
thousands. Iraq is one such state, but there are others. Whatever 
hope there is that they can be persuaded to withdraw support or 
sanctuary from terrorists rests on the certainty and effectiveness 
with which they are confronted. The chronic failure of the Security 
Council to enforce its own resolutions—1 7 of them with respect to 
Iraq, the most recent, 1441, a resolution of last resort—is unmistak- 
able: It is simply not up to the task. 

We are left with coalitions of the willing. Far from disparaging 
them as a threat to a new world order, we should recognize that 
they are, by default, the best hope for that order, and the true alter- 
native to the anarchy of the abject failure of the United Nations. 
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US NEEDS A NEW PARTNER 


Excerpted from an article written by 
Thomas Donnelly of the American 
Enterprise Institute, the think-tank 
most closely associated with the 
current US administration. 


HE cheek-to-cheek relation- 
T ship between America and 

her principal Cold War part- 
ners has soured, with perhaps a per- 
manent break-up in the offing. Even if US-European affairs can be 
patched up, it is time for the Bush administration to play the field and 
come up with some new geopolitical partners: "Young, fit, sole su- 
perpower seeks like-minded democracies for long-term relationship. 
You must be willing to use military power, even pre-emptively. Turn- 
offs: rogue regimes, terrorism, weapons of mass destruction, prolif- 
eration, ethnic cleansing. Turn-ons: life, liberty, pursuit of happiness." 

The key element in any set of new alliance partnerships will be 
the nature of our potential partners—specifically, their firmly demo- 
cratic character. Absent a Soviet-style, superpower enemy, the 
United States need not tolerate the unsavoury regimes it sometimes 
made common cause with during the Cold War. Almost equally im- 
portant is the willingness to use power in the cause of freedom. But 
beyond these basic questions of compatibility lie the new strategic 
considerations shaped by the war on terrorists and terror-loving 
states in the greater Middle East and by concerns over the future of 
China, still the most likely candidate as a great power rival — or 
"future peer competitor", in Pentagonese. 

In the light of those standards, it shouldn't come as a big sur- 
prise that the traditional European "great powers" no longer look so 
attractive as strategic partners. Since 1945, neither Germany nor 
France has played a large role outside Europe. The British army 
numbers less than 110,000 soldiers. Russia shares many American 
concerns in the Islamic world and about China, but its transition to 
democracy is far from complete. Yet, ironically, of the nineteenth- 
century European great powers, our former enemy might well be 
the most likely candidate for future strategic partnership. 

Smaller eastern European nations can help compensate for some 
of the weaknesses of the great powers... Still, in a theatre of war that 
stretches from the eastern Mediterranean to Southeast Asia, these 
are but marginal contributions. And in a struggle that promises to 
last decades, something more than an ad hoc “coalition of the will- 
ing" will be needed to secure a lasting victory. The United States 
must look further afield to find its strategic true love. 

India's Allure: Perhaps the most alluring partner for the United 
States in the coming century is India. Although underreported in the 
American press at the time, one of the... initiatives of the early Bush 
administration was an opening to New Delhi undertaken by Deputy 
Secretary of State Richard Armitage. While there is much work to do 
to repair past decades of rancorous relations... and to overcome 
many misconceptions, such as the perceived danger of India's nu- 
dear program — a sound basis for future cooperation exists. 
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India’ DEFEAT AND ROLL BACK 
natia s FORCES OF TERRORISM, 

ESPECIALLY IN THIS 
Interest phot 


| ndia and the US have substan- 
tial differences on how to tackle 
the terror that Pakistan president 
Musharaff's government spon- 
sors exclusively against India. 
Over the longer term though, 
these differences could narrow 
down because the pan-Islamic 
nature of the terror groups will 
make it difficult for anyone other 
than Musharaff to differentiate 
between them. 


America's 





Response 


course, but probably as a kind of ambulance service, to serve 
humanitarian, health and peacekeeping functions. (See ‘End 
Of The Road For UN?’) 

Russia, eager to preserve as much ofits old influence as pos- 
sible, will oppose the US just enough so as to count in world af- 
fairs, but not nearly enough as to turn it into an enemy. China, 
the rising power, will lie low for the moment and focus its atten- 
tion on the immediate task at hand: growing faster and faster, 
until the sheer gravity of the Chinese economy tilts the global 
balance of power substantially in its favour. In the meantime, 
China is also modernising its army furiously, forging close mili- 
tary and other links with countries surrounding India and tying 
in the economies of south-east Asia closely to its own. 

Where in this picture does India fit in? That takes us back to 
the original question: what do we want to achieve? 

As a nation, we have never really tackled this question. 
Nehruvian foreign policy, after all, was just a pious enunciation 
of “principles” we will abide by, not an assertion of the goals we 
will strive for. There is a world of difference between the two. 
Gandhi may have abided by the principle of non-violence, but 
what made him a great man was that he used that principle to 
achieve the intensely national objective of swarajya. The objec- 
tive is what separates the sanctimonious bore from the deter- 
mined leader. All that the well-intentioned Nehruvian princi- 
ples got for India was the image of the insufferable humbug. By 
the end of the 80s, India's influence in world affairs had slipped 
so much that it was not even a blip on the radar screens of the 
major powers. 

Things have changed since the 90s, but not nearly enough. 
So here is an attempt at listing five important, strategic goals 
that India will find worth striving for. 

iM Defeat and roll back forces of terrorism, especially in this 
region: Ideally, this will be done in coordination with other 
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BECOME A POWERFUL 

FORCE FOR PEACE AND 
STABILITY IN ASIA AND 
BEYOND 


| PROMOTE FREEDOM AND 

` DEMOCRACY EVERY- 

` WHERE, ESPECIALLY IN THE 
_ ASIAN REGION 


does not lead to - proposition — that M a 
dominance of Asia. That - ..., democracy is good for other. 
essarily means greater r fe- | democracies — holds true for 
lance on India. - | both India and the US. 


countries, especially democracies that have a stake in a peace- 
ful and orderly world. 

E Become a powerful force for peace and stability in Asia 
and beyond: Achieving this means ensuring that China's rising 
economic and military status does not threaten peace in the re- 
gion. The single biggest alteration in India’s security environ- 
ment in recent times has been the fast increasing disparity be- 
tween us and China on every single parameter — economic 
prosperity, military might and global and regional influence. 
But surprisingly, the implications of this are yet to dawn on In- 
dia's policy establishment and an explicit China strategy is yet 
to be worked out. 

E Promote freedom and democracy everywhere, especially 
in the Asian region: This is because democracy is the best in- 
surance against disruption of peace. It is no accident that the 
two countries that we need to worry most about, China and 
Pakistan, are not democracies. 

E Make globalisation spread, especially in services: This will 
upset Indian establishment thinkers who have always thought 
globalisation is a Western plot to enslave others. But evidence 
so far proves India is one of the biggest beneficiaries of globali- 
sation in services and services is what will count increasingly. A 
world where jobs flow easily across the borders is a world where 
India and Indians will prosper like never before. 

@ Leverage our skills in knowledge industries, our technical 
manpower and our multifarious relationship with the largest 
market in the world, the US: This will help us get on to a much 
faster growth track, at least comparable to that of China. 


_ TRY TO ENSURE THAT 
| GLOBALISATION SPREADS, 
. ESPECIALLY IN THE 

- SERVICES SECTOR 


AND THE US 


- LEVERAGE OUR MAN- 
_ POWER AND MULTIFARI- 

. OUS RELATIONSHIP WITH. 
| THE LARGEST MARKET, US 


low. ; ac | 
| the border is a good idea, we 


. just happen to Ut on the 


, same side. - 
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This listing is very different from the official thinking on In- | 


dias long-term interests. According to a recent speech by for- | 


eign minister Yashwant Sinha to the National Defence Acad- 
emy, India’s interests lie in “creating a more equitable world 
order, in coordination with other developing countries” and 


——— 





“fostering a multipolar — as against a unipolar — world". Sin«- 
has formulation stresses the potential for conflict between Ine 
dia and the US, while the five goals that this article lists out ern 
phasises the potential for collaboration between the two. 
Indian and US interests are in conflict on none of the five goals. - 

The reason for this sharp difference is that Sinha’s approa 
is constrained by the traditional Nehruvian framework. T 
preoccupation with a multipolar world is but a variation of th 
non-alignment theme. The fascination with a more equitabh 
world order is but a continuation of the old habit of seei 
global development as a tussle between the developing and t 
developed world. 5 

What this means is that India's policy establishment hast 
yet grasped the full significance of the changes in its security 
environment and in its relationship with the rest of the wor id 
What exactly are those changes? 

In terms of the security environment, the biggest shift tl 
is now taking place is the emergence of China as the new sup T 
power. Indias preoccupation with Kashmir and Pakistan has 
prevented it from seeing the implications of this. That could b 
very short-sighted and dangerous. There are only two othe 
countries which have as big a stake as India in ensuring tha: 
China stays peaceful as its power projection capability ir 
creases manifold: US and Japan. No wonder, in conservative 
US think-tanks, there is a new idea that is floating around: a _ 
loose US-Japan-India triangular partnership for peace and sta- 
bility in the region. 

In terms of India’s relationship with the rest of the world, the 
biggest shift taking place is our widening, multifarious rela- 
tionship with the US. This goes beyond trade and foreign in 
vestment, the usual indicators of strength in bilateral ties. For 
example, the Indian American community has doubled to over 
2 million in the last 10 years and India is today the second 
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service providers. Consequently, SecureConnect™ 
deliver a coverage of practically anywhere in | 
the world. 


Being India’s leading network services provider, 
several milestones to its credit: 


* ISO 9001:2000 certified network service provider 
* India's first Tier 1 IP Network 


* Largest market share in IP VPNs in India, servic 

chip companies like Carborundum Universal, C; 

IP-based Virtual Private Network, or IP VPN, is a tried and Dabur, Emerson, Gillette, Hutch, JetAir, JK In 
trusted technology the world over. Brought to India by Sify, Ranbaxy, UPL, Usha, Whirlpool and many such more 
a pioneer in IP services, SecureConnect™ IP VPNs create 
highly secure, private highways for your sensitive data, over 
a carefully managed network that's built and maintained by 
Sify. So while it is as secure as a private network, you can 


e National backbone running on Cisco GSRs, the 1 
their class and capable of routing over 30 millior 
per second 


now connect any number of offices, employees or business * First MPLS-enabled network that can han 
partners and have them exchange critical information in intelligently prioritise terabits of voice, video and 
real time. critical data 

Sify's managed IP network exploits the strengths of Sify's managed network incorporates state-o 
multiple telecom networks and is interconnected with global networking hardware and software technology as \ 
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Your business partners are spread far and wide. 
Ar netwol rk, unfor tunately, isn’t. 








team of the finest networking professionals. For you this e F = Private Network Vs, Sify's 
translates to: | 


èe Lower total cost of ownership 
| Can your sales office in Ludhiana exchange 

èe Lower capital investment in equipment | data directly with your regional offices or HQ 

| wherever they are in the country? 

e Savings of up to 50% over deploying a private network panty - 

Can your CEO securely dial up into the 

corporate network from a hotel room 

Robust urity. in New York? 


Even though SecureConnect™ IP VPNs run on Sify's shared | Can your field sales staff securely log into 
network, comprehensive security in the form of your network from a cyber café and submit 
i : i t | the latest sales figures? 
authentication, tunneling and encryption protects your data Fs san dor omnes P a 
from any unauthorised access. It’s almost as though your | Can your dealer in Tirupur access the latest 
data has its very own armed escort as it speeds down the | inventory status through your network 


information highway. 
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In the modern market, its all about who gets where and first. your netos DO SERRA UES 

The time-to-market advantage could easily determine the TY Y ee eee 

fortune of a company. Get yourself the network that has the ——— 

leading edge. Get SecureConnect™ - IP VPN solutions from Sify. 
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INDIA AND THE US 





largest country for legal migration to the 
US, behind Mexico, America's next door 
neighbour. With median household in- 
come levels of $60,093, Indian Americans 
are one of the wealthiest communities in 
the US — the median income for the av- 
erage American, the non-Hispanic 
White, is $41,110. Clearly, this is a com- 
munity that will have growing influence 
on American polity in the coming years. 
It is not just the income levels; it is also 
the positions of power that they hold, in 
academia, in think-tanks and in corpo- 
rate hierarchies. The Indians in the US 
have so far been marginal players on the 
political scene, but that is changing. Ex- 
pect the results to show up in the coming 
decades. All the evidence points to the 
fact that this trend is sustainable and, in 
fact, might accelerate. Among all the 
countries, India sends the largest num- 
ber of its young people to American col- 
leges and universities — at last count 
there were about 66,000 of them studying 
there. As middle-class prosperity in India increases, expect this 
number to increase. There were 22% more Indians studying in 
the US this year than in the last, for instance. 

And this is just one instance of a much larger engagement 
that is happening between the US and India. Today, India has a 
value proposition for US businesses that is very compelling: we 
can substantially increase your competitiveness by taking over 
your manpower-intensive business processes at a fraction of 
your costs. And this value proposition is driving India's eco- 
nomic relationship with the largest market in the world. India 
today exports over $6 billion worth of software and services to 
the US, and that figure is growing at 3096 a year even in these 
gloomy times! As time passes, this mutually beneficial eco- 
nomic relationship will spill over from information technology 
and business process outsourcing into other areas such as re- 
search and development. In fact, this has already begun. An 
America that can tap the abundant skilled manpower of India 
isan America that will be able to sustain its productivity growth 
and innovation leadership in the long-term. 

As the story that follows (See 'Beginnings Of An American 
Angst’) explains, this relationship will not be without pain. As 
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Indians take over more and more ofthe service jobs inthe US,a | 


backlash is bound to happen. In the long-term, the economic 
logic of the relationship will prevail — just as in the case of 
manufacturing shifting to Mexico, south-east Asia and China 
— but in the short-term, India will need to take a crash course 
in winning friends and influencing people, to ward off trouble. 

Thirdly, if the Chinese and Indian experiences of the last 
two decades have shown anything, it is that integration with 
the rest of the world can work miracles for economies at our 
levels of development. India now needs to shed its old diffi- 
dence about opening up and give up chasing the mirage of “de- 
veloping country interests". 
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— 


John F. Kennedy and Jawaharlal Nehru: The road that led nowhere 


So if you look at the objective situation in the world, and In- 
dia's long-term goals, it suggests a growing confluence of in- 
terests between India and the US. But that need not mean 
agreement across the board. An America that works through 
the UN is infinitely preferable to India than an America that 
works through "coalitions of the willing". An America that car- 
ries world opinion with it is much more useful to achieving In- 
dian objectives than an America that speaks the language of 
unilateralism. An America that earns the respect and trust of 
the world is better for India than an America that Shocks and 
Awes the world. 

That is why India is right to tell the US that it is in neither 
Americas interests, nor in India’s interests, nor in the world's in- 
terests to carry unilateralism too far. But creating a multipolar 
world out of a unipolar situation is not India's responsibility — 
at least not yet! We need to take a leaf out of China's book — 
wind down the rhetoric and focus on making the economy 
grow faster, and faster. 

The time for us to change the world will come. Right now, 
it is time for us to change ourselves. And figure out how to in- 
fluence the course of global events in such a manner as to cre- 
ate a peaceful, orderly and stable environment for our people 
to focus on prosperity. At current prices, India’s GDP stands 
around $450 billion, 4% of US GDP, and some 37% that of 
China's. We need to grow at about 8% a year for 13 years just 
to reach the level where the Chinese are today. We will then 
be about one-tenth the size of the American economy today. 
Keep that up for many more years, and then it will be time for 
magazines around the world to do cover stories with titles such 
as "Living With India". The path to national greatness lies 
through economic growth and technological innovation, not 
moving rhetoric and high-sounding ideology. That is the lesson 
of history. ad 
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Jaipur towards a synthesis of Tourism, Hi-tech and Education 


he historic city of Jaipur, one 
Te of India’s Golden Triangle 

of tourism, seems will soon be- 
come ‘THE’ Pink City, ‘THE’ being the 
acronym for Tourism, Hi-tech and 
Education, the sectors the city is fo- 
cusing on to drive growth. ‘THE’ Pink 
City initiative is the brainchild of 
Jaipur Development Authority (JDA) 
and its commissioner Dr Dinesh 
Kumar Goyal. The goal, says Goyal, 
is “maximisation and optimum 
utilisation of local resources — his- 
torical, physical and human — to de- 
velop the city so that it becomes an 
example for the state to emulate”. He 
adds that the city should give a sense 
of economic growth, develop in an en- 
vironment-friendly and sustainable 
manner and not only preserve, but en- 
hance its heritage value. 
JDA' strategy: to push New Age sec- 
tors using its heritage, tourism and 
culture as a base and to vantage. 
The need to transform the image of 
Jaipur and, with it, that of Rajasthan 
from a tourist destination to one that 
embraces modern technological devel- 
opments arose because, says Goyal, 
"the strengths that we inherit need to 
be aligned with the next generation's 
requirements. Also, considering the 
global changes, the need to draw on 
the strengths of the city and 
Rajasthan as a whole has been felt". 
"We need to identify the areas where 
Rajasthan has made progress, but 
much of the potential remains to be 
tapped," he says. "In the years to 
come, heritage should not be consid- 
ered a liability but an asset that brings 
in revenues through tourism. 
"The world today is developing 
around technology and these changes 
are happening very quickly. One can- 
not afford not to keep pace with these 
changes, and the only way to do so is 
to give the city a hi-tech character. 
"Also, there has been a paradigm shift 
in the area of education, where the 
focus on technological and hard-core 
professional fields are getting intensi- 
fied. So we cannot be complacent about 
our educational infrastructure." 
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The JDA sees itself as a catalyst and 
facilitator in the creation of this new 
image of the city — a torchbearer work- 
ing in tandem with government de- 
partments and public agencies to 
bring about mutually beneficial devel- 
opment. And work has begun in real 
earnest. 

The landscape of Jaipur has under- 
gone changes in the last few years with 
the widening of its roads and con- 
struction of flyovers and moderately 
high-rise buildings. Multinational 
company GE Capital has already set 
up an office in there. The city has also 
witnessed the establishment of a num- 
ber of educational institutions — en- 
gineering and medical colleges, hos- 
pitals and research institutions. These 
include some well-known names like 
the L.N. Mittal Institute for Informa- 
tion Technology and the Escort Heart 
Hospital. 

Goyal says: "JDA should earmark ar- 
eas for concerted development of edu- 
cational institutions in the city. Jaipur 
is fast growing into a metro and JDA 
has been instrumental in developing 
and conceptualising the concept of life 
in a metropolis. Multiplexes, shopping 
malls, high-rise buildings, flyovers, 
business and IT centres and green belts 
have all been additions to the city. The 
focus on ‘THE’ sectors is the next step 
in the transformation of Jaipur." 


Dr. Dinesh.Kumar Goyal 
Commissioner, [IDA 





On the financial implications of this 
initiative in a state going through a 
severe financial crunch, Goyal says 
“ THE’ Pink City is not a project but a 
theme and, therefore, there are no 
separate budgets intended or required 
for this. Some new ideas that have 
been thrown up at a seminar (it cov- 
ered 23 topics related urban develop- 
ment) would improve our city devel- 
opment functions that we carry out 
anyway. We have got a proposal for 
maintaining roads. If this proposal 
helps us maintain our roads more ef- 
fectively and efficiently, it will save 
money for us. By redefining the way 
we spend our resources, for maximum 
utilisation, such that it will fill our 
coffers in the long run." 

The seminar has given enough food 
for thought. Goyal concludes: “It has 
enhanced our knowledge on township 
development, road signages, traffic 
management and property solutions, 
among others. And with these, we 
have started visualising development 
of the city. We have had detailed dis- 
cussions subsequent to presentations 
by few companies dealing in road 
signage, public facilities, heritage and 
environment friendly theme centers. 
My aim is to make Jaipur a visitor 
friendly city.” With its success as a 
tourist destination, Jaipur seems all 
set to repeat it with “THE” model. m 
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THE WORLD AND THE US 





D.N. MUKERJEA 





T the 75th Annual Academy bash, the Shock and Awe 
came to Hollywood. Filmmaker Michael Moore tore 
into George Bush while accepting the Oscar for his 
anti-gun documentary Bowling for Columbine. "We 
live in a time when we have a man sending us to war 
for fictitious reasons. Whether it is the fiction of duct 
tapes, or the fiction of orange alerts, we are against 
this war. Shame on you, Mr Bush,” he said. Some cheered, 
some booed, but most were shocked and, perhaps, secretly 
awed. Resentment at American unilateralism had taken roots 
even within that very American institution, Hollywood. 

In an interview later, Moore admitted that his outburst was- 
n't planned. He thought of it as he walked up to the stage to re- 
ceive his Oscar. And while Moore may well be on the way to be- 
coming the first poster-boy of the anti-war movement, such 
outbursts are becoming a daily affair around the globe. 

There is one war that the US is fighting in Iraq. You see it on 
TV, images of bombs falling, tanks advancing and soldiers hun- 
kering down. There is yet another one being fought by the US 
— to win the hearts and minds of people around the globe. 
And, by all accounts, the US is losing that one currently. 

Ever since the coalition attack on Iraq began on 20 March, 
millions across cities, countries and continents have taken to 
the streets in protest. Last week in Seoul, 30 people were ar- 
rested for trying to scale the walls of the US embassy; in Italy, an 
American ally in the war, two US military vehicles were blown 
up; 10,000 people descended on the streets of Sydney chanting 
anti-war slogans of whom 45-odd were arrested... And though 
protests in cities like Damascus, Cairo or Amman are only ex- 
pected, the intensity of anti-war rallies by the Americans them- 
selves was surprising — 2 lakh people flooded the streets of 
New York last fortnight, while the police clashed with protes- 
tors in San Francisco and arrested some 1,700 of them. 

Meanwhile, governments around the world have stepped 
up their condemnation of the US onslaught. In Cairo, the 22- 
member Arab League met and issued a resolution stating that 
the war was in defiance of the international community and in 
violation of the UN charter. Traditional US allies such as Saudi 
Arabia, Jordan and Egypt were signatories in Cairo — a clear in- 
dication that the pro-Western Arab states are willing to act on 
the sentiment of their citizens. Saudi Arabia also warned that 





its decades-long relationship with the US would be strained if | 


the war didn't end quickly or Iraqi civilian casualties mounted. 
Germany and France continue to defy the US position, China 
has condemned it in strong terms while the Russian foreign 
minister, Igor Ivanov, recently told the Duma (the Russian Par- 
liament) that any attempt to form a government in Iraq by the 
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coalition forces was doomed to fail. Sure, the US has allies in its 
hunt for Saddam Hussein, but most of world opinion — includ- 
ing that of many of its own citizens — seems to be against it. 
Bashing the US isn't new. Many view the US through the 
metaphor of The Ugly American — a loud, dollar-flashing, 
overbearing beast with little respect for other nations or cul- 
tures. It is also true that in a league of nations, the US is by far 
the most powerful. Its economy is the biggest, its army the 
strongest and its culture most globally pervasive. Never in the 
history of mankind has any one nation dominated as America 
does today. Even when its Empire was at its peak, Britain wasnt 
as overwhelmingly powerful as the US is now. Perhaps the Ro- 
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While the US looks like 
it is winning the war, it 
is finding it increasingly 
tough to mobilise 
support for its actions 





man Empire comes close, but those were different times. So, 
the anger of so many nations at the actions of the US is sure to 
have a profound impact on the globe, both politically and eco- 
nomically. Specially because it is a unipolar world. 

Given the kind of emotions that have been stirred, much 
will depend on which way world opinion moves. Many analysts 
wonder whether the US has reached its moment of hubris. And 
while all eyes will be on how deftly the US accommodates the 
views of other countries, it’s the equation between the US and 
the Arab states and that between the US and the European 
Union (EU) that will be watched most closely. 

G. Parthasarathy, the former Indian ambassador to Pak- 
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Stars Against Wars: Even as he accepts the Oscar, Michael 
Moore (L) makes a strong anti-war statement. And actress 
Angelica Houston joins the protest march In Los Angeles 


istan, argues that had Saddam been the leader of a small, non- 
oil producing nation, the US wouldn't have bothered with his 
ouster. But since Saddam controls the world’s second-largest 
oil reserves after Saudi Arabia, the US is deeply interested in 
Iraq. Moreover, a large part of America’s oil imports come from 
the Persian Gulf, therefore, it makes ample sense for the US to 
have a regime there which is, perhaps, even more dependable 
than traditional allies like Saudi. 

If these reasons explain best why the US attacked Iraq in the 
face of opposition from the world, it also follows that for the US, 
its important that it swiftly brings peace to both Iraq and the 
Middle East. But it is unlikely that peace will reign in a hurry. 

Forget about the demonstrations that you have been 
watching on television. Roughly a month before the war began, 
between 19 February and 11 March, the Sadat Chair for Peace 
and Development at the University of Maryland sponsored a 
survey in the Middle East region to gauge the mood of the peo- 
ple. Some 2,620 men and women were interviewed in Egypt, 
Morocco, Saudi Arabia, Lebanon and Jordan. The findings are 
startling, specially if you remember that some of these coun- 
tries are US allies. Consider that 95% of Saudis, 66% of Moroc- 
cans, 60% of Egyptians, 58% of Jordanians and 74% of Lebanese 
feel that the war will bring less democracy to the region. Again, 
97% of Saudis, 87% of Moroccans, 81% of Lebanese, 74% of 
Egyptians and 78% of Jordanians think that war in Iraq will 
bring more terrorism against the US while a majority of those 
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surveyed felt that the war would 
lessen the prospects of peace in the 
Middle East. 

Shibley Telhami, a senior fellow 
at Brookings and the Anwar Sadat 
Professor at Maryland, later put 
these findings in perspective at a 
discussion. "Clearly they are suspi- 
cious of US motives...very few peo- 
ple believe it's (the war) about 
democracy, very few believe it's 
about economic development, very 
. few people believe it's about peace." 

Now add to this the stiffer-than- 
expected resistance by the Iraqi 
army stoking Arab pride; and in- 
creased civilian casualties stoking 
Arab emotion, and you get a sense of 
what's happening in the Middle 
East. So what can the Bush adminis- 
tration do? 

. Philip Gordon, a senior fellow at 

the Saban Centre for Mideast policy 
at Brookings, argues that Bush's 
Mideast vision includes 'force to 
overthrow dictatorship in Iraq, pro- 
moting gradual political reform 
among the moderate Arab regimes and standing by Israel until 
the Palestinians understand they will get nowhere with vio- 
lence, but instead live in a secure, recognised state if they rein in 
terror and compromise with Israel's existence’. But given that 
all of this also means foisting alien political beliefs of democ- 
racy on kingdoms that are allies, seeking cooperation on the 
ground to contain terrorism, managing oil interests and myr- 
iad other issues, the Mideast vision may take generations to ac- 
complish, if at all. And, while overthrowing Saddam may well 
be the first move in the overall scheme, the lack of multilateral 
support has put the entire vision in jeopardy. 

Reconciliation with Europe, more pertinently with France 








From Tokyo (L) to Beirut (below), US embassies 
were the scenes of anti-war demonstrations as 
the world over people showed their anger against 
the US onslaught 





and Germany, will definitely be easier, some would 
argue. The two continents share a common cultural 
context, their political ideologies are similar, US is 
peopled with men and women of European origin 
and the French ideals of liberty, equality and frater- 
nity has fundamentally shaped American thinking. 
So it's perhaps just a matter of time before freedom 
fries are back to being French fries and American 
cigarettes sold once again in German towns. 

Paradoxically, rapprochement may be difficult 
simply because the common cause, thwarting com- 
munism, has disappeared and since then, the two 
continents have evolved different worldviews. 
Robert Cooper, a senior British diplomat who has 
shaped Tony Blair's thinking, argues that today Eu- 
rope is mostly a post-modern state. Its attributes in- 
clude irrelevance of borders, security based on tran- 
sparency, interdependence, a blurring of the 
distinction between domestic and foreign affairs, 
etc. “In the post-modern world, raison d'etatand the 
amorality of Machiavelli's theories 
of statecraft, which defined interna- 
tional relations in the modern era, 
have been replaced by a moral con- 
sciousness that applies to interna- 
tional relations as well as domestic 
affairs,” argues Cooper. In other 
words, in the post-modern world, 
war ceases to be an instrument of 
state policy. 

Robert Kagan, an American 
thinker who first identified the 
growing trans-Atlantic drift and said 
‘Americans are from Mars and Euro- 
peans are from Venus’, carried 
Cooper's argument further in an ar- 
ticle in The Guardian. Drawing on 
the philosophy of Emmanuel Kant, 
Kagan argues that the EU has a wor- 
Idview of perpetual peace. But the 
US, which has never really em- 
braced the concept of a post-mod- 
ern society, has a Hobbesian out- 
look. (British philosopher Thomas 
Hobbes argued about the need for a 
supreme power and the use of might 
to order society.) 

If this does somewhat explain 
the deadlock between the US and the EU, what has made mat- 
ters worse are the Gaullist tendencies of Jacques Chirac. (Being 
the most influential EU member, France sways opinion there.) 
Chirac, like Charles de Gaulle, believes that France should be a 
great power, by itself. And this moment of US unilateralism is 
the best time for Chirac to display his Gaullist intent. 

Much of what the US is being accused of today goes against 
its own beliefs. The entire American ideology is a celebration of 
diversity than an imposition ofunilateral will. Yet, it is being ac- 
cused of hoisting some form of Pax Americana on the world. 
And the world's opinion demonstrates how that Pax Americana 
is being viewed. Poorly. A 
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The anti-outsourcing 
cry is a mere murmur 
today. But it could rise 
to a rumble unless India 
takes action now 


VIDYA VISWANATHAN 
NE ofthe major forces driving the India-US relationship 
today is a simple business logic: India has hundreds of 
thousands of skilled, well-educated people whom it can 
put to work for US companies at a fraction of the cost 
they would otherwise incur. Any manpower-intensive 
business process (customer contact centres, payments pro- 
cessing, accounting, systems integration...) that can be stan- 
dardised, digitised and done over the wire, can be sent to India, 
where masses of well-trained staff are waiting to start the work. 

This is a proposition that US companies find hard to resist. 
By outsourcing work to India, a typical US-based company 
could have average cost savings per employee of up to $36,748 
in annual wages [according to a Merrill Lynch study of business 
process outsourcing (BPO) employees]. The administrative 
cost savings are $7,571 per year per employee. The result: In- 
dian exports of software and other services to the US have 
grown from $3.89 billion in 2000-01 to $5.10 billion in 2001-02, 
according to India's IT industry body, Nasscom. And that is not 
even the tip of the iceberg; by 2008, the figure could touch $80 
billion. There are no reliable figures on how many Indians work 
for US companies out of India, but a Nasscom estimate of IT- 
enabled services (ITES)/BPO employees is like this: 171,100 
people in 2002-03, growing at the rate of 50-55% a year. 

And this is where the trouble starts. Are Indians taking away 
American jobs? If they are, should they be prevented from do- 
ing so? These questions are being asked in the US, causing end- 
less worry to Indian software and service firms and good deal of 
sensation in the Indian media. So let us make one thing clear: 
the Indian medias fuss about the ‘backlash’ to outsourcing in 
the US is out of proportion to what is happening on the ground. 

The backlash is happening in the Indian media, not in the 
US, say many Indian software industry chieftains. An external 
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TCS’ Ramadorai with Hillary Clinton at the inauguration of 
the company’s 22nd office in the US 


affairs ministry official says: “There is no need to create a de 
bate here. It will end up helping US interest groups seeking 
curbs on outsourcing.” “Wherever I go in the US, people show 
me clippings from Indian press talking about the backlash,” 
says Sunil Mehta, vice-president, Nasscom. “It is not a back 
lash, but just a pushback!” insists Kiran Karnik, president of 

lasscom. BW's own research suggests that ‘backlash’ may be 
too strong a term to use for the murmurs of protest that are be- 
ing heard in a number of quarters. 

Nevertheless, these murmurs need to be taken seriously Dy 
the Indian software industry, its associations and the Indian 
government — because prevention is always better than cure. 

But first, the extent of the trouble. At last count, there were 
four states — New Jersey, Washington, Maryland and Con- 
necticut — where senators had introduced bills seeking to curb 
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urcihg of government work to non-Americans. Govern- 
work accounts for less than 1% of total IT outsourcing, sO 
s not the direct impact of the bills that is causing concern as 
ich as fears of what could follow. 

Nasscom and a number of industry veterans went to work 
soon as the news of the bills came out. Jerry Rao, chairman, 
hasis, met with the governor and senators in New Jersey. 
gnizant's Larry Gordon, a veteran in public relations, accom- 
janied Nasscom's Mehta to meetings. Soon after, the New Jer- 
y bill was put on hold. "That's a very big deal," says Gordon. 
It's a different matter that senator Shirley Turner, who pro- 
josed the New Jersey bill, denied a report in The India Times, 
- an e-zine by Indian Americans. According to Techsunite.org, a 
_ website for IT workers, the report said she had put the bill on 
hold after heavy lobbying by the IT Association of America and 
*. its Indian counterpart. “This is another dirty tactic by the indi- 
< viduals who seek to see this bill destroyed," she wrote in an 
.. email to supporters. So expect this battle to continue. 

(".- Other than the three bills there is little evidence in the US 
- mainstream media of any backlash building up. Businessweek, 
. ina cover story, ‘The New Global Job Shift’ (3 February 2003), 
-. looked at globalisation sending upscale jobs like basic rese- 
- arch, chip design, engineering and financial analysis offshore. 
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their act together — now. 

Some companies are already moving in rithe T direction: 
This month S. Ramadorai, CEO of the $880-million Tata Con- 
sultancy Services (TCS), was in New York, rubbing shoulders 
with senator Hillary Clinton and Anthony Masiello, mayor of 
Buffalo, New York. Senator Clinton inaugurated TCS's 22nd of- 
ficein the US. TCS also signed an MoU for research in bioinfor- 
matics with the University of Buffalo. "When I learned of TCS’ 
intentions to expand its company, I... dedicated myself to 
showing the company what the region had to offer,” the senator 
said. “The collaboration... will only serve to enhance training 
and job creation in this region,” said the Mayor. 

That's the kind of profile and image that Indian companies 
need to acquire. They also need to learn how to tackle opposi- 
tion from within US companies to losing US jobs. Saurabh Sri- 
vastava, chairman Xansa Technologies in India and member of 
the board of Xansa overseas says: “The problem is that the top 
management of companies like British Telecom understand 
the value proposition of offshoring work. But it is difficult to get 
middle managers, who may have to decide that a colleague's 
job will have to go, to agree with this. We have to educate them.” 
How? By working with US partners who have a common inter- 
est and educating thought leaders and lawmakers, 

That's exactly what Nasscom’s Mehta is up 
to. He will not tell you whom he is engaging 
with, but will share some of the pitch: “There 
are 46 Indian-started companies in New Jersey; 
they employ 1,500 people. These employees 
pay taxes, go to American supermarkets and 
are active participants in that economy.” 
Daksh e-Services CEO Sanjeev Aggarwal sug- 
gests working with big consulting firms. “They 
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. It was a sober, factual analysis of one of the biggest trends tak- 
. ing place in the world today. Specialist media like CJO merely 
_ talked about how to take advantage of India in outsourcing. 
...— The only place one sees negative reports are on some web- 
«. Sites, especially those dedicated to out-of-work tech workers. 
- Washtech. org calls its members, mostly temporary contract 
ech workers in Seattle, to “Take Action! Tell Congress to Study 
Offshoring”. The site says US employers like Microsoft and 
will move 3.3 million white-collar jobs and $136 billion in 
iges overseas in the next 15 years. 
. For US industry captains, creating shareholder value is the 
st priority. Sun Microsystems CEO Scott McNealy says: "Ina 
arket economy, it is an individual's responsibility to retrain 
ineself continuously. We have not broken any law by recruiting 
in India. If politicians or public employees have to understand, 
it has to be made mandatory for them to work in the private 
: sector periodically!" Intel chief technology officer Pat Gelsinger 
-. Says: "My job is not to do what is good for the US. It isto do what 
;.. is good for Intel, its shareholders and its customers." 
- Soitcan be assumed that US businessmen will resist any 
"growing protests against outsourcing. Still, with the economy 
: down and job fears rising, outsourcing could easily become a 
-- political issue. Which is why, Indian companies need to get 
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ias oe _ have access to corporate boardrooms in the US 
|. and can stress the India advantage,” he says. 

0.4 . Nasscom has also compiled data on how 

-3.9 efit from outsourcing. "US banks and financial 

;. institutions have an 8-20% advantage in ad- 

-9. 8 _ ministrative and process costs over their Euro- 
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pean counterparts... (due to) IT and outsourc- 
ing in the US and offshore. In four years, they 
have saved $8 billion," Mehta says. Hence 
Nasscoms pitch: ‘India helps make America competitive. 

The Confederation of Indian industries, too, is chipping in 
by working with the US India Business Council in Washington. 
“We have to explain to our US partners that in the long run, the 
India model is viable for everyone,” says Dilip Chinoy, director. 

Meanwhile, Nasscom has spent $2 million on hiring a pub- 
lic relations firm, Hill and Knowlton. Some feel this is too little; 
we should spend $100 million. Yet Mehta is confident the issue 
will blow away in six months. But that may be too optimistic. 
This is a long-term issue and will need a long-term response. 

Right now, US companies are going ahead with their plans. 
Microsoft held a daylong ‘Outsourcing to India’ conference in 
July 2002 for all its employees. Cisco had its own internal out- 
sourcing conference a few weeks later. The beleaguered Delta 
Airlines is getting some of its work processed out of India. And 
battered telecom companies like Ericsson and Lucent are giv- 
ing out their R&D facilities to Indian firms in no-cash deals. 

The bottomline: India-US economic relations are in full 
throttle. Are there dangers ahead? Of course. But they are man- 
ageable, provided Indian industry learns how to put forward its 
case well, win friends and influence people. E. 
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1. Which company makes the Mirage fighter planes? 
(a) Dassault (b) Raytheon (c) Lockheed Mac (d) Boeing 
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Who among the following is the founder of the companies Jungles and Purple Yogi? E 
(a) Sabeer Bhatia (b) Naveen Jain (c) Rakesh Mathur (d) Reuben Singh ix d 
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Which company developed Japan's first commercial computer FACOM 100? 
(a) Fujitsu (b) Sony (c) Matsushita (d) Epson 
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Which singer owns the music company, Melody Music? 
(a) Anup Jalota (b) Jagjit Singh (c) Usha Uthup (d) Shubha Mudgal : 
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Which of the following does not belong to Viacom? 
(a) CBS (b) Paramount Pictures (C) MTV (d) Miramax 
With which ad agency would you associate Prasoon Joshi? n 
(a) McCann Erickson (b) Enterprise Nexus (d) Ogilvy & Mather. 4 
Whose first major book was Collective Choice & Social Welfare? 
(a) Milton Friedman . (b) Amartya Sen 
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(c) EK; Galbraith (d) Dave Ulrich T. 
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| 8. Which of the following is an incorrect combination of company and its head? 
vt - (a) BSNL-Narinder Sharma (b) Hutch-Asim Ghosh . (c) Bharti-Sunil Mittal (d) BPL-R. Chandrasekhar 
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| 0." Who is the current chairman of the Cellular Operators Association of India? "ENS 
| (a) Sunil Mittal (b) Asim Ghosh (c) Prithipal Singh (d) Rajeev Chandrasekhar” 
| 10.*This ministry in the Central government has its own external publicity wing. 

| (a) Defence (b) Finance (c) External affairs (d) Commerce 


The first contestant to give all the correct answers on the website www.amih 
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|. Answers to AMITY BIZQUIZ # 79 


1. Which management guru worked with American Tetephone and Telegraph for nearly 40 years? Chester Barnard 
2. Which insurance company claims to have ‘Kal Par Control’? Aviva Life Insurance Company 

E 8. Whois the chairman of LVMH, the world’s most prestigious maker of luxury goods? Bernard Arnauit 

: 1 — 4, This Indian is now the managing editor of the Wall Street Journal, Europe. Raju Narisetti 
:8. The creativity-simulation technique that tries to make the strategic familiar and the familiar strategic is called: Synectics 
8. Who founded Chandamama, the Indian folklore magazine for children? Nag! Reddy 
7. Kay Whitmore, George Fisher and Daniel Carp are successive CEOs of which company? Kodak 
8. Which business group runs the Wellspring Hospital in Mumbai? Piramal 
| 9. In which year did the Reserve Bank of India allow banks and companies to trade in rupee derivatives? 1998 
| 40. Which resort chain do film star Pierce Brosnan, model Naomi Campbell and Prince Andrew frequent? Amanresorts 


| Winners of AMITY BIZQUIZ # 78 


: B 1 Prabudh Kumar, Delhi 2. Gitesh Kumar Ganatra, Ranchi 3. Shiva, Mumbai 4. Vijay, Bangalore 5. Rajeev A. Nair, Chenneerkara 
EN. Pravin perdi Thane 7. R. Ramnath, Delhi 8. Manish Agrawal, Katni 9. Nakul Raheja, Kolkata 10. Noojilla Srinivas, Pigs | 
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were intended to be, feels Ramesh. So mpi 
product communication include caveats? — 


MEERA SETH 





AMESH rolled over and stretched out, letting out a 
low deep howl that marked his waking up. Through 
the window came the sound of clothes being beaten 
with a washing bat. This sound had punctuated his 
childhood Sundays, mingling lyrically with the smell 
of rasam boiling in the kitchen and the drone of 
Akashvani from the Philips radio. Thirty years on, al- 
most none of the sounds and smells had changed in 
Uncle Vaitheeswaran Iyer's house on Koil Street, Salem. 

Uncle’s Pillayar House was modern in many ways — even 
by metro Mumbai standards. It had three Sony television sets, a 
Whirlpool washing machine, assorted music systems (while 
one played the Suprabhatam in one room, the other played 
A.R. Rahman in another), Oral B mechanical toothbrushes 
(with little stickers bearing names Prakash, Raju, Nikhil, Appa, 
because Uncle V had found only blue ones in Singapores 
Mustafa) and a state-of-the-art IBM computer with a sticker of 
Lord Ganesha on the monitor. The kitchen had an LG refrigera- 
tor and a microwave oven which Chitti (aunt) never used, but 
the city-bred daughters-in-law did, to warm up The Hot Breads 
snacks that were brought by visitors from Bangalore. 

In the midst of such modernity, some things had not 
changed, not because Chitti and Chittappa at 70 and 75, be- 
longed to the 1930s, but because even the younger ladies of the 
household swore by them. The washing bat for instance. Older 
daughter-in-law Valli, MA (Politics), Annadurai University, 
said: "Whatever you say, Ramesh, till you beat the clothes they 
don' get clean." Then what did the washing machine with its 
agitator system do? "That is very good for the rest of the job — 
rinsing and drying," said Valli. Likewise, despite the mechani- 
cal toothbrushes, there sat in the bathroom a tin of toothpow- 
der. Ramesh smiled. As a boy of seven, when he came to Pillayar 
House for the summer, his aunt would cup his chin in a vice- 
like grip and gently scrub his teeth with pink Nenjangud tooth- 
powder. Initially, he would protest, but by the third day, he had 
started to like its queer powdery sweet taste. 

Ramesh was a sales manager with a large multinational and 
sold detergents and soaps — something that amazed CAit- 
tappa, who unfailingly asked each time: "Then why did you go 





Most consumers do not use diodi de a) | L2 
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to IIT, my boy?” On a visit to the southern markets, he had taken 
a detour to visit Pillayar House, and seeing this coexistence of 
old and new, he got thinking. For example, Chittappa first 
brushed his teeth with his forefinger using toothpowder, and 
then with Colgate toothpaste and an Oral B brush. Just because 


he felt toothpaste did not clean plaque as well as toothpowder 





did. Neither did it clean between the teeth, he felt. So he used | 


toothpicks to clean the areas between his teeth. No, Chittappa 
had not heard of dental floss; Colgate did not show it on TV and 
if Colgate spoke nothing of it, then it was not worth knowing 
about, he reasoned. Ramesh found the argument stunning. Yet 
other products not spoken of on TV were lying around the 
house. For Nagaratnam Govindrajan on TG Street stocked 
Yardley talc, imported biscuits and, occasionally, Ovaltine. 

Pillayar House was now turning out to be a pot-pourri of 
thoughts for Ramesh because what he observed there raised 
questions, albeit without answers, that his city-focussed con- 
sumer habit researches had not unraveled. Valli's kitchen, for 
example, was spotlessly clean. If it wasn’t for the rasam boiling 
away, he would have smelled the Domestos. On the sink's edge 
sat a jar of Pril liquid detergent, a bar of Vim and a plastic cup 
with three scourers: a pink plastic wire scourer, an almost new 
3M green scourer and another near threadbare one. "This is in- 
teresting,” he said to Valli. "Why so many?" he asked. As Valli ex- 
plained, the newer 3M was for kadhais, the older one was for 
steel utensils (“new ones are far too abrasive for steel, so what I 
do is when it gets slightly old, I use it for steel and take out a new 
one for kadhais") and the plastic one was for dislodging stub- 
born burnt food from vessels. While they all did look overused, 
Valli felt the scourers still had usable ‘life’ left. No, Valli did not 
imagine that with everyday use the scourer collected tiny parti- 
cles of this and that which bred bacteria. Neither could Valli es- 
timate how long she used a scourer before retiring it. 


Ramesh ponder. She emptied some Pril into an old Bryl- 

creem jar and topped it with water. She used this solution 
for washing her dishes. “Why do you do that?” asked Ramesh. 
“To avoid wastage,” said Valli. But did such a diluted version ac- 
tually clean her dishes he asked. Not only had she never 
doubted this, but she also used the once-dipped scourer across 
5-6 utensils. “It still has soap, see?” she reasoned, squeezing the 
scourer to reveal foam. Does all foam have cleaning ability, 


T» was something else which Valli did which made 


wondered Ramesh, pinching the foam that had no soapy feel. | 


No, Valli did not think about this because her brands only got so 
far as to exhort her to use them and that she did. Her brands 
never spoke about usage. 

Why did brands only talk about attributes or what the brand 
can do, but not what it cannot do, or how it should not be used, 
wondered Ramesh. And this is what he asked some of his mar- 
keting colleagues. Some said, when a brand talks about what it 
cannot do or how it could not be used, it loses face. But Anuj in 
marketing said: “There is a certain inertia among people to 
read what appears on a pack! So much so, that even if instruc- 
tions do appear on the pack, the feeling that its verbosity in- 
vokes is, ‘I can fix it, I can figure it out’. Which is why, we have a 
whole array of behaviours when it comes to knowing a product 
fully or using it correctly.” Anuj was almost certain that people 
became dull when faced with instructions or manuals. “Or any- 
thing that involves reading before taking a decision,” he said. 
“Why, even in a restaurant, most people will call for the menu 
and then after staring at it for a while, they end up asking for the 
same tried and tested fried rice and chilli chicken boneless!” 

Okay, all that was true and marketing had observed behav- 














n't manufacturers wonder what this behaviour meant and, 
therefore, what they needed to do to help the consumer over- 
come the inhibition? More than that, if they observed a con- 
sumer during a usage situation, they could find numerous 
ways to correct faulty usage of the product and thus derive bet- 
ter value, “Take a detergent,” said Ramesh. “Do buyers read all 
the printed matter on the pack? They probably get put off by 
declarations on the pack, which laud the brand without realis- 
ing that the reader has already purchased the brand and needs 
no more exhortation to use it or even buy it. But what packs of- 
ten go on to exhort are highlighters in the powder that will add 
sparkle to the clothes, serious little detergent fellows that will 
scoop out the dirt, etc. So she says: Okay, I know all that! I think 
this explains why Valli and her kind never read the pack!” 

Anuj shrugged. “It’s the same thing: inertia,” he said. 
“Who is the point of usage consumer or user of the de- 
tergent? Typically it is the housewife, who trusts 
her experience more than the instructions 
and says: ‘I can figure it for myself’ and 
she puts in two spoonfuls anyway. 
Then looking at the quantity of 
clothes and the seemingly dispro- 
portionate detergent, she adds 
some more, thus validating 
her theory, ‘I can figure it’.” 

But did consumers really 
figure it all out, wondered 
Ramesh. So clothes may 
come out of the wash 
looking clean and 
smelling good; but is it as 
clean as the detergent 
can enable with right 
use? Buyers of deodorant 
sprays were known to 
spray the deo onto their 
clothes! Deo sprays often 
said, spray under arms, 
which, in any case, is differ- 
ent from saying don't spray 
on clothes directly, felt 
Ramesh. "I do think a con- 
sumer would respond to a 'do 
not’ caveat, better than a 'do," he 
said. Which explained why his wife 
and Valli (he was alarmed to discover) 
were not clear what their detergent rec- 
ommended. Instead Valli had said: "Over 
time and with experience I have adjusted to one 
spoonful." Adjusted! Or there was that subtle distrust; 
as his wife had said: 'They will say use two spoonfuls, after all 
they want to sell more, but one is enough! Ramesh now said: 
“Yes, there is a certain inertia among consumers to read or even 
believe the fine print, but likewise, there is also an inertia 
among manufacturers to address quirks in consumer behav- 
iour resulting in poor end delivery by a brand. Manufacturers 
feel consumers won't read; consumers feel ‘I can figure it out." 

Ramesh felt that manufacturers needed to watch con- 
sumers in action and rewrite their instructions. "Isn't that also 
part of brand building?" he asked. For instance, Uncle V com- 
plained that his cordless phone did not work as well as it 
promised; within minutes ofa call, there were distortions in the 
reception. Ramesh found that after every use, the phone was 
diligently placed back on the charger. When he said that all 
























iours to this extent, felt Ramesh. But having observed that, did- | chargeable batteries must be recharged only after maximum 
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discharge, Uncle V was not convinced. Even after Ramesh read 
out: "The batteries should be completely charged for the first 
time, before use and subsequently, they should be charged 
only after maximum discharge. This is not just healthy for the 
battery life, but it also helps to maintain the charge/usage time 
of the battery", Uncle V shook his head and said: "Maybe, but I 
think that fellow in Chennai sold me a damaged piece!" 
Rukmini Chitti, too, was a fundamental consumer and 
what she did with most of the swank MNC products is what 
most others would do too. The question is how closely has the 
manufacturer watched the consumer to know what all she 
does with his product, wondered Ramesh. From applying Vicks 
Vaporub around the navel of a colicky infant (‘this is the best - 
Chittispeak) to dry polishing her silver with Vim powder to 
popping 2-3 vitamin capsules everyday in the belief that 
more was better for health, the list was endless. 
Rameshs colleagues sat late hours staring at 
consumer behaviour researches, and con- 
cluded, 'the consumer values our prod- 
uct’. He wondered, is all this also part 
of the product's attribute or simply 
adding to consumption figures? 
Like when she has acidity, Chitti 
drank a mix of Pepsi in cold 
milk, swearing it is, after all, 
soda. "Is that so? I dont 
know, she thinks she does, 
and the manufacturer 
does not know she does 
this, or even if he did, he 
is delighted that Chitti in 
faraway Salem stocks 
three bottles of Pepsi as 
ready remedy. And the 
doctor be damned!" 
His boss Sudheer 
Vatsa argued with Ram- 
esh when he said that 
apart from the goodness of 
your brand, you also need 
to tell the consumer how it 
should not be used. So he said: 
"What can Pepsi do if your aunt 
wants to drink it that way!” 
Ramesh did not have an answer, but 
he said: "In our own office I noticed 
today the cleaning boy clean computer 
peripherals with dry scouring powder. I 
don't know if this is detrimental to the interiors 
of key boards, even the product managers I met didn't 
know. Rather they say, ‘what is wrong with that?’ as against, 
‘that is very good’.” Sudheer felt Ramesh was complaining. "I 
am saying, speak more to the consumer, watch his usage and, 
maybe, you will find more uses for your product, which is very 
good, but if you find that detergent powder corrodes silver, 
maybe you should address that directly," said Ramesh. Sudheer 
said: "How does that affect me or my product? If the consumer 
discovers that silver is corroding, she will stop doing so, and 
that won't take away her faith in my scouring powder for her 
utensils!” Ramesh was not appeased. “But as we flood the mar- 
ket with new products daily, shouldn't we ensure the user gets 
the most out of it through correct usage?" 
"How much can we speak to the consumer?" asked Anuj. 
"He buys anyway! This is also true of feature-rich gadgets that 
we lust after, but seldom push even one-fourth ofthose buttons 
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that we pay for. Do consumers need all the features they are 
paying for? Or if they even do, do they read howit is to be used?" 

"Does this mean, no matter what the fine print, you already 
have a groove cut in your mind about what you want to do with 
the product?" asked Ramesh. "It means that his involvement is 
superficial and not deeper," said Anuj. "I guess when you are 
more interested, you make it your business to know. Otherwise, 
you re either riding a fad, or just pretending and flaunting.” 

"But we are examining ordinary everyday behaviours with 
the product usage" said Ramesh. "Ordinarily, a consumer as- 
pires to buy a VCR because it has a use for him. So he thinks: 
‘hum video chalayenge’, but he forgets he has paid for other 
features too, like recording, which he does not use; or are you 
saying he never aspired for those features?" 


said Anuj. "Then he starts aspiring for something else. And I 

am not talking of aficionados or those who are profession- 
als. An ordinary consumer with average desires in India has a 
short attention span and a shorter memory, unless his life de- 
pends on it." Anuj said: “A semi-literate PCO operator can wow 
you with all the infrastructure he has and the way he uses it and 
what he aspires for to upgrade. Likewise, a semi-trained me- 
chanic quickly masters the most sophisticated of auto tech- 
nologies when it comes to repairs because that is how he makes 
his living! But an ordinary buyer is keen to have the latest and 
the best, even if, as a consumer, only a fraction of it will satisfy 
him. One example is the way we drool over every new upgrade 
to the Intel chip, irrespective of whether we need that speed or 
capability to type out a measly Word document! When will one 
ever be able to try even a fraction of its capabilities?” 

“Anuj, what are we seeing in all this?” asked Ramesh. “No 
doubt, this is aspiration at play, but doesn't a manufacturer de- 
sire that a consumer use his brand effectively? What is the 
learning point here for manufacturers and marketers?” 

Anuj said: “We have already learnt! That some of the irrele- 
vant issues become decisive in the decision to buy and a lot of 
the relevant issues that can give functional advantage while us- 
ing the product either bore the consumer or simply escape at- 
tention. Colour and size may be important, but not as much as 
performance that he misses out on when he does not know.” 

“Does this mean that consumer-desire-versus-need has 
not been adequately examined by manufacturers/ marketers?” 
asked Ramesh. “Are they simply wishing to mistake desire for 
need and sell whatever they can as long as they can?” 

“Yes sell is it,” said Anuj, “whatever it takes. ‘The consumer 
is ‘smart’ and he will figure it out himself’ is often the refrain.” 

Ramesh pondered, then said: “This is what I think. The con- 
sumer has needs. Some products meet them. Others address 
more needs which the consumer has not yet felt. Then come 
brand wars, where, by sheer imagery, some position them- 
selves as the brands to aspire for. The consumer now wants the 
brand with image because through that he attains some level of 
self-esteem. So he buys brands which add to his self worth, 
even if it has features he does not want. Marketers see this as 
demand. But this is not demand for a product as much as it is 
for its image! So marketers, too, start selling image unwittingly 
and when the consumer buys image, they think he is buying 
their product for its features. So they think these features have a 
demand. This leads them to think consumers know what these 
features are all about, or assume that they don't need to sell fea- 
tures to all consumers. 

"So the consumer buys what he also does not need. But 
| nevertheless pays a premium for image and thinks he has 

bought what he needs. But he has also bought what he does not 


2 IS aspiration to own a VCR disappears as soon as he has it," 


a —À t M i ÓM— —ÁM Inn MÓQÀíÀ! Han H— — M M —Ó— —— 


MAGAZINE OF THE NEW ECONOMY P 47 Y BUSINESSWORLD 7 APRIL 2003 


need. Result: he is not fully aware of what the product can do 
for him, but specifically, he is not aware of what he should not 
do with the product, and might end up harming other features. 
For example, the consumer wants a phone that he can walk 
with. So he buys a cordless phone. He sees only this feature, but 
fails to know that he has to care for its battery. The manual says: 
‘put phone back on charge when this light flashes. It does not 
say, 'don't put phone back on charge if this light does not flash 
as this will harm your internal battery. The consumer thinks of 
a battery as something that makes things work. So he thinks I 
used the phone for five minutes, so the battery is 'five minutes 
less' now, so let me put it back. So his instrument gets harmed 
and it is this fact he has not been told. 


HY do manufacturers not say ‘what you should not do 

with this product' upfront? It could be because they think 

if the consumer is buying this technology, it means he 
knows how to work with it. So I need not spell everything out. 
But the consumer is delighted he can walk and talk. That was 
his initial need anyway. He plugs it in and he can walk and talk. 
So he thinks I have figured it out. So I do not need to read the 
manual. And what is he going to say which I do not know al- 
ready? Here I am, walking and talking, so the product works for 
me. But he does not realise that it is not going to work its full po- 
tential life because he is just about to damage the battery! 

"Are manufacturers and marketers watching a consumer in 
his usage situation closely enough to see what he does that he 
should not do? Are marketers interested in protecting their 
product for the consumer? But if you look at things like scour- 
ers and detergents, the harm that may befall a consumer due to 
faulty use affects not the product, not the manufacturer, not 
even the user directly, but the clothes or the silver or the teeth. 
Of course, an overused scourer can lead to health problems in 
the long term. But then, there is no way of saying this happened 
because your scourer was bad, or your detergent was bad or 
you used it all wrong. The blame could be placed anywhere. 
Rukmini Chitti, too, will not blame the manufacturer of the 
scourer when her silver wears off because she does not realise 
this was caused by product misuse. She may blame the silver 
shop for selling her substandard silver!" 

Anuj agreed, but said: "Where is the time to keep talking 
about one feature when the very next day there is a new one? 
Today there is little room for a sustainable tech-edge. You in- 
vent a feature, rest assured it will be replicated before the con- 
sumer understands and responds to your overtures. Features 
and technology are not differentiators anymore. They are a big 
leveller. So there is a mad rush to add something more. Be it a 
new feature or button or a new dirt-removing dandy atomiser 
to your detergent. The speed of renewals, upgrades, obsoles- 
cence is breathtaking. The consumer can barely keep pace!" 

Ramesh said: “But is the marketer worried about whether 
the consumer is using the product the way it was intended?" 

^Manufacturers are not concerned about how it will be 
used," said Anuj. "And the consumer does not bother about 
what he will do with the new, improved version so long as it 
sounds good. Pepsodent has announced a dental insurance 
policy; an application form in each pack. Perhaps, they do not 
expect people to take the policy, but only want to validate how 
sure the brand is about itself so that the consumer buys it." 

Just then the phone rang and the caller asked for a Mr 
Vaidya. "I will transfer you," said Anuj, then asked Ramesh, 
“How is that done?" Together they fumbled with the buttons, 
then Anuj told the caller: "Can you call back and ask for exten- 
sion 3535? There is something wrong with my telephone, it 
wont transfer your call!" 8 
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raising a couple of issues which are 

concerned with what marketers 
should do. These are: 
li Should marketers include ‘do not’ 
caveats in the product communication? 
The cordless handset and ‘Pepsi in milk’ 
are examples of wrong usage. 
lll Should marketers make greater effort 
to understand consumer behaviour and 
tell them how to use the product effec- 
tively? The Pril and detergent examples. 
W Should marketers effectively educate 
consumers about the efficacy of prod- 
ucts and, thereby, change attitudes such 
as use ofthe 'bat' to wash clothes? 
E How can consumers be careful about 
buying products with features that they 
may not actually require? Feature-rich 
TVs or VCRs for example. 

There exists a large gap between the 
consumer and the company on how to 
use a product and exploit its features 
fully. Traditional market research does 
not easily capture consumer usage 
habits. This task becomes tougher be- 
cause different consumer classes and re- 
gions have different practices. 

Let's look at white goods. They have 
two types of features — those that most 


i N the case study, Ramesh seems to be 


consumers need and those that are not 
required unless it is 29 February in a leap 
year. These are mere gimmicks which 
the marketing team exploits in a bid to 
achieve the ever-elusive differentiation 
which consumers are made to believe 
that they cannot live without. So your 
microwave will have nine buttons to 
cook the dish of your choice (try these at 
your own risk). Or in split-screen TVs 
you get two pictures but what of two 
sounds? But all of these make a great im- 
pression when you see a comparative 
advertisement with all those tick marks 
in the advertiser's model and crosses in 
the rival's. While they do trigger pur- 
chase, these products don't satisfy con- 
sumers and, over time, they fade away. 
White goods have two types of con- 
sumers. Most never read the instruction 
manual and go by the installation engi- 
neer's demonstration or by what they 
have seen at their friend's place or on TV. 
A few, 2% I presume, actually pore over 
the manuals, ask questions, chase the 
help desk and experiment till they know 
all the features and the uses. Thus, most 
consumers are not able to benefit from 


the wondrous features for which they 
pay aking’s ransom and which also com- 
plicate simple functions. How many of 
us have felt frustrated re-tuning TV 
channels every few days when the cable 
operator makes changes at his end? 

If the features were driven by gen- 
uine need and consumer research, the 
products would have better and easier to 
use features and the result would be a 
happy and loyal consumer. One must 
observe consumer behaviour at home 
under normal circumstances and also 
identify specific ‘what if’ events and see 
how the consumer responds in such sit- 
uations. Some companies regularly visit 
consumers at home and observe what 
they do. They gain valuable consumer 
insights into behaviour, habits and idio- 
syncrasies. Unfortunately, such compa- 
nies are very few. If we are able to capture 
the insights Ramesh has been able to 
get, we will have some hope of finding an 
appropriate communication solution. 

Lets come back to why advertisers 
do not write the ‘don'ts’. Well one good 
reason is that they do not want to scare 


away customers. Imagine saying on the 
TV set — 'watch from a distance of xx 
feet or your eyesight will suffer’. Or on 
the KY Thunder — ‘don’t increase the 
volume beyond xx decibels or you will 
blow your eardrums’. But you would 
have noticed that the number of ‘don'ts’ 
has increased over the years. Fear of law- 
suits and providing a richer experience 
are some of the reasons. So the cordless 
phone manufacturers now say that for 
better battery life, recharge the handset 
only when the low battery indicator is 
on. Notice the positive slant in 'do not 
recharge the handset till the battery is 
near empty’. The better ones use a bold 
sticker on the handset to say so and don't 
tuck it in the back pages of the manual. 

Thus, ‘keep drugs away from chil- 
dren’ or ‘avoid contact of this cream with 
your eyes’ are critical but you just cannot 
fathom every single innovative method 
that a consumer can think of and legis- 
late your ‘do not’ accordingly. 

If the way a feature or a product is 
used is critical for its successful perfor- 
mance, we must use more than manuals 
to communicate to the consumer. We 





must have demonstration-based adver- 
tising, demonstration in the shop and at 
home at the time of installation (the in- 
stallation engineer can take the con- 
sumer through a checklist and get it 
signed from him at the time of delivery), 
or demonstration through illustrations 
on the pack. In a detergent's case, saying, 
‘just two spoonfuls and a wash’, alone 
may not work, but the Surf Excel cam- 
paign which says, ‘half a kg and Rs 70’ for 
a month's wash by using two spoons 
would get the message across. We must 
find multiple means of communicating 
with the consumer. Some microwave 
companies give cooking lessons hoping 
that a satisfied consumer will tell others 
and, thereby, generate further sales. Af- 
ter the ‘how to’ communication, we 
must see if the consumer has really un- 
derstood how to use the product. 

Thus, the need is to move from just 
‘ask’ to ‘observe’, from ‘observe’ to 'de- 
velop’ and then to ‘communicate’ in 
multiple ways effectively. m" 


These are the author's personal views. 
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ANALYSIS II; 


AiAs 





Sunil Gupta has over 25 years of advertis- 
ing experience and is currently the chief 
operating officer at RK Swamy/BBDO. 


"We cannot strip people of their 
common sense constructs or routine 
ways of seeing. They come to us as 
whole systems of patterned meanings 
and understandings. We can only try to 
understand, and to do so means start- 
ing with the way they think and build- 
ing from there.’ — Alfred Schutz 


consumer behaviour, communica- 

tion development, ethics and social 
norms. But I have chosen to address the 
two that I believe are critical. The ap- 
proach has been to identify the issues 
and the factors they are dependent on 
before arriving at ways to address them. 


T= case raises several issues about 


Issue 1: 


A large percentage of the consumers 
. across categories/brands do not pay 
more than a cursory glance to the prod- 
uct/usage information and use it in a 
manner that undermines the efficacy 
and the resultant experience. This hap- 
pens due to a host of reasons: 

ll Lack of interest, propelled by an over- 
dose of commercial messages, or little 
significance of the product for the con- 
sumer, inaccessibility of relevant infor- 
mation and a 'chalta hai' attitude. 

W A delusion that consumers usually 


CASE STUDY ANALYSIS 


have that they know it all, as well as their 
reluctance of asking for advice because 
they fear being branded as ignorant. 

ll Cynicism stemming from being ex- 
posed to primarily ‘Buy me — I am the 
best because...' messages, as also the no- 
tion that the manufacturer is only inter- 
ested in selling the product. 

li Beliefs and product-usage patterns 
emerging from prior experience. Even 
health falls prey to this with users prac- 
tising self-medication. In households 
such as Uncle Vaitheeswaran's, which 
are based on the Hindu undivided fam- 
ily concept, there is greater reverence for 
beliefs and habits handed down the gen- 
erations than pack instructions. 





Issue Resolution 


Brands can address the root causes. The 
cumulative effort could ensure a larger 
proportion of the target audience using 
the product more effectively. 

@ Facilitate easy accessibility of infor- 
mation at all times. This can be facili- 
tated by giving FAQs on websites, 
helplines, interactive kiosks, as well as 
promotional materials like calendars 








caveats in its product information? The 
answer to this depends on the following: 
li is the incidence of incorrect usage rel- 
atively high and uniform across audi- 
ences: Very few people use products the 
way they are meant to be. But the vari- 
ance from the 'correct way to use' may 
be marginal. Hence the impact of incor- 
rect usage would be minimal (e.g. Ruk- 
mini applies Vicks Vaporub around the 
navel of the colicky infant; perhaps, she 
applies it on the chest, throat and back 
too). Grossly incorrect usage like drink- 
ing a concoction of Pepsi and cold milk 
to clear acidity may not extend to many 
people and this would stop Pepsi's brand 
manager from giving 'do not' caveats. 

lll The degree of adverse impact it will 
have on the consumer: Is it marginal or 
can it have significant — even life- 
threatening — consequences? For ex- 
ample, like cigarette packs, alcohol bot- 
tles, too, should carry a note on the 
adverse effects of alcohol. 

ll Impact on brand equity and the resul- 
tant effect on customer churn: Is incor- 
rect usage likely to impact brand equity 
negatively and cause relatively high cus- 





(and recipe books for kitchen-oriented 
products), which have a shelf-life. 

@ Raise consumer involvement through 
on-the-ground activities like contests 
and 'pack-quizzes. Build in the benefits 
of correct usage in all such activities. 

ll Address cynicism by having trans- 
parency in the communication, e.g., 
Seagram' ‘don’t drink and drive’ cam- 
paign. However, this is a double-edged 
sword and care should be taken on how 
transparent the brand needs to get. 

@ Fight established beliefs by reiterating 
the message innovatively at every inter- 
action opportunity — product demos, 
installation and servicing. Also make op- 
timal use of communication vehicles 


like PR, advertising, packaging design | 


and events to drive the point home. 
Years ago I picked up a pet grooming 
product abroad. The pack said: “Con- 
gratulations. By picking up this product 
you have demonstrated how much you 
care for your pet..." I was sold for life! 


Issue 2: 
When should a brand include ‘do not’ 


tomer churn or poor word of mouth? It 
may be pertinent for phone manufac- 
turers to have battery charging 'caveats' 
on the phone if they have found it to be 
the single biggest cause for customer 
dissatisfaction. Also, brands should ac- 
tively look for the opportunity to intro- 
duce 'do not' caveats in order to improve 
the product's image. 

But what usually comes in the way of 
addressing this issue is the shortsighted- 
ness of marketers primarily driven by a 
desire to sell and sell at any cost. This, 
coupled with the attitude that 'I know all 
that I need to know about consumers’, 
(thanks to the research which does not 
require the marketer or the researcher to 
interact with consumers) stops them 
from scratching beneath the surface. So 
there is reluctance to conduct research 
that brings forth such insights, identify 
their incidence of occurrence and their 
resultant impact on brand equity. 

Marketers need to get under the con- 
sumers skin to explore the kind of issues 
raised by Ramesh as ignoring them can 
severely erode brand equity. s 
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After the prototype, little was heard about it. 
Get ready for the return of the Simputer 
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T became an icon long before any- 
thing remotely resembling a product 
hit the market. By the time a proto- 
type was built, public interest was on 
.. Mi the wane. Now, two years later, the 
* Simputer, seems to be fading from pub- 
lic memory. Isit on the way to oblivion? 
To refresh the memory, the Simputer 
. s a handheld device with a visual user 
- interface, unlike other devices like Palm, 
<in which the user interface uses the writ- 
< ten word. It was designed so that even 
= first-time users in the target group — 
¿farmers and the like — could use it. 
"What's more, it was meant to carry each 
user's data on a card. That allowed one 
- machine to be used by a number of peo- 
-ple by simply changing the card. The 
concept was pathbreaking. 
- . Butifyou think the Simputer is 
just one more great concept 
that did not make it, think 
again. It is not becoming a 


CE The Simputers: 
piece of history, not just ái 


The Encore device 


. yet. It is gathering itself for (above) and the 
| a comeback, E to af pre PicoPeta machine 
. Cise, preparing to make its (below) 


"first real public appear- 
. ance. The Simputer laun- 
ched two years ago was 
only a prototype. Pico- 
eta Simputers and En- 
Core Software, the two 
companies that make 
he device, have been de- 
veloping new versions 
and applications, and forg- 
ing partnerships and test- 
ing markets. Together they sold 
about 2,500 units to specific cus- 
tomers. But the real test starts now. 

Picopeta, along with the manufac- 
- turer Bharat Electricals (BEL), is prepar- 
ing to launch the latest version in May. 
This version, which will have some 'cool 
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technologies, will be an extension of tk 
prototype designed earlier. Encor 
which is not planning a formal laune! 
has also developed high-end versior 
with colour displays. Both companii 
are now planning to attack the mark 
for pocket PCs like iPaq. It is not what tt 
originators planned, but the Simputer 
still unlike anything that has been d 
signed before or since. People who ca! 
not read or write can use it. The origin 
developers also nurse a dream that is tl 
very antithesis of entrepreneurship. TI 
business model of companies that mal 
the Simputer would allow for only lin 
ited ownership of innovations. The Sin 
puter Trust owns the trademark but nt 
body has a patent on the device. Eve 
the original developers do not have e 
clusive rights on the product. 
It will take another year to see how 
performs in the market, but let's retra 
our steps for the moment. The Sin 
puter was conceived in 1998, when 
group of IT professionals in Bangalo: 
announced at BangalorelT.com, an] 
event, that they would design a con 
puter for the masses. This a! 
nouncement, which acquired tl 
rather grandiose name 'Bangalo 
Declaration, was made witho 
any specific plan in mind. Late 
executives from Encore Softwa: 
and computer science professo 
from the Indian Institute of Sc 
ence (IISc) conceived the Sin 
puter. It had some very unusu 
features. The most interestir 
feature was in its philosoph 
The design team, mostly con 
prising strong proponents ( 
open source software, wante 
to carry their thinking to hardware z 
well. They vested the rights of the devic 
with the Simputer Trust. Anybody coul 
get a licence from the trust to make tk 
product by paying Rs 10 lakh, but the 
cence came with a rider. The license 
was free to make changes to the origin. 
design, but had to give back its innove 
tions to the trust within one year of con 
mercialisation. 
The originators of the Simpute 
reasoned that if a company had t 
give up the rights to its innove 
tions within one year, it woul 
be forced to keep the wheel « 
innovation turning forever. 
would also prevent predator 
practices to a certain exten 
The idea was wonderful, but 
had one problem: the venture cap 
talists did not like it one wee bit. Ope 
source models are generally not di 
signed with the profit motive. 
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THE PITCH CONDITIONS WERE ROUGH. 
IN THEIR CASE, HOWEVER 
THEY MADE FOR A SMOOTH FINISH. 

















We'd promised it wouldn't be easy. And sure 
enough, INS Think Print 2003 left quite a few 
master blasters stumped. 


Mudra Communicotions- 
Mumbai And Ms. Ambika 


| 
| 
Mr. Virendra Vilankar, | 
ehru, Mudra Communications- | 


As it were, the brief required you to launch a 
new brand of lipstick using the World Cup 
as a platform. 


Mumbai, the second runners up who have 
won bronze and fifty thousand rupees in cash. 


True to tradition, the | 





Indeed, the wicket was slippery. Pitch winners get to do their | 


conditions were far from perfect. To say nothing victory lap at the ABBY | 0... 


of mental pressure. But a handful Awards nite. | «Basi Rec Indio 
of teams turned out to be in 


full form. INS Howzzat for a smooth finish! 


| 

| 

Several sweeping cover drives, Kd -5 | 
| 

| 





a few lofty sixers and the odd duck 
later, the umpires have reached a verdict. 








And the guys who clean bowled their 
competition with their swashbuckling wrist 





action are: 


Mr. Ryan Frantz, McCann-Erickson (India) 
Ltd.-Chennai and Mr. P. K. Prasad, McCann- 
Erickson (India) Ltd.-Chennai, the Men of the 
Series who have won Gold along with a round 
trip to Cannes. 


Ms. Heetal Dattani, Ambiece 
D'arcy Advertising-Mumbai ond 
Ms. Prachi Rashmi, Ambiece 
D'arcy Advertising-Mumbai, 
the first runners up who have 





won Silver and one lakh rupees 











in cash. 
Event =) 
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ne design of the Simputer also had 

me uncommon features. The operat- 
system was Linux. In a way, Linux 

as an inevitable choice considering the 
ackground of the developers, but com- 
rcial wisdom also necessitated an in- 
xpensive operating system. The design 

2am also developed a computer lan- 
guage called the Information Markup 
Language (IML), a derivative of the 
lely-used standard Extension Mark- 

p Language (XML). IML replaced the 
lypertext Markup Language (HTML) 
used on PCs. The Simputer also had a 
smart card and text-to-speech conver- 
. sion. It was thus quite unlike the Palm 
_ PC, a widely used handheld device. En- 
^. core Software designed the hardware 
.. and students and professors at the com- 
' ;puter science department at IISc de- 






ntemet. access, browser 
email, ik transfer | 


signed the software. The Simputer was 
launched on 24 April 2001. The two de- 
gn teams separated thereafter with li- 
ntes to make the product. The profes- 
; (Vijay Chandru, Swami Manohar, 
amesh Hariharhan and V. Vinay) 
ned PicoPeta. 

The story took a different turn from 
then. The prototype that was launched 
in 2001 was far from being a satisfactory 


worked hard at improving the hardware 
-and software. Encore rewrote the soft- 
ware and made some changes to the 
1ardware. It got Tata Elxsi to design a 
new box. It invested Rs 2 crore on the 
_ changes. The Encore Simputer did not 







have a formal launch, but started ap- | 


pearing in the market a vear after the 
Simputer launch. 

PicoPeta struggled to find funding 
after inception. After more than a year of 
toil, it persuaded the Technology Devel- 
opment Board (TDB) under the Depart- 
ment of Science and Technology to fund 
the Simputer development. TDB sanc- 
tioned a soft loan of Rs 2 crore last year. 
PicoPeta subsequently tied up with BEL 
to manufacture the product. The two 
companies will take the Simputer jointly 
to the market. 

PicoPeta and Encore looked at the 
prototype differently. PicoPeta thought 
that the original nickel metal hydride 
batteries were not good enough because 
they had to be changed every two hours. 
The prototype was not designed with 


32-64Mb SDRAM. 


or monochrome 
33 kbps modem 














| Linux 


email, file transfer 
MP3 player 


] calculator 


production in mind. It took too long to 
assemble. The design had not consid- 
ered supply chain issues. Power man- 
agement was a major shortcoming of 
the original design. 

PicoPeta's new design was aimed at 
removing these shortcomings. It now 
has rechargeable lithium ion batteries 
that can last for as much as eight hours. 


This version can also be put together | 
quickly. The final assembly of the box | 
can be done in one minute instead ofthe | 


original 30 minutes. 


| 32Mb flash memory 
240x320 pixel LCD colour 


Lithium ion batteries 






— PICOPETA SIMPUTER - 


| intel StrongArm 206 MHz 


Internet access, browser, 


Notepad, address book, 
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_ The software was also redone. The | 
IML was modified to accommodate new | 
application development. The version | 


to belaunched in May will have capabil- | 


ities for email, an address book, an MP3 
player and all the other features of the 
original design, apart from a few addi- 
tional features (still kept under wraps) 
that are appearing probably for the first 
time in a handheld computing device. It 
can be used to surf the Internet. The En- 
core version also has most of these fea- 
tures. It still has nickel metal hydride 
batteries, but they are rechargeable. The 
two devices have different boxes and 
will, thus, look different from each other. 
Encore Software has a joint venture with 
the Singapore-based Time2Talk. Thro- 
ugh this Encore Technology, Singapore, 
will make and sell the Simputers in Sin- 
gapore and other countries. Both com- 
panies are making steady progress on 
sales. Encore and the Singapore firm to- 
gether have sold 2,000 machines so far, 
many of them customised for 
specific applications.  Pi- 
coPeta-BEL has sold about 
400, out of which about 200 are 
for the Bhumi project to gather 
agriculture information at the 
village-level in Karnataka. 

If you buy the Simputer 
from either of these compa- 
nies, you will get a device that 
has at the most 64Mb of 
SDRAM memory and 32Mb of 
flash memory. You could, if 
you want, connect a cartridge 
that can add another 128Mb. 
You can also attach keyboards, 
telephone wires, smart cards, 
global positioning systems, CD 
drives and so on. In fact, En- 
core is even thinking of wire- 
less connectivity. 

But the Simputer has not 
been able to meet its initial tar- 
get priceline of Rs 10,000 tops, 
but both companies plan to 
launch cheaper versions later. 
The low-end Encore model 
costs Rs 13,000. Its colour ver- 
sion can cost Rs 16,000-21,000. Pi- 
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 coPetas low-end version is also expected 


to cost around Rs 13,000 and the colour 
version Rs 17,000. Both companies have 
alot of work to do still. PicoPeta needs to 
sell 50,000 pieces a year to start making 
profits. Encore is hoping to get revenues 
from customisation and thus can do 
with lower sales. Both are betting big on 
retail sales; Encore along with a large In- 
dian PC-maker and PicoPeta-BEL on 
their own. Both versions are free from 
the problems of the prototype. Yet it's 
hard to crack the Indian handheld mar- 
ket, primarily because it does not exist 
yet. Butlet's wait for a few more years be- 
oe taking stock. B 
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The official Telephone Directory with 
Indiacom Yellow Pages is always 
circulated to every household and 
business establishment with a 
telephone connection. Translated 
into statistics, it means a guaranteed 
circulation of lakhs, far higher than 
most leading dailies. In Pune for 
instance, it means a circulation of 
5,75,000 copies, the largest in print 
media to date. Try beating that! 


A comparison between the cost of 


Traditional print media is cursed 
with a short shelf life, of one day to a 
month. As against this, the Indiacom 
Yellow Pages have been blessed 
with a long shelf life of 365 days a 
year. Thanks to the fact that the 
Official Telephone Directory with 
Indiacom Yellow Pages always lies 
next to the telephone. 


No office hours. No sick leaves. No 
casuals either. There are simply no 
limitations to the number of hours 


Indiacom Yellow Pages 
Value-for-money advertising 





YEARS 





ads in newspapers and in the 
Indiacom Yellow Pages reveal some 
startling facts. For example, whilst a 
100cc ad in the Pune Telephone 
Directory costs Rs. 8 lakhs over 365 
days, the same will cost anything in 
the region of Rs.3 crores and upwards 
in Pune's leading dailies. So also for 
other cities. A good display ad in the 
Indiacom Yellow Pages costs from 2 
paise toa rupee per customer. If you 
haven't already fallen off your chair, 
here's more. 


Published at € Pune € Ahmedabad € Hyderabad € Vadodara Ye 


€ Gurgaon and 26 other cities 


Indiacom Yellow Pages can put in for 
you. It is committed to work 
365 x 24 x 7. How? Simple. The 
Indiacom Yellow Pages always lie 
next to the telephone. Which means 
a year-long exposure and 
opportunity-to-see for your target 
audience, whenever they are ready 
to buy. Like it is in Pune. Here, your ad 
is visible to 2,875,000 users over a 
year, which means top-of-the-mind 
recall.Anytime. Everytime. 


Indiacom comes with the promise of 
results, very few Yellow Pages can 
match. After all, Indiacom is a veteran 
with 15 years in 31commercially 
important cities across India. It has to 
its credit 15 million copies in 215 
editions. An experience that has 
helped Indiacom put its fingers on 
the market pulse and come out with 
innovative products like Business 
User's Guide, Home Pages, Hello Goa, 
Email Pages, Constro Pages, etc. In 
Pune, Indiacom has been publishing 
the Official Telephone Directory with 


At just 2 paise per customer, 
you simply cannot find a better 
advertising medium. 


Yellow Pages for the last 11 years.And 
that's notall. 


ACC, Asian Paints, Blue Star, Thermax, 
Voltas, Kirloskar Brothers, Dynamic 
Logistics, Indian Oil..the who's who 
of the industry are hard core patrons 
of the Indiacom Yellow Pages. Thanks 
to the response they have received 
year in, year out. You too could repeat 
their success story.Act now! 


For a glimpse of the yellow magic, call: @ Pune - 020- 610 6161 € Ahmedabad - 079-642 5000 € Hyderabad - 040- 2790 1674 
€ Vadodara- 0265 - 233 1331 6 Gurgaon - 0124-505 1942 . Or e-mail at marketing@indiacom.co.in 
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ARCH is the month when life in- 
surance agents are at their ac- 
tive best. It doesn't matter if you 
already have six policies, or if 
you don't need those tax breaks 
— they will still insist on giving you their 
spiel. This March, the frenzy touched 
new heights with laptop-flashing slick 
private insurance advisors throwing 
numbers at you, drawing up your life- 
cycle needs plan and trying to sell you 
policies you doubt you need. 








INSURANCE 


So much so that this new breed of life 
insurance agents has become the butt of 
quite a few jokes. Heard this one? "You 


| ought to feel highly honoured,” said the 


businessman to the life insurance agent. 
“So far, today, I have had my secretary 
turn away seven insurance agents." "Yes 
I know,” replied the agent, "I'm them." 
BW decided to put this silly joke to the 
test. The aim: to find out how insurance 
is actually sold in India. 
My first step is to dial the 1-600 toll- 

free numbers of private insurance firms | 


sell a policy. Not one toll-free numbe 
accessible. Disappointed, I access tl 
| websites and fill out a form request 
| aninsurance agent to be sent to me.’ 
first to respond is a life advisor from | 
Kotak Mahindra. I fix up an appoi 





ment with him for the very next day. 
the end of the day, advisors from | 


| firms— Tata AIG, Max New York Life, 


lianz Bajaj, HDFC-Standard Life < 
ICICI Prudential — have got back to 1 
There is no response from four other; 
vate insurers —Birla Sunlife, SBI Life 





in a bid to get an agent to come over and | 


How is insurance sold in India? BW spends a 
day trying to buy a life cover to find out 


The Policy 
Decision 








surance, ING Vysya and Aviva Life Ins 
ance. I schedule meetings with thi 
who have responded for the next day. 


The Next Day 


Venue: My home. My assumed profile: 

years old, single woman working fo 
call centre. No liabilities or depender 
Salary: Rs 12,000. Insurance cover: ^ 
Investments: Nil. 


10.45 a.m.: The Tata-AlG insurance advis 
rings the bell 


After some preliminary chat, he explai 
why insurance is important — not jt 
for my family when I am gone, but al 
how I can gain from it through tax ber 
fits and so on. He presents a chart he k 
prepared specially for me based on r 
age and income. The policies | 
strongly' recommends are endowme 
and pension policies. “Endowme 
policies are the best for you becau 
you will be insured for the next : 
years and, if you survive, besides tl 
insured amount, you get a con 
pounded return of 5%,” he says. Th 
means if I take a Rs 5 lakh cover ft 
30 years, I get Rs 25.2 lakh at the en 
of the term. I ask for a few clarific: 
tions. How is it possible to predict r« 
turns over 30 years when there is n 
stability of interest rates? Are my r« 
turns guaranteed? 
The advisor explained how returr 
are calculated and aggregated over 3 
years. And, of course, there are n 
guaranteed returns. “Even LIC (Lif 
Insurance Corporation of India) give 
no guarantees now, but the Tata grou] 
has an untarnished record and yol 
are sure to get your money back,” hi 
assures me. “But what about the othe 
private insurers?” I ask. He gives me i 
spiel on how other private insurers arı 
promising obscenely high returns 
which they will not be able to sustain. 
now know what to ask the next agent. 


12.00 noon: The insurance advisor from 
ICICl-Prudential arrives 


We go over the same routine of how in. 
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is own background and so on. 





appropriate for you. 


|. companies. 


 surance is important. He then gives his 
.recommendations — endowment or 
. pension policy again! The endowment 
. policy does look attractive. It promises a 
<- year-on-year cumulative return of 7.5%. 
Task for an explanation. He pounds at 
. his calculator for a while and struggles 
- with all kinds of calculations, but the 
numbers just don't add up. The figures 
projected on the chart are much higher 
than what his calculations show. He is 
apologetic: “I must be missing some- 
thing out.” My doubt is confirmed — not 
- all insurance agents know how returns 
-are calculated. 

-< [tryanother bait. "So what is the kind 
f commission you make?" About 30% 
f the first premium on endowment 
licies and about 7% on pension poli- 



























shing endowment policies so ag- 
ressively. “If | were to buy a policy from 
ou, do you think you could pay a part of 
1y premium from your commission? 
MyLIC agent says he is ready to pay my 
first quarterly premium for me,” I ven- 
ture. I am actually asking him to give me 
a rebate, a part of his commission as a 
kick-back for buying insurance from 
him. This practice, so freely used by LIC 
agents, has been declared illegal by the 
: Insurance Regulatory and Development 
Authority (IRDA). Any agent offering a 
rebate could have his licence revoked. 
My agent could have refused. But in- 





lam told. That explains why agents - 


erasa he ame m mea AA Ee e AIR ee A Pa aS AI 


RP 


tata a ara ong 













| hings To Watch Out For 
Here is a quick checklist to find out if you have got the right insurance agent 


l £^ He should be able to explain all the products he is selling, how returns are 
ilculated and answer all your questions about the policy, the insurance company, 


7” Ask him to show you all the products he has, not just the ones he considers 


i CE Ask to see his IRDA licence to make sure that he is equipped to sell you in- 
- surance and also ask for references before buying a policy from him. 


CS Ask him how much commission he will make if you buy a policy from him. 
Agents have to disclose this information. 


CE Don't ask for a rebate. It is illegal. If he offers to give you one, be sure that he 
isn't going to bother to service your policy. 


CS He is allowed to sell products for only one insurance company. 


CH He isn't allowed to give you a chart that compares his policies to that of rival 


CB Please go for the medical tests. If he promises to do anything illegal for you, 
| heis bound to do something illegal against you too. 


stead, he calls up his development offi- 
cer. "If a rebate is the only thing that is 
keeping you from getting a policy from 
us, then I am sure we can work out 
something," he says as he leaves. 


2:00 p.m.: The authorised life advisor from 
0M Kotak Mahindra is at the door 


By now, two assumptions have been val- 
idated. I decide to try a different tack. 
Maybe I could ask for a pure insurance 
(term) policy — which pretty much 
works like your motor insurance policy. 
You pay premiums and your life is in- 
sured. If you survive, your premiums are 
forgone. If you don't, your survivors get 
the insurance money. 

The OM Kotak agent is not the least 
bit interested in finding out what I do for 
a living or what my income is. Instead, 
he dishes out a money-back policy and 
an endowment policy based on my age. 
"Do you have a pure insurance policy for 
me?" I ask. He looks appalled and 
spends the next 15 minutes trying to 
convince me how 'useless' a pure term 
insurance policy is — so much so that 
even LIC didn't have one. According to 
him, private firms introduced these poli- 
cies here just because they were popular 
abroad. He should know, he was an 
agent with LIC earlier. : 

This is too tempting. I have to test an- 
other theory. According to IRDA rules, 
advisors are allowed to sell policies for 





only one insurance firm. But there are 
many private insurance agents who also - 
have an LIC agency in their wifes name. — 
However, this agent says he can't help — 
me as he has surrendered his agency. In 
fact, he launches into a monologue on 
how LIC is going to go down and only 
sound private players will survive. And 
thankfully, an emphatic ‘no’ to rebates. - 


4:00 p.m.: The sales team manager, Bajaj — 
Allianz, walks in —— | 
The only female agent to approach me, 
this advisor isn't paid a commission but 
a salary. Hopefully, she will not push 
policies down my throat. She, however, 
presents me policy options without ask- 
ing any details — age, profession, in- 
come or needs. But she does tell me 
about term insurance policies and even - 
suggests I get myself one, but only in | 
conjunction with an endowment policy 
“just to increase your risk cover", she 
says. Though she refuses to give any re- 
bate, she offers to send me a comparison 
chart showing how Bajaj's policies are 
better than those of rival firms. Another 
mísdemeanour, according to IRDA. 


6:00 p.m.: Enter the direct sales agent 
(DSA) for HDFC-Standard Life 


This agent is unable to explain policies 
or returns. And he is not paid a commis- 
sion, but a salary by his employer — the 
agent of the insurance company. So, is 
he equipped to sell me insurance at all? 
Has he completed the mandatory 100 
hours of training required of every 
agent? Thankfully, he has. But there are 
others in his office who haven't, he con- 
fides. So wasn't that illegal? The trick is 
simple: the DSA sends agents to pitch for 
a client but only an IRDA-certified agent 
closes the deal. So, the guy who comesto 
sell you a policy may not even be autho- 
rised to sell you insurance! 


| 8:00 p.m: A founder agent for Max New 
York Life Insurance rings the bell 


By now, I only want to know one thing: 
are selling pressures so high that agents. 


keting policies? Apparently yes. To main- | ` 
tain an LIC agency, an agent has to sell 12 
policies a year. For private insurers’ 
agents the target is 12 policies a month. 
| Apart from the usual spiel about insur- 
| ance and how his products are better 
than the others, the agent from Max tries 
to play on my emotional chord. “You can 
help me, I only need to sell two more 
policies to reach the 1,000 policies 
mark." I might have actually helped him 
if only I had a clue as to which was the 
| right policy for me. B 


— gan ener RRNA IRAP AN RVR IRA and Heer 
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have to resort to unethical ways of mar- ..- 


P Career information that makes sense. 


| E BUSINESS SCHOOL 





; ..JFIM B-School, Bangalore, is one of the fastest growing institutes and ranked amongst the top 50 B-Schools in India. This P 
_ autonomous institute, recognized by All India Council for Technical Education, Ministry of HRD, Governement of India, offers — 
> two-year full time Post Graduate Diploma in Management (PGDM) course, Executive MBA, Consultancy, Researchandsoon. — 





The institute with a vision of developing a world class business school wishes to recruit 
the high profile faculty in the following areas. 





Marketing e Human Resource Management e Organisational Behaviour e Business Policy & Strategy 
| Production & Quantitative Methods e Finance & Accounting e Information Technology e Entrepreneurship Development 
International Business & Trade e Economics 





Compensation 
] Package | a 
|2 years for doctorates | In the range between 
rs for non-Ph.d's in Rs.35,000/- to 
'e i |... Rs.50,000/-p.m. 


Eligibility Experience 


administration serving as Dean in 
Management School 


4l work or 7 a. in the discipline 
with good track record. 


work or post-graduate in the discipline — | training / industry. 
with good track record. 


Besides compensation package and other perks, faculty are allowed privileges of consulting and part 
lin corporate training programs with a scope of earning additional income as per institute rules. 


i The Director, 
INSTITUTE OF FINANCE & INTERNATIONAL MANAGEMENT 


#2461, 24th Cross, Banashankari | Stage, Bangalore - 560 070 Tel.: 671372, 6711495, 671266 Fax: 
E-mail: rkvsarathy@ifimbir.com 










How have the hypothetical stock picks of 
. the world's best investing minds fared? 


-.. VIKAS DHOOT LL BEEN 








Vitus seme Lo Gomy S nea RANA M Fart vue mi 


One WITH interest rates taking another hit in this Budget, the debt rush is dying down. 


5. Small savings are not very sexy either. Equities are cheap but scary. Though the 

.. market is flat, some stocks are on the move. But mining for those gems among the 
_ §,000-odd listed stocks in the Indian market is like seeking an ancestor's grave in the 
^... shifting sands of the Thar desert. What you need is an unbiased, detached and 


: .. pragmatic sage who can give you tips that will pep up your portfolio. 
»"s With this in mind, we did a story on what the world's greatest investment 


— — Strategists would buy in the Indian markets (see ‘Winning Strategists’, BW, 12 August 
/.... 2002). The results came from a product devised by Falcon Wealth Advisors (FWA), a 
.. Mumbai-based investing think-tank. After studying the work of eight market gurus, 
including Berkshire Hathaway's Warren Buffett, FWA ran 130 Indian stocks through 
-> the parameters these gurus would typically look at before investing. Eight months 

s later, we look at how these hypothetical stock picks have fared in the Indian market. 


The gurus can be divided into three categories. Warren Buffett and the father of 


> value investing Benjamin Graham have very long horizons (15-20 years). Short- 
|. term market manias dont bother them, which is why, we are not calculating the 

— getums on their portfolios this early. At the other extreme of patience are the 

... momentum investors, Martin Zweig and William O Neill. Their philosophy is: ‘Buy 
high, sell higher. So they use the tools of the traders (technical charts, oscillations, 
. etal) to catch a stock on the upswing, hold it for 15-30 days and get out. FWA has 
been constantly updating the gurus’ stock ratings. Zweig and O Neill's stock picks 
-have changed every fortnight. O'Neill has managed to clock in good returns. But 


.. trading costs would have singed their hypothetical Indian baskets. 
^^. The four others are mutual fund managers — they invest for the medium term 
(3-5 years) but are not sticklers for pure value or growth plays. David Dreman, the 


- -father of contrarian investing who loves battered-down stocks issued high scores in 


the periodic updates to Bank of Baroda (BoB)(@Rs 54) and Hindustan Inks (when 


se the price was at Rs 260). Both these stocks plunged further, but recovered 


sharply...BoB touched a high of Rs 85, and Hindustan Inks shot up to Rs 390. FWA is 


c -— trying to run more stocks through Dremans rigours. James Shaughnessy, on the 
other hand, is the no-nonsense and consistent type. The three stocks he picked in 
July are already bearing fruit. Indian money managers will do well to watch his style. 


Kenneth Fisher's attention to the price-to-sales ratio seems to be working well 


e here. A company can’t after all fudge its sales figures too much. BoB and Grasim, 
two companies that had high marks from him, are doing well, too. 


Among the four, Peter Lynch stands out for his diverse investing style. When the 


-=> whole market went gaga about Hero Honda's first quarter results, Lynch's score for 


the stock went from 100% to 0% (signalling a sell). The market price then was - 
Rs 320. His reasoning — the high earnings per share growth of over 5096 is unsustai- 


n . nable. Soon enough, Hero Honda started skidding and now quotes at Rs 215. 


All the gurus are unanimously negative about the cement industry (barring 
Grasim, which they favour for its cash flows). And banks, they reckon, continue to _ 


a good buys. All in all, this seems to be a good start for a brilliant stock research 


_ idea, As FWA’s Kartik Muthuswamy says, "This is turning out to be a good toal to 
* > reinforce your beliefs or force you to notice the flaws in your thinking.” Touché. Œ 
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: ters s used by the investing maestros. 

- The stock selection process is purek 

based ¢ on the interpretation ofthe gu- 
- rus’ investing styles by Falcon Wealth — 


- 'ORTFOLIOS | were constructed 


, using only those stocks which | 
- scored 10096 on the parame- 


Advisors (FWA). The scrips are noten- 


: dorsed personally by the gurus. 


-FWA brings out an updated - 


T scorecard on the 130 stocks that they _ 
. run through the gurus' style-sheets, - 
. every fortnight. So if Hero Honda got | 
. a 100% from Peter Lynch i injuy — 
< 2002, Lynch may give it 0% in the 
` next update if the latest numbers —— 
: don't fit in with his style. This. should e 
be read as a sell signal on the stock. 


. The returns. calculated are based © 


| on the original portfolios constructed - 
b by FWA and BW (eri issue dated 12 
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stocks they rode the rock: 
miementenr with mo rb dag] E E E RE ELA LEE 


‘Cipla, ICIC Bank, Bharat THE VALUE I 


e ics, Bharat Petroleum, 
ilite Industries, Reliance 
ndustries, Ashok Leyland 




















Nestle India, Pidilite Industries, 
ICICI Bank, Pantaloon Retail, Sun 
Pharmaceutical, Bharat Electronics, 
... Infotech Enterprises, Jammu and 
Kashmir Bank, Moser Baer, 
Navneet Publications, LIC Housing 
Finance, HDFC Bank, Hero Honda, 
Kotak Mahindra Finance, Infosys 
Technologies 
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| THE FUND MANAGERS : 

| Stock picks on Performance Total ren 

23 July 2003 Mockai RIUS EXS and new peks : Stock picks on 

; 8 SR pene maser en | , 23 ike 2903 

| GRASIM INDUSTRIES 2, 75% k TE | 

i James PE RAPRREANE CEES R REE ESHA RA KEOK RHE EE ESO MEER ER ed pean ERE pag a ain ine 3 

| STATE BANK OF INDIA 16. 00% 

| Shaughnessy STATE BANK OF INDIA 22.38% 16.00% satus quo 

1 J&K BANK 22905 | ala € s 

David um *| | > Exited LIC Housing | (bits and new w picks 

mw LIC HOUSING FINANCE - “lL. 57% E | Finance, picked Jas pipe: 
Kenneth VSNL 4629 s D ME. Sener Rand clés cna 

i MUS VSNL ; | Nota: Sinti Hip RARIOR are long-term 
| Fisher Jak BANK ^65) anor E | A 68% EIU VSN | — | investors, we have not included their stock | 
i TMT devons eet in ANE E i TEN "m 









J&K BANK — 
| TATA POWER l | 
h, " HERO HONDA - j «aw WREUARSEYYSBGSAMBACERUORPASTRANORECRHETUXARTRNEWRUAARRASA EE d 
T | B i 
Peter Lynch ——— | ASEA BROWN BOVERI —— EO mn 
Exits & Picks ASIAN PAINTS — e ee erate: toc iene RR oR eo DS 
Has exited (or cut his 100% AVENTIS PHARMA edo ?% MERCK — 
scores on) Hero Honda, Asian — | az Cola bu RENS THE : a NDIA TEES SN 
Paints, Cadbury, Cipla, Cummins BRITANNIA E NPA ORANET E RA a E en r dd ERRARE 
india, Dabur india, HPCL, CADBURY INDIA :  NEYVELI | LIGNITE CORP. a 
Hindustan Zinc and indo-Gulf paare ere ORE Ee oaen dd neri A 
l ONG 
: Corporation CIPLA ss : UU one DEAE WINE ; tester 
: : ; CUMMINS INDIA PFIZE 
i New Picks: Adlabs Films, Blue Dart dhaubnireesé wie dupaaWRIXT ensures DenRA eaten c OM MM 4 
| Express, Grasim, LIC Housing DABURINDIA - SHIPPING CORP. OF INDIA - 
| Finance, MTNL, Polaris, Sun GLAXO SMITHKLINE 







| Pharma, Great Eastern Shipping TOTAL RETURNS 
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“BOOK REVIEWS 


Sorry Tales About Our Old 


PAKISTAN 


Eye of the Storm 


By Owen 
Bennett Jones 
Viking (Penguin 
Books India) 
Pages: 316; 
price: Rs 395 





MOHAN GURUSWAMY 


NDIA and Pakistan were meant to 


have separated at birth. Instead we | 


have remained joined by a common 

history that is seen differently by the 

two, leaving us to live as quarrelling 
Siamese twins. We are bound together 
by our hate for each other and a realisa- 
tion that we have so much in common. 
The more we differ from each other the 
more similar we seem to become. If 
India is beset by a million mutinies, 
Pakistan is lashed by a thousand tyran- 
nies. The end results are the same. We 
languish at the lower depths of the 
UNDP's development indices but are 
armed with nuclear weapons. 

Not surprisingly, our achievements 
are few and far between. Our intense ri- 
valries on the playing fields instead of el- 
evating us to higher levels of achieve- 
ment have taken us on a downward 
spiral. Our communities abroad are 
mostly no more than restaurateurs, 
computer programmers and general 
practitioners providing basic services at 
competitive prices to high-cost 
economies in the advanced West and to 
the developing Middle East. Just as we 
are united by our hate, we are also one in 
our backwardness. The world is tiring of 











our incessant and atavistic quarrels but | made him the other God's voice in the 


is forced to sit up and take notice be- 
cause our ability to hurt each other has 
now acquired a global dimension. Not a 
day passes without some reference to us 
in the great newspapers from Washing- 
ton, New York, London, Paris and 
Moscow. We can no longer complain 


plaintively that the West doesn't read | 
| Pakistan what it is today. Like in any por- 


and write enough about us. 

When Western writers and journal- 
ists began writing about China, they did 
so because of a perception that a great 
nation was emerging to take its rightful 


place on the world stage. Their expecta- | 


tions were rewarded beyond imagina- 
tion. China has not only become the 


magnet for foreign capital, butitisalsoa | 


beacon of economic growth and devel- 
opment. But Western writers, ever quick 
to sense a market at home for their 
wares, have begun to take note of us, es- 
pecially Pakistan, for all the wrong rea- 
sons. Even if they are written for all the 
wrong reasons, the two new books about 
our old friend the enemy, Pakistan: In 


the Shadow of Jihad and Afghanistan by | 
Mary Anne Weaver and Pakistan: Eye of | 
the Storm by Owen Bennett Jones are . 


eminently readable not because they are 
well-written but because they tell us 
about how different India and 
Pakistan have become in 

the decades after the 


British left. PAKIST, AN 
Both books have as 

much similarity as SM poe e 
dissimilarity. Weaver Afehahistan 
is a well-known pia 
writer who has lived By Mary Anne BOW 
and travelled exten- Weaver — — 

; : ; Viking (Penguin 
sively in Pakistan. Asa Books India) 
well-connected Amer- Pages: 276; 
ican journalist, every price: Rs 395 


door in Pakistan opened 

readily to her. Jones had it 

even better. He was the BBC's 
man in Pakistan, which not only 


MARY ANNE WEAVER, a writer and foreign correspondent for The 
New Yorker, is a specialist on South Asian and West Asian affairs. She 
has reported from most capitals in the regions in the last 20 years 


OWEN BENNETT JONES has written for newspapers and journals in 
the UK and has broadcast regularly for both BBC Radio and TV 











country, but also its ears. But to read 
Weaver is to experience a craftsperson at 
work. She writes with great felicity and 
paints a vivid portrait of a nation that 
seems to have embarked on a journey 
against the course of the river of time. 
Her book is a set of seven portraits of the 
leaders and social conditions that make 


trait gallery, some portraits appeal more. 
Her picture of Balochistan is one of 
thriving feudalism, social backward- 
ness, dormant nationalism and tribal 
and ethnic antagonisms set against a 
bleak landscape. It also tells of a country 
artificially bound together by religion 
and where the parts are straining to tear 
the new shroud of a Punjabi-dominated 
nationality. The imagery is indelible and 
it should put an end to any immediate 


. hopes of gas from Central Asia and Iran- 


ian oil in pipelines across the feudal bad- 
lands of Balochistan and Sindh coming 
into India. 

Weaver's chapter 'Hunting with the 
Sheikhs’, which is ostensibly about the 
seasonal hunt of the houbara bustard, a 
fleet-footed desert bird pursued to near 
extinction by Arab princes on a hunting 

campaign in luxuriously ap- 
pointed all-terrain vehicles 
equipped with 
high-powered ri- 
fles and trained 
falcons, is actually 
a picture of how a 
nation has prosti- 
tuted itself in a bid 
to become more 
Middle-Eastern 
and less South 
Asian. Saudi and 
Gulf Arab royalty 
like Prince Ban- 
dar, the Saudi envoy in 
Washington, Prince Khalid, 
the notional commander of the 
Saudi forces who supposedly took part 
in the Desert Storm campaign in 1991, 
and Sheikh Maktoum of Dubai not only 
violate international norms on hunting 
endangered species, but also mock Pak- 
istans national dignity. For instance, 
huge fenced tracts ofland in Balochistan 
are out of bounds even for the Pakista- 
nis. Here, near the Chagai hills where the 
Pakistanis tested their nuclear weapons, 
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REVIEWS | BOOK. 


K A L 


E cS 


Friend The Enemy « 


the Saudis have even built an airfield at 
Dalbandin where they land and take off 
without the slightest reference to any 
Pakistani authority. The Saudis in return 
have financed Pakistan's nuclear pro- 
gramme as well as its growing religious 
orthodoxy. It's not without some irony 
then that Dalbandin airfield is now a US 
military base from where the war on an- 
other bunch of Saudis led by Osama bin 
Laden is being pursued. He, of course, 
has had better luck than the houbara 
so far. 

Jones's is a wide survey of Pak- 
istani politics and the impulses 
that drive it — mostly Islam 
and India. It is 






interesting if you 
don't know Pak- 
istan, but is even 
so to those more vnm 
familiar with "n 


that country. It 
has the quality of 
a grainy black 
and white docu- 
mentary film 
shot with a 
handheld 16 


VEENA KUKREJA, an associate profes- 
sor in the department of political sci- 
ence, Delhi University, is the author of 


several books on South Asia. She 
cialises in international politics and 
Pakistan studies 


mm camera. But every now and then the | 
camera gives us a glimpse ofa factofhis- | 
tory that we might have missed in the | 


first viewing. For instance, he tells of how 
the Khan of Kalat, Mir Ahmed Yar Khan, 
and the ruler ofthe biggest princely state 
in Balochistan sought to be independent 
of Pakistan just as the Nizam of Hyder- 
abad aspired to be of India in 1947. Hari 
Singh of Jammu and Kashmir wanted to 
be independent of both, while the 
Nawab of Junagadh wanted to be part of 
Pakistan. Like the Nizam, the Khan re- 
mained separate for eight months be- 


fore Pakistani troops moved in. But the | 


case of Kalat is different. It was a Muslim 
ruler of a Muslim state who then wanted 
out. Islam was not enough of a force to 





bind him to Pakistan. It is still not, appar- 
ently. The Bengalis have left it. The Sind- 
his want out, the Pathans still long for a 
Pakhtunistan and who knows what the 
Mohajirs from India want? Jones writes 
with authority and with the deep insight 
of a journalist who knows the socio-po- 
litical terrain intimately. At times he pro- 
vides credence to his conclusions with 
statistics and tables, but all through this 
bookhis professionalism shows and that 
is more than enough assurance. 
Contemporary Pakistan, the third re- 
cent book about our national 
bete noire is by academic 
Veena Kukreja. This is 
serious reading. 
What she lacks in 
style she makes 
up with sub- 





CONTEMPORARY 
PAKISTAN 


stance with 

Political Processes, tightly-packed 
«€ Conflicts and Crises data. Like a 

By Veena Kukreja needlepoint 

Sage Publications embroidered ta- 
Pages: 338; price: Rs 295 pestry, which is la- 
boriously and meti- 
culously put together, 


Kukreja assembles her 
facts and analysis in detail. 
Understanding and writing 
about Pakistan without her 
book by ones side will never 
again be possible. It is the 
story of Pakistan from the be- 
ginning to now and it focuses 
on the economy, the political 
role played by the military and 
its implications for democ- 
racy, the growth of fundamen- 
talism and drug trafficking. It's a sorry 
tale that emerges from these pages. 

Pervez Musharaff promises to re- 
structure Pakistan and turn it back from 
the self-destructive course that the bad 
winds of Islamic fundamentalism have 
taken it on. But Kukreja doesn't hold out 
much hope for the country. The pity is 
that she isIndian and her work will never 
gain the credibility that much less schol- 
arly works by Western writers have. 

The world knows what India and 
Pakistan mean to each other and what 
they intend for each other. Till death do 
us part? W 


spe- 





Mohan Guruswamy is a policy analyst on 
economic and security issues 
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Gulf War Horrors 


JARHEAD 


By Anthony Swofford 
Scribner 
Pages: 272; price: $24 


the unfamiliar terrain may be 

trying for the American forces 
sent to wage war on Iraq. What's 
more unsettling, according to 
reports reaching here, is a down-in- 
the-sand account of the 1991 war 
written by a former marine. 
Anthony Swofford’s profane 
account of Gulf War I is not the 
skirmish reported by CNN. It is 
abrasively honest about the terror 
and the unending nightmare that it 
was even for a member of the US 
army's elite fighting force, the 


LES heat, the sandstorms and 


marines or the jarheads, as they are — 


known. Swofford 
himself once the 
rockets started 
exploding around 
his units encamp- 
ment. The adren- 


LA 
AP 
but fleeting, and 
_ a 
how it's in the = 
waiting that soldiers are really 
made. He also recounts the worry- 
ing, the drinking and the lusting 
that was part of Operation Desert 
Shield that turned into Operation 
Desert Storm. The ex-marine writes 
about how he was punished by 
boredom and fear, of considering 
suicide, the time he pulled a gun on 


one of his fellow marines — all too © 


reminiscent of the recent incident 
in which a US soldier turned on his 
companions on the Kuwait border- 
and the terror of being shot at by 
both the Iraqis and Americans. The 


. most searing image in the book is 


of Swofford, at the end of the war, 
hiking for miles through a land- 
scape of incinerated Iraqi soldiers. 
This first Gulf War memoir by a 
frontline infantry marine is a brutal 
tale all right, and yet, meditative as 
it contrasts the juiced-up machis- 
mo of jarhead culture with the exis- 
tential loneliness of combat. = 
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AFTER THE WAR 


The Afghan example shows that the reconstruction of Iraq will not be as easy as it may seem 


"What is at stake is not an axis of evil, but oil, money and 
peoples lives." —John le Carre 


HETHER we like it or not, the war in Iraq will in- 
evitably be won by America. When BW went to 
press, the invading army was at the outskirts of 
the Iraqi capital. George Bush and his cowboys 
will sooner or later get what they want — a 
regime change in Baghdad. 

And then what? It may seem a bit premature to speculate 
on this topic, but there is a good reason why we would like 
to jump the gun. What happens in post-Saddam Iraq? The 
question has been analysed from various angles — the im- 
pact on oil prices, the balance of power, the global econ- 
omy, etc. The key question remains — what happens to the 
Iraqi people? Will they really be better off after the 
bombers have returned to base? 

Look at Afghanistan, which had its own 
regime change a year or so ago. The Afg- 
han economy — or whatever was left of 
it after 20 years of fighting — has dete- 
riorated even further, according to a 
report on instability in Asia brought 
out by the Mumbai-based Strategic 
Foresight Group. Per capita incomes 
have fallen steeply, from $300 in 2001 
to $200 in 2002. That's a 3396 fall since 
the Taliban regime was replaced by 
Hamid Karzai's interim administration. 
By the end of 2002, most of the 1.8 million 
Afghan refugees who returned from Iran 
went back because ofthe lack of opportunities. 
Farmers hit by the drought have gone back to poppy 
cultivation, which had been banned by the Taliban. 

Foreign aid was expected to fill the gap. But the record 





here, too, has been rather sorry, says the report. In January © 


2002, The International Conference on Reconstruction As- 


sistance to Afghanistan was held in Tokyo. Previously, vari- | 


ous international agencies had estimated that the recon- 


struction would require $15 billion over a decade, including — 


$10 billion in the first five years itself. The Tokyo conference 
pledged only $4.5 billion for the next five years and $1.8 bil- 
lion was allocated for 2002. Of this, $400 million was used to 
pay government salaries and most ofthe remaining $1.4 bil- 
lion was spent on humanitarian aid rather than on recon- 
struction. The allocation for 2003 is even lower: $1.2 billion. 
Result: there has hardly been any progress in Afghanistan 
after the regime change despite all those promises. 

Iraq is no Afghanistan. It has the world's second-largest 








ANTHONY LAWRENCE 


| store of oil. That will ensure that it will get more attention 
_ than Afghanistan does. Recenthistory shows that the Amer- 
_ icans have rebuilt countries after winning wars, most no- 
| tablyin Germany and Japan. But the successful reconstruc- 
| tion of those countries followed from Franklin Roosevelt's 
| vision of America as an inclusive power. George Bush and 
| his advisors are clearly more comfortable being in full con- 
. trol rather than working with international institutions like 
_ the United Nations. That means that the sincerity of pur- 
| pose that led to the Marshall Plan could be missing today. 
| The Iraqi economy is in a mess. The CIA Yearbook 2002 
| paints the picture ofa weak and heavily-indebted economy. 
Average incomes ($2,500 in terms of purchasing power par- 
ity) are well below what they were two decades ago. This is 
the result of the long war with Iran, the decline in global oil 
| prices since 1980, international sanctions and misgover- 
nance. Economic fortunes are strongly linked to 
oil prices. If they fall after the war, Iraq's econ- 
omy could suffer a few more grave blows. 
On the political side, Saddam's 
regime has systematically destroyed 
independent institutions, leaving be- 
hind tribal loyalties as, perhaps, one 
of the only surviving part of civil soci- 
ety. The details may differ, but Iraq 
could face the same problems as 
Afghanistan: a weak economy and 
warring tribes, It may not be a pretty 
picture. Iraq's strong secular tradition 
may prevent the worst, but a crumbling 
economy may send desperate young men 
into the vortex of religious fundamentalism. 
The supporters of the war would, perhaps, argue 
| thatinternational aid would pour in to help rebuild Iraq and 
save the people the tough choice between tyranny and an- 
archy. They may be right. Iraq may end up as a stable, pros- 
| perous and democratic country. But the Afghan example 
shows that the road ahead is not a smooth one, and early 
` promises about international help can easily be broken. 

All we'll need is another flare-up elsewhere. Iraq was the 
distraction that took international attention off Afghan- 
istan. Reconstruction commitments have not been met. 
Why should one assume that Iraq will be different? Or that 
Iraq will not be forgotten once the next evil monster is iden- 
tified by George Bush? It could be North Korea. Or Saudi 
| Arabia. Or some other place that the geographically-chal- 
. lenged gang in the White House points their fingers at. 
| The war may be a short one. But there is still a long and 
| rocky road ahead for Iraq's long-suffering citizens. "m 
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| 
THE government 
must ensure the 
| implementation of 
the right fiscal 

| package to bring 
| 

| 

| 

| 

| 


down the cost of LNG. 


S. CHARY, Chennai 


@ Finally, the focus is shifting to the 
core sector, and rightly so. We must 
understand that without giving ade- 
quate attention to the core sector, we 
just cannot rev up the engine of eco- 
nomic growth. After all, services do 
ride piggyback on infrastructure. But, 
no matter how attractive gas may 
seem today, its success will ulti- 
mately depend on the efficacy of the 
regulator — is it effective, strong 
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New strikes will 
double supply 
in 156 weeks 


willed and just? Perhaps one should 
learn from the experiences of the 
Telecom Regulatory Authority of In- 
dia (Trai), which has been seriously 
hobbled by absence of powers. In all 
likelihood, the mantri-babu nexus 
wouldnt let go of the gas opportunity. 
And this is one thing that should be 
avoided at all costs. 

POORNIMA SINHA 


| | = J$ fective, y- | New Delhi 
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IMPRACTICAL THEORY 


Yasheng Huangs theory of inefficiency 
may be specifically designed for China 
(Inefficiencies Attract FDI’, BW, 24 
March), but it seems to be irrelevant. De- 
veloping countries are inefficient in 
handling resources and that would be 
eliminated in due course of time. Attrac- 
tiveness in terms of trade and regula- 
tions attract foreign direct investment 
(FDI) and not inefficiencies. Assuming 
the proposition to be true, every devel- 
oping country is inefficient and should 
draw FDI. But that does not happen. In- 
dia and China attract FDI due to cheap 
labour and technological advantage. 
ANKUR GOYAL 

Via email 


GROW MAX 

Max Healthcare's strategy of growing 
bottom-up (‘Analjit’s Antidote’, BW, 17 
March) reveals that the main rivals of Dr. 
Max primary care centres are general 
practitioners (GPs). The growth drivers 
in this segment are: a) popularity in the 
local community; and b) word-of- 
mouth promotion. Dr. Max, with its cor- 
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utilise opportunities in the secondary 
and tertiary healthcare segments by en- 
listing the support of GPs through rela- 
tionship management programmes, 

R.S. MANI 

Coimbatore 


NOT ENOUGH WAVES 


As far as FM radio (‘Licence To Kill’, BW, 
24 March) is concerned, one thing is 
clear — Indian markets are a different. 
ballgame from the West. Here the mar- 
keters are chasing a small proportion of 
the population that lives in the cities and 
has spending power, So the market size 
remains small. And when all FM stations 
target the same people, they sound simi- 
lar and channel fatigue sets in. ; 
VISSA VENKATA SUNDAR 

New Delhi 


CORRIGENDUM 


The name of the cellular alliance be- 
tween BPL Mobile, RPG Cellular, Spice = 
Telecom and Escotel (/MobileOne: A call 
for. help, BW, 7 April) is MobileFirst. The 
error is regretted. 


| ‘lates: can (alc bo una to | 
editor&bworldmail.com | 
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weum, was recently tested at an internationally accredited la 
"es intake valve deposits 


sits to less than 10 mg/valve 


WER, the petrol with special additives from Hindustan 
b in Germany. It was concluded that usage of POWER 
in an engine to 3 mg/valve. By international standards any petrol that reduces 
, IS considered a top performance petrol. No wonder POWER results in a healthier and 
?r engine, more mileage, easier acceleration and less emissions. No wonder, it has received a tremendous response 
Khe consumers. Get a tankful of POWER. It costs just marginally extra. But it saves you a 


lot in the long run. 
^ is available at select Club HP outlets in Mumbai, Delhi, Kolkata, Chennai, Bangalore, Hyderabad Ahmedabad, P 


une and over 40 other cities 


POWER is among the world's best-performing fuels. 


And that's an international verdict. 
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PETROL WITH ENERGY BOOSTERS 
Healthier engine. Better performance. 
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Srini Rajam of Ittiam Systems: 
capitalising onthe opportunity 








4 LETTERS TO THE EDITOR 
49 BIZQUIZ 
66 EDITORIAL 


IN THE NEWS 


8 ITES Attrition rates shoot up to almost 60% as more 
and more companies enter the BPO fray. 


10 UTI BANK The bank botches up the Tata groups at- 
tempt to enter the banking sector. 


ECONOMY 


20 ECONOMICS 2.0 The euro could seriously threaten 
the dollar as the world's most preferred currency. 


22 TAX Ifthe CBDT is to be believed, paying bribes to 
income tax officials could become a thing ofthe past. 


23 VAT Corporate planning comes 
to a halt as the switchover to 
VAT is deferred yet again. 


24 BANKS Bank 
profits could take 
a Rs 3,300-crore hit as 
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COVER STORY 


o Promising Avenues 


There's an exciting new business opportunity open- 
ing up for Indian software firms — the embedded 
systems market. It is a very different business from 
what Indian companies have been used to. For one, 
itis far more complex. Companies need to under- 
stand hardware, software and product architecture 
before they start developing embedded software. 
But the increasing component of software in hard- 
ware devices gives Indian companies an edge. In the 
next few years, Indian designers would have touch- 
ed a large number of devices. It is not a game for big 
players, but the embedded 
systems market will produce 
many specialised firms in 
India, some of which could 
be product companies. 





POLITICS 


44 IRAQ WAR India’s pro- 
nouncements on the 
Iraq War have been 
changing every so often 
— from the soft to the 
shrill and vice versa. Why 
is it so? 


Bush (left) and Vajpayee 


BUSINESS 


| 36 EMBEDDED SOFTWARE Small Indian technology 


companies are helping drive revenues of silicon 
majors like Texas Instruments and Analog Devices. 


RELIANCE INFOCOMM Interconnect problems 
have slowed down Reliance's 
telecom rollout plans. Now, 
the company is tweaking its 
schemes to bring its boat 
back on course. 


INTERVIEW Trai chairman 
Pradip Baijal on the issues 
that need to be tackled 
immediately and the tele- 
com agenda for the future. 
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LEAD STORIES 
© Testing Times 


The Iraq war has 
increased uncertainty in 
the global environment 
phenomenally. How do 
businesses manage risk 
Ku TE in times like this? 
© Holding Up The Economy 
Is the economy T | 
headed for a struc- $ 
tural change? Has it T t 
found a new engine | 
of growth in con- | 
sumer demand even ! 
as investments and 


government spend- 
ing slows down? 














58 REAL IMAGE This Rs31-crore Chennai-based com- 
pany wants to change the entertainment landscape 
in India with its cool media technologies. And its 
QJam jukeboxes and DTS sound systems have al- 
ready started making waves. 


TECHNOLOGY 


THAT'S IT: MALA BHARGAVA 
If you are inclined to be on the 
Internet for over two hours a 
day, broadband access is 


worth considering, if you can 
afford it. 


BOOKS 


62 ON SHAKY GROUND After billions of dollars of 
write-offs, most corporate venture capitalists are ly- 
ing low. So are the glory days of corporate venturing 
all but over? 
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Time To Brace Up 


HEN will the warin Iraq Wm 
W end? This has become MISS LOL UU 

my favourite question $ d 
these days. I pose it to friends, ac- | 
quaintances and total strangers. 
The range of responses I get is 
amazing. There are people who 
still expect the war to end quickly 
despite the mounting problems 
that the US-led forces are facing. 
And there are those who hold 


= (Ne): i 
CROSSOVER 
A 


that this war will go on for months, if not years. Personally, I 
am inclined to agree with the second group, though I keep 
hoping for a quick end to the war. 





The second question I ask these days — this one only to my 
businessmen friends and acquaintances — is: what effect is 
the war likely to have on their businesses? Again, the an- 
swers I get run the gamut. No two businessmen, even in the 
same industry, agree on what the side-effects will be. What 
it all adds up to is this: we were going through rather uncer- 
tain times in the last two years, and the Iraq war has only in- 
creased the uncertainty by a factor of 100. What can busi- 
nesses do to combat this uncertainty? That is the subject of 
our story on page 38. Assistant editors Ranju Sarkar and 
Navjit Gill worked on it with deputy editor D.N. Mukerjea. 


On to a cheerier topic. An exciting business opportunity is 
opening up at the junction between hardware and software 
— embedded technologies. An embedded software is es- 
sentially a piece of software that has been integrated with a 
hardware device. This software performs many of the func- 
tions that the hardware used to handle earlier. Most of the 
new generation of hardware devices are built with embed- 
ded software. This approach is becoming increasingly pop- 
ular with hardware manufacturers because it makes upgra- 
dation of the hardware device easy. When you introduce the 
next generation device, all you need to do is rewrite the soft- 
ware instead of trying to redesign the entire hardware. 


A number of Indian software companies are doing highly 
complex embedded software work. In our cover story this 
week, science editor P. Hari takes a close look at what em- 
bedded software means for the Indian software industry. 


"wm 


(AVEEK SARKAR) 
CHIEF EDITOR 
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BUSINESS PROCESS OUTSOURCING 


It’s time to leave 
your job, again 


Tisthehighest employee turnover 


India has seen in any industry, 


ever. That too in a dismal job mar- | 


ket. In the past 6-9 months, attri- 

tion rates in BPO operations have 
scaled new heights, from 3096 to a peak 
of 60%. That is enough to jack up recruit- 
ment costs and compensation and 
threaten India's main competitive ad- 
vantage — higher productivity at lower 
costs than elsewhere. 

Till last September, BPO firms had at- 
trition rates of 22-25%. Finding people 
was tough yet manageable as HR teams 
scouted for recruits in small cities. 

Today, things are different. Gartner 
India puts attrition rates at 40-60%, with 
the more stressful telemarketing opera- 


tions seeing greater flux than the less | 


taxing back office transaction process- 
ing outfits. The reason? A flurry of new 
ventures in Mumbai and Delhi. 

“In the last six months, half-a-dozen 
new players have opened shop in Delhi, 


while in Mumbai, there have been at | 
least 10 new players. Expansion plans of | 


existing companies have (also) led to a 


surge in demand, resulting in higher at- | 








trition,” says Pradnya Parasher, head 
(HR), eFunds, a 2,600-person BPO outfit 
in the financial services domain. The 
3,000-person Daksh eServices has seen 
attrition go up by 3-5 percentage points, 
says Aniruddha Limaye, vice-president 
(corporate HR & training). 

New players blamed for the churn 
include JP Morgan Chase, Exult, Intel- 
liNet, Agilent Technologies, Hutchison, 
Fidelity, UK-based contact centre Ver- 
tex's India operations and Churchill In- 
surance. Older players like EDS, Daksh, 
ICICI OneSource, eFunds and WNS con- 
tributed with their expansion plans. 

According to Parasher, this has led to 
a demand for 12,000-15,000 people for 
which, these players are poaching on 
other, established ones. As a result, the 
cost of holding people has gone up by 


18-20%. A company now spends Rs | 
12,000 per new hire on higher ad spends, 


head hunter fees, time interviewing can- 
didates and in devising churn manage- 
ment strategies. “With this, we will raise 
costs of doing business," Parasher says. 
A preference for multinational 
brands is also driving the churn, says Su- 








` 


down) remark. 


INDIA 2ND IN GLOBAL ENTREPRENEURSHIP SURVEY 


The veiled truth 


NDIA exhibits the most entrepreneurial energy after 
[1a That's the finding of Global Entrepreneurial 
Monitor (GEM), an IIM-Bangalore study of 37 countries. 
The GEM total entrepreneurial activity (TEA) measure of 
this energy for India is 17.88 (18.9 for Thailand). 
GEM says global TEA was lukewarm and Indian TEA 
was full of aroma. Yet, that brew may just be a little bitter: 
Indian entrepreneurs show a herd mentality matched 
only by stockbrokers. About 96% start a business already in 
the market. And 5796 start restaurants or bars. That explains 
your paanwala's oft-heard ' Dhanda manda hai' (Business is 


Over 80% employ only one person — themselves. 
Most start a business due to opportunities, not 
out of necessity. Only 1096 are graduates; 9476 
get start-up capital from friends and family. And, 
only 596 of the Indians surveyed are 
entrepreneurs. 
SHISHIR PRASAD 





DILEEP PRAKASH 
Nc B. "Wt. E 





HEMANT MISHRA 


jay Chohan, vice-president and research 
director (offshore BPO), Gartner India. 
"People feel more secure with back of- 
fice operations of Dell, Convergys 01 
Standard Chartered. Earlier, companies 
hired 60-100 people a month; now this i: 
the per week requirement," he says. 
New companies are under pressure 
to show man-years of experience. "Thi: 
is done by hiring people with 1-2 year: 
experience. Also, there are ads for peopk 
with up to 3 months of experience — : 
clear case of poaching," says Parasher. 
To control attrition, India Life Hewit 
no longer hires freshers. As a result, attri 
tion has fallen from 25% to 15%. Sonal 
Verma, vice-president (operations) o 
Hughes BPO Services, feels an ideal ratic 
of freshers to experienced is 60:40 o 
75:25, based on process complexity 





I-FLEX TECHNOLOGIES 


Dutch 
hospitality 
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Other firms have 'non-hire tie-ups 
where they agree not to hire each other's 
employees. eFunds has such deals with 
ICICI OneSource. 

HR managers say the market is get- 
ting tougher — even trainees want a ca- 
reer plan and look at growth options ona 
two-year time horizon. Analysts say at- 
trition will come down in the long term. 
Says Chohan: "Higher attrition is natural 
and nothing to worry about. Firms 
which try to pay more to curb attrition 
will end up increasing costs of doing 
business." The US and UK BPO markets, 
serviced by part-time workers and 
dropouts, has 80-10096 attrition and 
hence, poor productivity and low qual- 
ity. Meanwhile, Indians must slog to re- 
tain the competitive edge. 

SHELLEY SINGH 


. Advertisers use Aaj Tak to reach Hindi audi- 





HEADLINES TODAY 


English all the way 


AFTER Aaj Tak, Headlines Today is the sec- 
ond news channel from TV Today. Vanita 
Kohli asked CEO G. Krishnan whether the 
new channel can replicate Aaj Tak's success. 


lii In an overcrowded market (news 
broadcasting), what are your chances? 
Apart from NDTV, which will launch in a 
week, there is no (Indian) English news 
channel. Star News was only 50% English... 


W is the market big enough? 

When we started, it was a Rs 100-crore mar- 
ket... (Today) the market is Rs 200 crore-250 
crore and nobody has shut down. 


W Aaj Tak succeeded due to local adver- 
tisers. What about the English channel? 


ences as other media do not give them the 
same reach or penetration. In English, the 
advertiser will be more metro-focussed. 





DILEEP PRAKASH 


- Also, the rates for Headlines Today will be slightly higher than for Aaj Tak. 


lll What are the targets? 
In six months Headlines Today should be where Aaj Tak was in that time. 


W Any fears? 


No fears, just... how to make content more interesting. „The English news 
viewer is used to so much, he won't pardon us for mistakes. 








How has i-flexs Dutch imbroglio affec- 
ted business in Europe? CEO (India 
operations) and CFO Deepak Ghaisas 
spoke to Shishir Prasad on the subject. 


W What is the status of your business 
in the Netherlands? 

We have Dutch nationals who are i-flex 
employees and they will interface with 
the customers. The Dutch business 
contributes 3% to the total (revenue), 
so it should not have a large... impact. 
But we are being totally transparent 
with the authorities to make sure there 
is no impact on i-flex’s reputation. 


lll How will you compensate for people 
forced to leave the Netherlands? 

Some part of the work will have to 
move offshore... telephonically. We will 
hire a few... Dutch nationals to make 
sure service levels remain adequate. 


DŘ 


EXIM POLICY 


@ What do your Dutch customers say? 
They have been supportive. We told 
them that for two weeks it is going to 
be... rough, but over the length of the 
project we will deliver on time. 


B Mr Senthil Kumar was detained in 
London (though later released on bail). 
is this affecting your customer 
relationships in the UK and London? 
Quite the contrary. Our customers in 
the UK have been very understanding. 
They told us that the Dutch govern- 
ment is, at times, particular about im- 
migration issues. They know this... case 
is based on suspicion, (not) proof. 


W What's happening in Kumar's case? 
Our first job is to get Senthil out. We... 
have retained one ofthe best lawyers in 
the UK (in this field), Peters and Peters, 
to argue our case. LE 


Same old story 


HERE'S a sense of déjà vu as one 
| reads the details of the 2003-04 

Exim policy. Every year, the min- 
ister announces "special packages" for 
software and agri export zones, simpli- 
fies procedures to cut transaction costs 
and rationalises EPCG. Every year he re- 
moves quantitative restrictions wher- 
ever possible. And provides sops for 
hardware and a few select sectors. 
Thereafter, everyone forgets the policy. 
And export growth follows global trends. 

Arun Jaitley is no different. The only 

new thing is a detailed explanation on 
why an annual policy is needed. A testi- 
mony to the irrelevance of Exim poli- 
cies? Perhaps. How else does one justify 
the additional employment of 556 per- 
sonnel in the Department of Commerce 
in 2002-03? u 
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MARTEN MICKOS 


Round II: Open 
war on database 


AFTER the operating system, Open 
Source is directing its next attack on 
database software. And this time, the at- 
tack comes from northern Europe. Swe- 
den-based MySQL has been in the news 
recently for taking on the likes of Oracle, 
IBM and Microsoft in database applica- 
tions. Till now it has had about 4 million 
installation downloads — mostly as Web 
databases. In India, Jobsahead and Indi- 
ainfo.com use it. The start-up is holding 
a conference in San Jose in April. Vidya 
Viswanathan spoke to the company's 
Finnish CEO, Marten Mickos. Excerpts. 


@ When is MySQL likely to enter 
mainstream enterprise? 

It is a significant alternative already. 
Open Source, through Linux, is making 





ATMs 
Moneymaker! 


OTAK Mahindra, the latest 

entrant in the banking sector, has 
struck a deal with UTI Bank by which 
Kotak customers can use UTI's ATMs 
for free (Kotak will pay a fee for the 
transaction). For the first time in 
India, a private sector bank will 
function without owning an ATM. 

The deal makes sense for both 
banks. Kotak doesn't have to set up 
and run an ATM network (It takes 
Rs 7 lakh-8 lakh a year just to run one 
ATM). And UTI Bank can earn money 
from what was earlier a cost centre. 
“ATMs are no longer a source of 
competitive advantage," says 
Hemant Kaul, head (retail), UTI Bank. 
For UTI it's a pretty profitable 
strategy: from similar tie-ups with 
other banks its transactions per ATM 
have jumped 13% while the 
contribution to its bottomline last 
year was a cool Rs 2 crore. L2] 


AVINASH CELESTINE 





its way into large enterprises like 
Merrill Lynch and Morgan Stan- 
ley. Today it is the OS. In two 
years, it will definitely be the 
database. Today, Yahoo!, Google 
and Slashdot run MySQL. All of 
Yahoo! Finance and 75 other ap- 
plications in Yahoo! run on 
MySQL. We have 4 million instal- 
lations. People prefer Oracle for 
some development features. But 
give us time and we will catch up. 


@ What is your business model? 
You can pick up our code under 
GPL (general purpose licensing). 
Then if you modify it, you have to 
put all the modifications back 
into Open Source. Or you can buy 














UTI BANK 


Cold shoulder 
for the Tatas 


Banks management wanted to raise 

funds through a preferential share 
allotment. India's premier industry 
house, the Tata group, offered to pay 
17% more for the shares than the com- 
petition was shelling out. Instead, for 
Rs 42.75 per share, private equity in- 
vestors Chrysalis Capital, Citi Private 
Equity and insurance major LIC (an ex- 
isting investor) walked away with the 
deal that has resulted in UTI Bank 
raising $35 million. 

What was so wrong that UTI Bank 
couldn't take on the Tatas as partners? 
The Tatas were unavailable for comm- 
ent, while UTI chairman and managing 
director PJ. Nayak refused to answer any 
questions on the issue. 

The real story lies in the disagree- 
ment between the Tatas and an existing 
UTI Bank investor — CDC Capital. Ac- 
cording to sources, the Tatas were keen 


I T should have been a done deal. UTI 


on investing in UTI Bank because they 
wanted a foot inside the banking sector 
after the Tata Finance debacle. UTI 
Bank, for its part, wanted cash to fuel 
growth. "In December our capital ade- 
quacy ratio fell to 9.896 on account of 
fast growth. It should ideally be close to 
1176," says Nayak. There were many in- 
terested parties but CDC, an existing in- 
vestor, had a rider: it wanted the new in- 
vestor to be a purely financial investor 
and not someone who would look upon 
the bank as a strategic investment. Typi- 
cally, financial investors look at merely 
improving a company's performance to 
increase the value of the stake while 
strategic investors may use their invest- 
ment in a company to achieve some 
larger goal in their overall corporate 
strategy. So a Chrysalis Capital may sim- 
ply want to improve the performance of 
a Spectramind to increase the value of 
its stake while Wipro, the current in- 
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it at $360 per server. MySQL offers 24/7 
support across the world and that ser- 
vice is a revenue earner. We have al- 
ready broken even on a monthly basis 
and have alot of the VC money left. So 
we are not going to disappear. 


W How do you compare against other 
Open Source databases? 

There is Sapdb, Postgres and Firebird. 
Ours is a platform based on speed, ease 
of use and reliability. EWeek (the online 
magazine) did a database comparison 
and found we were faster than MS, IBM 
and Sybase and were comparable with 
Oracle. Postgres has more features. But 
we balance features with speed. Or soon 
you will have a spaghetti of code. We 
love it when people use Open Source 
and recommend other databases... For 


cle. The syntax is identical. 


W What is the future of software? Will 
everything become Open Source? 

I believe that all infrastructural software 
will become Open Source in the future. 
Take Trolltech in Norway, Ximian and 
Sleepycat in the US, all are in the busi- 


vestor in Spectramind, will want to use 
Spectramind to offer BPO services to its 
clients as a part of its overall game plan. 
According to sources, the Tatas were 
initially looking at the UTI investment 
purely from an investment perspective. 
When CDC asked them to commit this 
intent in writing, the Tatas baulked. 
"This is something that flummoxed all 
the other investors — existing and po- 
tential. This led everyone to believe that 
once the Tatas got a board position they 
would start dictating what the bank 
could or could not do,” says an inside 
source. The Tatas' keenness on the deal 
is also reflected in the fact that they of- 


One of the UTI Bank branches in New Delhi 
EE 











| ness and making money. 


Bi is Open Source a sort of return to 
software for Europe? 

Particularly northern Europe — Den- 
mark, Norway, Sweden and Finland. 


| There are a lot of Open Source compa- 


nies here. Our climate is so harsh that 
people are used to helping each other 
create something very big without get- 
ting paid for it. Even our government is 
open. In Sweden you can go to a govern- 
ment office after a meeting and demand 
to see the minutes.... You compare us to 
Oracle. We have 65 developers. But each 
version of our software gets about 
29,000 downloads the day we put it up. 
All these guys test our software. You In- 
dians also understand the model. I was 


| inIndialong ago. And I found that one 
example, SAPdb is compatible with Ora- | 


ofthe Birla family (members) started a 


| business with a similar model. He asked 


all Indians to send a stamp for his capi- 


| tal. Once he set up his business he re- 
| turned two stamps to everyone who 


sent him a stamp. The Red Hat office in 
California quotes Gandhi: "First they 
deny us, then they joke about us and 


| then they are scared and you win.” E 





fered Rs 50 per share though the Securi- 
ties and Exchange Board of India for- 
mula dictated a price of Rs 42.75 per 
share. But CDC did not agree. “Perhaps 
they are looking at UTI Bank as a target 


| for some foreign bank at a later date and 


did not want existing investors to create 
a problem then,” says a source. 

This allowed Chrysalis Capital to get 
into the deal — something it has wanted 


| foralongtime. Citi Private Equity, with 


its connections in the banking sector 
and its global presence, also got into the 


| deal. LIC increased its stake from 6.65% 


| 


| to 13.54% while CDC's own stake in the 


bank decreased from 24.1696 to 20.196 as 
a result ofthe incre- 
ased capital base. 
(The value of CDC's 
stake has doubled 
because it invested 
at Rs 22 per share 
while today UTI 
Bank stock is trad- 
ing at Rs 40.) 

As for the Tatas, 
they will have to 
wait. As one inves- 
tor put it: "They 
had a window of 
opportunity and 
that is gone." E 

SHISHIR PRASAD 





Getting ready 
for VAT 





The Herodjonda factory ifHaryana 


AT (value-added tax) 

implementation may be delayed, 
but that doesn't mean corporates 
should be unprepared, warns Nagaraj 
Bhargava, national manager (market- 
ing and alliances), SAP India. "VAT is 
the next logical step for India, 
whether implemented now or after a 
few months," he says. SAP has 
created a free-of-cost VAT update for 
its customers. 

Gurgaon-based Hero Honda 
Motors is among the few that have 
implemented a solution — not 
surprising since Haryana is the only 
state to go ahead with VAT. The 
company took about one week to 
implement it. "There was no need to 
train everyone (in the company), 
except about a dozen people," says 
S.R. Balasubramanian, IT head, Hero 
Honda. "Fortunately, we are 
completely based out of Haryana, but 
companies that have operations in 
other states as well are facing major 
confusion," he points out. 

Eicher, for instance, has opera- 
tions in at least five states. "...We 
plan to... take all the basic steps 
necessary to configure the solution 
and keep it ready. So, as and when a 
state implements VAT, we can imme- 
diately go live," says S. Sridharan, 
deputy general manager (SAP solu- 
tions), Eicher. But he admits it is a 
tough task. 'VAT confusion' is likely 
to be with us for some time. on 

SHWETA VERMA 
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Movement solutions delivered for each need. consignment always receives exclusive treatment. At / 


Like a pizza chef who makes and bakes pizza combinations we've been providing total movement related solutions un 
to suit different palates, we adapt, improve and create one roof since 1945, from Global Logistics to Domestic Exprt 
solutions according to each client's needs. Big or small, your Our professional system management is supported by ti 
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ig edge technology and 42 International partners. 


1 is why we're able to toss together fresh solutions PP. 


after time, just so you stay ahead in your business. 





WE GAN 
WE WILL 


part of our philosophy, and we'll lay on the toppings. LOGISTICS | CARGO | DOMESTIC EXPRESS 








OUSE, LOK BHARATI COMPLEX, MAROL MAROSHI RD., ANDHERI [E], MUMBAI 400059. WEBSITE: www.afl.co.in, email: mail@afl.co.in 


HONG KONG FLU 


How to fight 
the killer virus 


T isn'ta pandemic yet, but already 
the Suspected Acute Respiratory 
Syndrome (SARS) has scared the — | 
world. Nations have given outtra- | 
vel advisories even as healthcare 
providers try to contain the killer flu. 
Heres all you need to know about SARS. 


THE SYMPTOMS: 


B Body temperature of 100.5° F or 
38.06°C. 

@ Clinically 
pronounced res- 
piratory illnesses 
like cough, 
shortness of 
breath, diffi- 
culty in breath- 
ing, hypoxia or 
radiographic 
findings of pneu- 
monia or acute 
respiratory distress 
within 10 days of ' 
travel to an area known or suspected to 
have SARS. Or within 10 days of contact 
with either a person with a respiratory 
illness who has just returned from an 
SARS area, or a person known to be a 
suspect SARS case. 


PRECAUTIONS: 
@ Patients with SARS can transmit the 








virus to household members and 

healthcare personnel in close contact. 

ll People with SARS must be 

quarantined for 10 days till after the 

fever and respiratory symptoms have 
abated. All members of the household 
must follow hand hygiene (frequent 
washing of hands 
especially after contact 
with body fluids of 

SARS patients). 

E SARS patients 

must cover their 

mouth and nose with a 
facial tissue when 
coughing or sneezing. 

@ Sharing of eating 
utensils, 
towels and 

bedding 

between SARS 
patients and others 
should be avoided, 
although these items can 
be used after routine cleaning. 

E Household waste soiled with body 

fluids of SARS patients like facial tissues 

and surgical masks must be discarded. 

E Household members or other close 

contacts of SARS patients who develop 

fever or respiratory symptoms should 
seek healthcare evaluation. 



















a 
GINA SINGH 
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INTERMEDIATION COSTS 


1997.98 


1998-99 999-200€ 


Source: RB! 
O you tho- BANKING prised? The RBI has 
a ught foreign an explanation for 
banks are ' e this rise. It says that 
y the undis- these were the years 
puted champs of ICl C | l when many new for- 
the efficiency game? ) eign banks rushed 
Well, you could be e into the country, in- 
mistaken. curring high start- 
Data released by p TIVa e up costs. So the effi- 
the Reserve Bank of ciency parameters 
India (RBD last week e ofthe entire foreign 
— in its Report On bank group suffered. 
Currency And Fi- ? | la I But is that really 
nance — tells usa so? Take a look at an- 
story that chal- other group that 


lenges conventional wisdom. Take a 
look at one major parameter of bank ef- 
ficiency — intermediation costs. These 
are the essential business expenses that 


banks incur when they intermediate be- 


tween borrowers and lenders — pass 
money from one to the other, that is. 
This includes stufflike wages and the 
cost of maintaining bank branches. The 
intermediation costs of the Indian 
banking sector, as a percentage of total 
assets, has dropped from 2.85% to 
2.1996 between 1996 and 2002. This 
means that for every Rs 100 lent out, 
banks spend Rs 2.19 on basic expenses. 
The intermediation costs of foreign 
banks are the highest in fact, they actu- 
ally rose between 1996 and 1999. Sur- 
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should also have had the same problem 
of high start-up costs — the new private 
sector banks. Yet, their intermediation 
costs are at rock-bottom levels since 
1996. Why is that? The most likely rea- 
sonis the way the likes of ICICI Bank or 
HDFC Bank have grown their busi- 
nesses. They bet big on technology to 
drive their operations. As a result, busi- 
ness overheads were kept under control 
despite breakneck expansion speeds. 
The gamble seems to have paid otf. 
The intermediation costs of the new pri- 
vate sector banks is just a third of what 
the foreign banks incurred. Hats off to 
K.V. Kamath, Aditya Puri and the rest of 
their tribe. 8 
NIRANJAN RAJADHYAKSHA 



























GROWTH 


THE GREAT 
INDIAN 
CONSUMER MEI 


Is the economy seeing a structural shift? 


NIRANJAN RAJADHYAKSHA a recession-stricken global economy. So | 2002. But that’s because of the severe 
OO | get this: consumers have done more | drought. Non-farm GDP still impressed 
T was a stray remark by a friend that | than any other economic entity to keep | with growth rate in excess of 696.) This is 
sparked off the idea for this story. "I | the economy moving ahead, despite all | what the government's latest Economic 
lead a double life," he remarked mat- | thoserough patches along the road. Survey has to say about it all: Domestic 
ter-of-factly. And what did he mean | The result: a shock for all those who | demand "has been the major factor sus- 
by that? He was not cheating on his | insisted that the lack of investments | taining growth in the Indian economy" 
wife. He was not spying for Pakistan. He | would inevitably bring the economytoa | and it has been “fuelling growth in re- 
was merely a financial schizophrenic. grinding halt. Actually, economic growth | cent years". 

My friend is the CFO ofalarge com- | has continued to chug along over the | Take a look at the raw numbers. 
pany. He is a tough money cop in office | past few years despite the investment | There are many ways national income 
but an indulgent family man at home. | drought. (The latest GDP numbers | can be split — by regions or sectors, for 
This has led to asplit personality asfaras | make for sorry reading: the economy | example. Or one can even check out 
money matters go. “I spend my hoursin | grew by only 2.8% in the last quarter of | where economic growth is coming from. 
office trying to cut costs and my hours at 





wy 
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SANJIT KUNDU 














home nonchalantly signing credit card CONSUMER GOVERNMENT 
bills. [help my company reduce its debts DEMAND EXPENDITURE 
but my own borrowings have climbed.” SPEND 


He goes on with more examples, but "Los Xie 
there is no need to parrot them here. You 1996-97 92.68 3 9.36 
get the hang of his dilemma at once. BAB f THESE ul ARCMGE To IO 28 707 ORC Rd ROAD S OR. 2 SS P= 


His is not a rare case. This financial 


schizophrenia is being played out in a ERROR ul 
million ways each day across the Indian F EGIYA = IA SE ELE ie Maa — /. accedi LI 


economy. Managers, entrepreneurs and 1998-90 | 

shopkeepers are doing their level best to (96 contribution lo ene MT Ó 
keep business spending under control. : 

But these very same people seem to be to economic 1999-00 


quite happy to splurge for their families. — "eexsnh) |^ EE aai 
Add it all up, and you get the big divide in growth) 


the economy today: business spending 
has tanked while consumer spending 
has stayed on course. 9001-02 

And that's been our saving grace. It's 
the one big reason why India keeps 
growing at over 596 a year in the midst of 





Source: Economic Survey; BW calculations 
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Is there really a new growth engine? 


Four major economic categories ac- 
count for growth: consumer demand, 
government expenditure, investment 
and the external account (or the net ef- 
fect of trade with the rest of the world). 
Let's take a look at how much each of 
these factors has contributed to eco- 
nomic growth. 

Since 1996, consumer demand has 
been the most important driver of eco- 
nomic growth in the country, account- 
ing for anything between 55% and 92% 
of GDP growth at current prices (see 
‘Spend Baby Spend’). While consumer 


EXTERNAL 


INVESTMENT BALANCE 
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demand has always been a significant 
driver of GDP growth in India, perhaps 
even the most important, the extent of 
its contribution in recent years is aston- 
ishing. It flies in the face of the tradi- 
tional assumption that growth in the In- 
dian economy can be pushed along only 
if there is either an investment boom or 
ifthe government spends like mad. 

Mall rats and other consumer spe- 
cies have always been champs in the 
American economic game. They prop 
up the US economy in bad times with 
their credit cards. But now consumer de- 
mand also matters a great deal in India, 
despite its mass poverty and the culture 
of frugality. That's something new. 

So what's up? There are two possible 
explanations. One, consumer demand is 
coming into its own merely by default. 
Investments have been sluggish. The 
government is tied down by its fiscal def- 
icit. And external trade does not count 
for much as yet. So, the Indian economy 
has become like an aeroplane with three 
faulty engines. The fourth — consumer 
demand — has to take over the job of 
keeping the plane on course. It's a good 
thing for emergencies, but it cannot be- 
come standard flying practice. 

But there is a second — and more ex- 
citing — possibility. That fourth engine 
is taking over because it has now got 
enough power to manage the flight over 
the long haul. In other words, what we 
are seeing is the first sign of a dramatic 


structural change in the Indian econ- 
omy — from being one driven by invest- 
ments and government spending to one 
that is propelled by consumers. What's 
the real story? 

Economists are divided in their opin- 
ion. Mahesh Vyas, executive director of 
research house Centre For Monitoring 
Indian Economy (CMIE), is sceptical 
about claims that there has been a struc- 
tural shift in the economy. "Investment 
growth has been volatile but consumer 
demand has been growing steadily, 
though it has been sluggish oflate. So the 
growing contribution of consumer de- 
mand in GDP growth is by default. It will 
drop once investment picks up," he pre- 
dicts. Investments have been erratic, 
and the economy is still living with the 
overcapacity created during the manic 
boom of 1994 and 1995. Once capacities 
are used and investing in new facilities 
becomes attractive, the importance of 
consumer demand in the growth game 
could decline. The Economic Survey, too, 
argues along similar lines. 

But others, like Deutsche Bank Secu- 
rities economic and banking analyst 
sandeep Dixit, think there is perhaps 
some change in the very dynamics of 
economic growth in India. "There is à 
structural change going on. This is the 
logical result of the move away from a 
supply-constrained economy to a de- 
mand-driven one," he says. A whole 
range of factors is helping consumer de- 
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Boomers. Two trends are 


First, just as in the US af- 
ter World War H, a new 
generation of baby 
boomers is coming into 
its own. Woods says that 
there area billion of them 
across Asia, including 
China and India, who are 
just beginning to spend 
on themselves. 

Second, living. pat- 
terns are changing. Like 
the US in the 1950s, chil- 
dren are moving out of 






will lead to a huge jump 
in demand for new 
homes, refrigerators, 
televisions, cars and all 
those other household 
goodies. The big question 
is what these shifts will 








7.32 | mean for the structure of 
i: Asia's economies. Woods 
70 d 
&5 points out that most 
6.0 countries across the con- 
55 tinent already have very 
1 4.19 high savings rates (of be- 
40 — i tween 25% and 40% of 
. 1904-05 1995-96 1898-97 1997-98 1998-99 1999-00 2000-01, ^ GDP). "There is a huge 
TRANSPORT & COMMUNICATION Scope lor saving to de- 


1994-95 1895-56 1996-97 1997-98 
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Note: This list is not an exhaustive one 





mand along. “Debt is no longer a four- 
letter word in middle-class India. Low 
inflation, higher salaries and falling in- 
terest rates have helped spur consumer 
spending," adds Dixit. And, perhaps, de- 
mographics as well? 

Look at some other countries in Asia 
to understand the new rules of the game. 
In August 2000, Christopher Woods, 
global emerging markets equity strate- 
gist for Credit Lyonnais Securities Asia, 
put out a report called Asias Billion 
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1997-98 1998-90 — 1999-00 2000-01 
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cline in Asia before there 
is any question of macro- 
economic vulnerability," 
says Woods. 

Many countries in the 
region — Taiwan, for ex- 
ample — seem to have in- 
stinctively grasped this 
big shift They have 
turned their backs on the 
conventional policy wis- 


economies back to health 
by keeping interest rates 
high and deficits low. In- 
stead, they have cut inter- 


cal deficits in an aggress- 
ive attempt to spur con- 
sumer demand. Invest- 
ment promotion is no longer the life and 
death of economic policy in Asia. China, 
too, is now depending more on domestic 
demand to keep growth going in the 
midst of a faltering global economy. (Of 
course, it is still to be seen whether Asia’s 
fledgling consumer-driven economy 
will be a stable one in the years ahead.) 
And what about India? While there 
does not seem to be any explicit policy 
from the government to spur economic 
growth through consumer demand, that 


 atthe heart of his thesis. 
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is iptecisely what seems tól je happening. i 
Consumer demand here has been grow- 
ing steadily at about 4% a year, in real _ 
terms, through most of the 1990s. There 
have been the occasional blips, but the © 
| Consumer 
demand hasbeen growing steadily. ——— — 
And what about all those scare sto- 
ries about spooked consumers who are. - 
too scared to open their wallets? In fact, 
the entire fear about a long-term decline 
in consumer demand seems to be an un- 
founded one, as we had explained ina 
previous cover story (see ‘Are Con- 











.sumers Spending Less, BW, 17 Decem- 
‘ber 2001). The macroeconomic num- 
bers do not reveal anything of the sort. 


The consumer slowdown has perhaps 
been self-servingly touted by companies. 
wishing to explain away their own 
unique troubles. “The fault i is not in us 


but in our consumers... 


While consumer demand has been 
growing steadily — despite the occa- 
sional bouts of inertia — there are the 
beginnings of a big change in what Indi- 
ans are spending their money on. The 
old essentials — roti, kapda aur makaan 
— are dropping in importance. More 
money is now being spent on items like 
communications, education and health 
services (see 'Beyond Roti, Kapda aur 
Makaan’). In part, this is merely because 
food prices have stagnated while the 
cost of doctors has gone up. But there is 
far more to the story. We have strong evi- 
dence that the Indian consumer — and 
the economy — is changing. 

S.D. Brahmankar of the think-tank 
National Council for Applied Economic 
Research (NCAER) has been researching 
these changes for many years. He says | 
the structural shift in the economy can 
be explained by two factors: First, there - 
has been an shift in income distribution. 


Theurbaneconomyhas beengrowingat - 


a fair pace and this has resulted in a de- 
cline in poverty. At the same time, the 
middle class is growing in the rural areas 
as well. The share of services in GDP too, 
is rising. And over 50% of consumption `. 
is accounted for by the salaried class — — 
which accounts for a little less than 20% A 
ofalloccupationclasses. ^. 

It is this class that has lost its fear of . 
spending and borrowing. It does not feel ` 
guilty about flashing the credit card. 
There is still one big doubt that remains: 
is this new consumer-led economy a 
stable one? Can economic houses built 
on crédit cards be more stable than one 
built on playing cards? We'll know when 
the next gust of wind arrives. 


—————————Á—  MM— M BAT TTAB ATA ARAN 


(Additional reporting by M. Rajshekhar) 
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"The Falklands thing was about two bald men fighting over 
a comb." — Jorge Luis Borges 


HAT is the Iraq thing about? Democracy? Oil? Or 
dollar supremacy? A new theory doing the rounds 
says that America has invaded Iraq not to keep oil 
prices down, but to keep the value of the dollar up. 
Much of what is said by the proponents ofthis the- 
ory is crackpot stuff. But there is also a bit of intriguing eco- 
nomics involved. 

The argument goes something like this. The most seri- 
ous threat to the American economy does not come from 
oil prices. It comes from the huge current account deficit, 
which is currently in the region of 5% of the gross domestic 
product (GDP). It means that America spends about $500 
billion more than it earns from the rest of the world. Most 
other countries have seen their economies wrecked by such 
huge current account gaps. Remember Thailand in 
1997, Argentina in 2002 or India in 1991. For- 
eign investors rushed for the exits, taking 
their dollars with them. 

America is immune to this threat be- 
cause the dollar is the most popular 
currency for global trade transac- 
tions. So while other countries have 
to give up their foreign exchange and 
gold reserves in order to buy from 
other countries, America merely has 
to print more dollars. It is a unique ad- 
vantage that was slammed way back in 
the 1960s by French president Charles 
de Gaulle, who said that the reserve cur- 
rency role of the dollar is an “exorbitant privi- 
lege” for the American economy. 

America’s current account deficit keeps getting 
funded by the rest of the world. Most countries are quite 
happy parking most of their foreign exchange reserves in 
US bonds. The two biggest holders of dollar assets are Asian 
central banks and the Arab economies. Their desire to end- 
lessly hoard dollars is partly linked to the politics of oil. 

Investment bank Morgan Stanley estimates that Asian 
central banks hold a whopping $1.4 trillion in liquid foreign 
exchange reserves. Take Japan out and the total drops to 
$953 billion. About 70-80% of this is held in dollars. (Most 
central banks do not reveal the composition of their re- 
serves.) One reason Asian central banks hold such huge dol- 
lar reserves is to build a cushion against sudden spikes in 
global oil prices. 

The other major group of dollar-friends is the Arabs. 
Their receivables are in dollars and so it is their most pre- 
ferred investment currency. The Arab Monetary Authority 





AN EXORBITANT PRIVILEGE 


NERVOUS ASIANS AND 
ANGRY ARABS CAN HELP 
THE EURO SERIOUSLY 
THREATEN THE DOLLAR AS 
THE WORLD’S MOST 
PREFERRED CURRENCY 


NIRANJAN RAJADHYAKSHA 





estimates that Arab investments in America between 19 
and 2000 totalled $300 billion. (These include private seci 
investments as well.) Unofficial estimates go up to twi 
that number. 

But what if the Asian central banks and the Arabs st 
hoarding dollars? America will find it tough to fund its ci 
rent account gap. The economic pain could be immense. 

In the 1960s, de Gaulle tried to abandon the dollar a: 
use gold instead. The tactic failed because the yellow me 
was soon to be out of favour in the international financ 
system. Since then, there has been no viable alternative 
the US dollar as the currency for trade and accumulatic 
But things could change now that the euro is finally comi 
in its own. 

At the end of 2000, Saddam Hussein took the plunge. ] 
announced that Iraq's oil trade would now be done in eur: 


| He also converted his country's $10-billion reserve fu 


with the International Monetary Fund (IMF) ir 
euros. Saddam was pilloried for what th 
seemed like a silly move — he was letti 
politics get the better of economics. E 
the euro has appreciated by 17 
against the dollar since then and t 
dictator has, unknowingly, savec 
part of Iraq forex assets from falli 
in value. 
Since then, there have been str 
reports about other nations consi 
ering using the euro as the "transe 
tion currency” for oil. Iran is one exal 
ple. And if a large part of the buying a: 
selling of oil can be done in euros, is the 
any reason why Asian central banks shot 
hold up to 8096 of their reserves in dollars? Mea 
while, there are also reports — including one in the ve 
erable Financial Times — that Arab companies and ban 
are withdrawing money from the US because of what th 
see as discrimination after 9/11 as well as the war in Iraq. 
The dollar has continued to wobble in recent months 
is no longer playing its role as the geopolitical safe have 
The euro seems to become more popular by the day. Ne 
vous Asians and angry Arabs can change the balance 
power in the financial system. The euro could seriou: 
threaten the dollar as the world's preferred currency. 
That's as far as the economics goes. Now, just for the fi 
of it, a thought for the conspiracy theorists. Is it any wonc 
that the countries of the euro bloc are opposing the w: 
And that Americas only ally is Britain, the one major cou 
try in Europe that has not embraced the euro? 


The author can be reached at niranjan r&hotmail.c 
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walker, but I never _ 
walk backwards.” 
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N our cover story ‘Taxpayers Ko 
Gussa Kyon Aata Hai’, (BW, 3 March 
2003), we carried a ‘Bribe Rate Card’ 
of the amounts of money charged by 
certain corrupt officials of the in- 
come tax department to discharge func- 
tions that the government pays them to 
do anyway. Soon afterwards, a top offi- 
cial of the Central Board of Direct Taxes 


(CBDT) met BW and claimed that bribes | 


would soon be a thing of the past. Refer- 


ring to the ‘Bribe Rate Card’ published in | 
the story, he explained what was being | 
done to counter corruption. Heres what | 


he had to say: 
On issuance of PAN cards: Finance 
minister Jaswant Singh announced in 


his Budget 2003-04 speech that the task | 
of issuing PAN (permanent account | 


number) cards to taxpayers would be 
outsourced. During the last two weeks, 


the department has done so. After 1 July | 
2003, all PAN cards will be issued by UTI | 


Investor Services (UTIIS), a wholly- 


owned subsidiary of the Unit Trust ofIn- | 
dia. At the moment, UTHS is setting up | 
the facilities — hardware and software | 


— to handle the job. The process of is- 
suance of the card will meet 
all the stringent ISO 9001 
guidelines. 

After that happens, PAN 
cards would be available for 
Rs 60. That should end the 
years of waiting or, alterna- 
tively, paying Rs 600 bribes 
to get hold of ones PAN card 
if one needed it in a hurry. 
The official says that over 
the last year, the depart- 
ment has improved on its 
record on this count and is- 
sued 56 lakh cards, up from 
26 lakh in 2001-02. How- 
ever, in accordance with 
Singh's announcement, the 
job will now be handled by 
an outside agency. 

On income tax clear- 
ance certificates: The Fi- 
nance Bill of 2003 has done 
away with the requirement 
of obtaining an income tax 
clearance certificate. So, 
one will no longer have to 
pay the Rs 1,000-15,000 cut 
to get these certificates. 

On tax refunds: This 
may again sound like fan- 
tasy but the income tax offi- 
cial claims soon refunds will 
be directly credited to the 
taxpayers bank account 


rg 
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BELIEV 
IT OR NOT 


The CBDT claims bribes will soon 
be a thing of the past. Here's why 


z Income tax refund: 1 (- 


ments to the accounting procedures and 


| datafrom banks online. 


electronically within four months from 
the date of filing the tax returns. For this 
to happen, the Controller General of Ac- 
counts (CGA) has to make some amend- 


d 


FUMER 


relevant Acts. He is already on the job, 
the official said. Meanwhile, the depart- 
ment is reorienting its own procedures 
so that the taxpayer does not have to pay 
a 10-15% cut on the refund 
amount to get the pay order 
issued. 

On tax prepayments: 
To give credit for tax 
deducted at source, ad- 
vance tax and so on, the 
department has initiated 
an exercise to obtain 





The Reserve Bank of In- 
dia, too, has consti- 
tuted a committee to 
make this happen. 
This panel will also 
recommend  "con- 
crete steps for the 
implementation of 
the Kelkar Commit- 
tee recommenda- 
tions in the area of 


The bribe rate card we published 
5 PAN card: | Rs b 4 n 


T rs. = 
4 Income tax clearance certificate: EM 


4 
1 59/5 of refund amount 


9 Company tax assessment: RS PER OO (this is last 
year's going rate) 


» Individual assessment: RS 710,000 and above (this 
can go up to Rs 5 lakh-10 lakh depending on the case 


o To avoid putting the case into scrutiny: R 





















facilities for deposit of taxes and issues 


of refunds and establishment of a Tax In- 
formation Network". 

It will also implement “setting up ofa 
fully automated, safe and secure system 
of receipt and refund of taxes and trans- 
mission of information relating to tax 
payments and refunds". It will introduce 
a common software so that other user 
departments can access this informa- 
tion. The tax official BW met is chairing 
this committee. 

On scruti- 
ny decisions: 

At present, the 

decision to 
scrutinise a case 
is left to the dis- 
cretion of in- 
come tax officers. 
In fact, this year 
the department 
has decided to 
scrutinise the top 
300 taxpayers (the 
top 300 companies 
and the top 300 indi- 
viduals in terms of 
the amount of tax 
paid). Says a Delhi- 
based chartered ac- 
countant: “This makes 
no sense as you are harass- 
ing those who already pay 
you the most. Anyone who 
does not want to face 
scrutiny will try and pay 
lower taxes!” Department 
sources acknowledge that 
the system of choosing 
cases for scrutiny is very ar- 
bitrary. Consequently, there 
is room for corruption. As 
recommended by the Kelkar 
Committee, the department 
is getting a software devel- 
oped to plug this gap. Be- 
lieve it or not, from as soon 
as October, the programme 
will decide which cases to 
scrutinise. A new system for 
this, he promises, will be in 
place over the next six 
months. 

On the tax information 
network: A new tax ac- 
counting system and infor- 
mation network will be put 
in place (financed by the In- 
come Tax department but 
run by an outside agency) to 
identify evaders, avoiders 
and generally keep track of 
the taxpayers (on the lines of 
ES & the TIN suggested by 


‘DATTA 
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Kelkar). The day before BW met this offi- 
cial, the department had taken presen- 
tations from National Securities Deposi- 
tory and Central Depository Services 
and was planning on taking one from 
UTIIS for the contract to manage the 
system. 

By the end of the next two years, the 
official said, 10,500 branches of banks 
will be networked and linked to TIN. 
Many transactions that are currently 
carried out in cash — the example he 
gave was of payments made to doctors 
and chartered accountants — would all 
be captured through a central computer 
system from 1 June 2004, he says. Al- 
ready, in 2002-03, he claims, 1.5 crore re- 
turns were processed on the computer, 
up from 25 lakh the year before. 


I N general, the official says that tax eva- 
sion as a percentage of gross domestic 
product has come down even if the total 
black money in aggregate amounts may 
have gone up. He adds that the number 
of taxpayers is increasing at a com- 
pounded rate of 20% every year and that 
the average growth in tax collections is 
far higher than that of the GDP plus in- 
flation (which is an indication that eva- 
sion is coming down). "We are far from 
the days when it was said ‘white money 
belongs to the government. Black 
money belongs to me^" he says. 

What the official was saying sounded 
too good to be true. So we asked him why 
we should believe what he was saying. 
After all, similar promises have been 
made in the past and broken. He says he 
will be answerable for all that he was 
claiming. He argued that since the mag- 
azine had gone ahead and published a 
‘Bribe Rate Card’, it should also print 
what the income tax department was 
doing to counter corruption. He did not 
deny the fact that bribes were a way of 
life (on issuance of PAN cards, however, 
he argued that there have been stray and 
isolated cases where people may have 
been asked to pay). 

He says that there will be radical 
changes in the system over the next 6-7 
months. Of course, that doesn’t mean 
that everyone in the system will become 
clean. But, a radical attempt to change 
the system is being made. And, for the 
sceptics, Bhagwat Swaroop, member 
(investigation), Central Board of Direct 
Taxes, says that he will still be in this job 
to answer six months later. He is not due 
to retire till February 2004. 

We are keeping our part of the deal by 
publishing this story. He has to keep his 
part of the promise by matching his 
words with actions. E 





VAT 


Will They, Won't They? 


Corporate planning comes to a halt as the 
switch to VAT is deferred yet again 


ANJULI BHARGAVA | 
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to go. Maharashtra recently announced 
that excise exemptions previously al- 
lowed would continue. Gujarat is also 
expected to follow suit. Several compa- 
nies set up plants in certain areas due to 
exemptions offered to them. 

Taxation and allowing VAT credit on 
services is another problem. Explains a 
senior finance ministry source: "When 
you manufacture a good, you use several 
services. If the services used are not VAT- 
able and have a 896 tax, the manufactur- 


T is official now. The switch to the 

new value-added tax (VAT) system | 

has been deferred yet again. When | 

BW went to press, the empowered | 

committee of state finance ministers | 
was to meet on 8 April to fix a new date 
for the changeover as the President had 
not given his assent for introducing VAT. 
Not surprising as only seven states had 
submitted VAT legislation for Presiden- | 
tial assent and it is not possible to move 
to VAT unless all states implement it. 

The biggest sufferers from 
this flip-flop over VAT is the 
corporate sector. Says 
Bhavna Doshi, partner, 

















Bharat Raut and Com- 
pany: "This uncer- 2 
tainty.. brings all a 


planning and busi- A 
ness to a standstill.” 

Theres more. The 
Central sales tax 
(CST) of 496, is to 
come down to 2% 
when VAT is intro- 
duced. CST yields 


Rs 10,000 crore 
















NIRMAL SHARMA 


a year to 4 

states. But 4 

this will TN er's costs will shoot 
lead to an in- up." The finance min- 
flated cost for busi- istry is looking at extending 


the tax net on many more services 
and also permitting states to tax certain 
services which it previously did not. A 
proposal to set up a new service tax act is 
also being considered. But till things 
crystallise, no one is sure which services 
will be taxed, at what rate and whether a 
VAT credit be offered. The service sector 
does not know what their services will 
cost if, say, the tax on their services goes 
up from 8% to the VAT rate, which will 
certainly be higher than 10%. 

Then, there are various administra- 
tive problems. Says a senior CII official: 
“Everything is ‘if and when’. New in- 
voices have to be printed, systems have 
to be changed, inventory management 
and stocks all become a problem. Plan- 
ning by large companies has been totally 
thrown out of gear due to the endless de- 
lays and uncertainty.” w 


ness as there is no way of offering a VAT 
credit for inter-state trade. 

During sourcing, manufacturing and 
selling, goods have to move from state to 
state. Say a car maker buys tyres in Ker- 
ala and sells the car in Uttar Pradesh, he 
will have to pay 4% CST on the car, in- 
cluding the tyres. If he bought the tyres 
from Kerala and paid a Rs 100 CST on 
them and the car is sold in Kerala itself, 
the manufacturer could get a rebate of 
Rs 100 on the sales tax. But, if the car is 
sold in UP he will not get the rebate. This 
will lead to a huge burden for compa- 
nies. So the government wants to reduce 
CST to 2% once VAT is implemented 
and, eventually, do away with it. Till 
then, things remain uncertain. 

A second problem is with respect to 
exemptions enjoyed by manufacturers. 
With VAT, these exemptions would have 
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T was not the best oftimes for Corpo- 
rate India. In the past few years, as 
the economy remained sluggish, 
every industry had to sweat it out to 
remain profitable. That is, every in- 
dustry but one. Banks have seen their 
profits soar by 6096 since 1999. The rea- 
son: falling interest rates and rising bond 
prices. Together, the two propped up 
bank bottomlines admirably. 

But then, all good things must come 
to an end. Or so says a recent report by 
credit rating firm Crisil. The report says 
that banks could see about Rs 3,300 
crore of their profits disappear over the 
next three years as old investments 
(which earn higher interest rates) ma- 
ture and money is reinvested in newer 
securities, which earn rock-bottom in- 
terest rates. (Banks have to mandatorily 


Bank profits could shrink by Rs3,300 \ 
crore as high-yield securities mature 


The Par 
Is Over . 








invest 25% of their total deposits in gov- 
ernment securities.) And that figure of 
Rs 3,300 crore is almost 40% of the finan- 
cial sector's core profit before tax in 2002. 
(Core profits do not include profits from 
trading in securities.) 

So, to remain as profitable as they 
were earlier, banks will have to slash de- 
posit rates faster than the fall in yields of 
their securities portfolio. But Crisil says 
they can not. If that’s correct, India’s 
banks are headed for a bout of trouble. 

It was bound to happen. But first, let 
us look at why banks have been celebrat- 
ing all this while. Yields on government 
securities have fallen by over 5 percent- 
age points since the end of 1998. Most 
deposit rates tumbled in tandem. But 
the average interest that banks earned 
on their portfolio of government bonds 
fell by only 1 percentage point or so. 
Banks earned an average interest of 


» 





b 
E 
: 








10.85% on their investments in FY 2002 
as against 11.90% in FY 1999. In short, 
costs have fallen far more than income. 
Hence those fat profits in recent years. 

At the same time, banks could main- 
tain the difference between the interest 
they earned and what they paid out to 
depositors at around 3.7096. In 1997, that 
difference was 3.79%. 

Crisil says that will not be sustainable 
for long. That's because, as mentioned 
earlier, as older government bonds ma- 
ture, banks will have to reinvest that 
money in bonds that pay lower interest. 
Also, any additional investments in such 
bonds will also earn lower returns. 

The report expects a 300 basis point 
decline in banks' interest income by FY 
2006. In fact, the report says, over 85?6 of 
government securities will be 'repriced' 
at yields which are 400-450 basis points 
lower than those of securities currently 
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held by banks. Repricing means replac- 
ing high-yielding securities by low- 
yielding ones. And though banks will be 
able to reduce interest rates on deposits, 
that fall will not be enough to compen- 
sate for the fall in yields on their invest- 
ments. The net effect: a 73 basis point fall 
in the spread between what banks earn 
oninvestments and what they pay to de- 
positors by 2006. In other words, expect 
a fall in profit margins of banks. 

Even this 73 basis point fall might be 
optimistic. In his Budget, finance minis- 
ter Jaswant Singh tried to ease the gov- 
ernment's debt burden by announcing 
plans to swap high-cost government 
loans for newer government securities at 
much lower costs. The government 
could save as much as 5-6 percentage 
points on its borrowings by doing so. 

The biggest investors in high-cost 
government debt are banks. And they 
will be reluctant to bite. After all, though 
the government has not clarified what it 
means by 'high cost, it could be as much 
as Rs 1,28,400 crore (paying an interest 
of 11% on average) or 19% of total gov- 
ernment debt. That's alot of money to 
lose interest income on even if one takes 
into account sweeteners like tax breaks 
andacommitment to buy back the older 
bonds at a premium. “At best, the repric- 
ing of the government bonds held by 
banks will accelerate," says G.V. Mani, 
head of Crisil’s financial sector ratings. 

And which are the banks most likely 
to be affected? It is difficult to point to in- 
dividual banks, as they are required to 
disclose details of their investments in 
government bonds only to the Reserve 
Bank of India. But an RBI study of bank 
investments in 2001 and 2002 has some 
answers. And they offer little comfort. 

Around 72?6 of the total amount in- 
vested by commercial banks in Central 
government securities is in bonds that 
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yield over 1196. The State Bank of India 
(SBD and its associate banks account for 
88% of such investments. In other public 
sector banks, 60% of investments is in 
government securities; in foreign banks, 
around 88%, while in commercial banks 
(mainly private sector ones) 6096 is in- 
vested in government bonds as of FY 
2002. So the problem faces all banks — 
whether public or private. 

Does this mean that banks and in- 
vestors have to get used to the fact that 
profit growth is not going to be as much 
as in the past couple of years? 

Not all analysts agree with Crisil's es- 
timates. Many, in fact, flatly disagree. 
The most important factor, they say, is 
the rate at which yields on government 
securities and cost of deposits fall. 

“As long as the cost of deposits for 
banks falls at a faster rate than the 
amount they earn on their securities 
portfolio, they don't need to worry,” says 
an analyst with a brokerage firm. 

In fact, some analysts say, this prob- 
lem will not affect the biggest bank of 
them all, SBI, precisely because of this 
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reason — deposits raised by SBI from its 
depositors are likely to mature faster 
than the government bonds it has in- 
vested in. "Banks like SBI have realised 
the problem and, in the last few years, 
they have aggressively reduced the aver- 
age age of their deposits," says an analyst 
with a foreign bank. "So, for SBI at least, 
the repricing of deposits will be faster 
than that of its assets." The analyst also 
points out that the average SBI deposit 
matures in 1.4 years while its invest- 
ments mature in 3.3 years. 

Crisil, incidentally, assumes that de- 
posits will grow at 1596 per annum over 
the next couple of years. Mani says that 
that assumption, based on trends in the 
past two years, automatically accounts 
for the maturity of older deposits as well 
as the growth in total deposits. 

There is another reason why the 
problem may not be so serious. That is 
because, say analysts, both public and 
private sector banks have aggressively 
cut costs over the past few years. "If you 
look at the trend in the last financial year 
and in the nine months of this year, the 
operating costs are flat or have grown 
marginally,” says the brokerage analyst. 
“This at a time when their business has 
grown substantially.” Operating costs of 
public sector banks as a proportion of 
total assets fell from 2.53% in FY 2000 to 
2.29% in FY 2002 mainly due to volun- 
tary retirement schemes for their staff. 

Regardless of how events pan out 
over the next few years, it is clear that the 
extraordinary inflation in values of gov- 
ernment bonds over the past few years is 
unlikely to last. “What it comes down to 
is the fact that the quality of earnings be- 
comes more crucial than ever,” says 
Mani. The core business of banks — 
making money out of lending to compa- 
nies or individuals — is going to be 
much more important. u 
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N Indian boy selling newspapers at 
Stockholm railway station was un- 
usual enough for Sunil Sherlekar to 
investigate. The boy turned out to 
be a student at the Royal Institute of 
Technology, Sweden. He talked ex- 
citedly about an idea for a pace- 
maker that lasted much longer than the ones 
¿= available in the market. "Why don't you 
- ; comeand develop this product in my labora- 
tory?" asked Sherlekar. 

The lab is a centre of excellence for em- 
bedded systems at Tata Consultancy Ser- 
vices (TCS) in Bangalore. Sherlekar had set it 
up only a year ago, after quitting Sasken 
Communication Systems. "I had ap- 
proached TCS with this idea ofan embedded 
systems lab and TCS had agreed," says Sher- 
lekar. Despite being the largest software ser- 

- vices company in India, TCS had not worked on embedded 
Systems other than in telecommunications. It was slow off the 
blocks, but the company was trying to make up for lost time. 

v^ Sherlekar's labs mandate was not to provide services. It 
‘would do research, develop technologies, build products; not 
ust software but complete devices. Whenever a product came 
ut, it would be sold under the TCS brand name. The first de- 














could be a box that would increase spectrum utilisation in 
-CDMA (code division multiple access) networks. The third de- 
vice could be the boy's pacemaker. 
: The embedded systems lab is also building competencies 
_» in three areas: wireless LAN (local area network), multimedia 
and medical electronics. TCS is about to take over a wireless 
LAN firm in Denmark. This firm has a key technology that will 
¿© strengthen the TCS portfolio. TCS is also sponsoring research at 
the University of Denmark. Indian software companies have 
no history of sponsoring research at universities. Neither do 
they design and sell devices. So is this a short fit of absent- 
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mindedness or along-term strategic shift? 


Not An Easy Business 


An embedded system is one where the hardware and software 
are inseparable. Once made, the software in an embedded sys- 
tem cannot be changed, unlike in your PC. Devices that use 


embedded systems are proliferating because powerful hard- 


ware now makes it possible to write software that can control 
devices perfectly. And if the manufacturer wants to introduce 
another model of the device, in many cases all that the com- 
pany may have to do is rewrite the software. 

The global embedded software market is not big; it is worth 
$21 billion at the most. Compare this with the enterprise soft- 
ware services market of $180 billion and the business process 
outsourcing (BPO) services market of $150 billion-200 billion. 
India's share ofthe embedded software market is negligible. Yet 
Nasscom and industry observers are excited about India's 
prospects in embedded software, and not without reason. 

When India's information technology (IT) industry began 
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TCS' Sherlekar: guiding 
the company's foray 
into embedded systems 


with enterprise software (which powers the IT infrastructure of 
a corporation as opposed to embedded software that lies inside 
devices), the rules and the roadmap were set quickly: start with 
body shopping, get into services, try to make products. The 
business models were simple. They did not have to do anything 
other than understand market domains and write and sell soft- 
ware. None of them had to bother about hardware. 

Embedded software companies had to follow a different 
path. They started by writing software that was quite complex 
compared to the ones used in the enterprise 
space. Writing embedded software required 
a deep understanding of hardware. When 
the developers acquired hardware skills, 
they realised that they could combine these 


skills with their software skills and develop Ms 
subsystems. It did not take them long to de- 
velop products for other firms, devices like 1999 
cameras or set-top boxes. So what's next? 

Embedded software companies are at a 2000 
point where there are several paths ahead. 
Some of them could take the pure software 2001 
service provider path. Some others could 2002 
follow the software product vendor route. 
Still others would develop hardware (chip 2003 
and motherboards) and software. Others 
would continue a recent trend of developing 2004 
intellectual property and selling it. A few 
could design entire products for other com- 2005 


panies and become original design makers 
(ODMs). The really adventurous would use 
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all their skills to design and sell products. 

All these are already happening. If 
you buy a set-top box next year, chances 
are that it has been designed in Wipro. If 
you buy a personal digital assistant 
(PDA), part of the price may go to Mistral 
Software as royalty. If you buy a device 
with Bluetooth, you may have used 
MindTree's intellectual property (IP). 
Mobile phones you buy may have proto 
col stacks from Sasken. Your next genet 
ation digital video equipment may have 
key components from Ittiam Systems. 

The list is very long. A large number 
of devices or their components are be- 
ing designed in the 100-odd embedded 
systems companies in India. In the next 
few years, they would make their was 
into a staggering variety of devices: wire 
less LAN systems, PDAs, camcorders. 
TVs, set-top boxes, switches, routers, au 
tomobile electronics,... If you buy an 
embedded device anywhere in the 
world after two or three years, there is a 
high chance that it has a component an 
Indian company has developed. Says 
S. Janakiraman, president of MindTree 
Consulting: "In four or five vears, India 
could become a major hub foi product 
design and engineering." 

How big is this opportunity? Not too 
big at the moment. However, that is. inh 
part of the story. It also has a hierarchy of 
value — as you keep designing more and 
more components, the higher you go. 
The total embedded devices market is worth $1 trillion acc- 
ording to International Data Corporation (IDC) and is growing 
at 7-8% annually. The global market for digital signal pro 
cessors (DSPs), most of which contain some embedded soft- 
ware, is set to grow from $15 billion now to $40 billion in 2006. 
Fourteen of 15 processors now being shipped end up in an em 
bedded system. Ramesh Venkataraman. principal, McKinsey 
and Company, says: "The embedded systems market has to be 
seen in totality." 
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Revenue break-up of Indian IT industry 





Hardware Growth Software Growth 

($ million) (%) ($ million) (%) 
34.0 26.5 
35.0 31.7 
40.4 28.9 
50.4 31.1 
50.1 32.9 
51.9 9243 


Source: Frost & Sullivan 
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Sasken's Muralikrishnan and Wipro's 
Emani (R): the transition is not easy but 
they are bullish on the opportunity 


Yet, to get a good share of this market, 
Indian companies have to take some cru- 
cial decisions in the years to come. What 
combination of projects would the com- 
pany want to address? Software services 
or products, hardware or software, IP 
sales or complete product design ser- 
vices? In what technology should one 
specialise? The embedded systems mar- 
ket gives Indian firms the opportunity to 
play in specialised markets. It also gives 
more opportunities to be innovative. 
Sasken's chief strategist G.Venkatesh 
says: "Indian companies can dominate 
niche markets in the embedded (soft- 
ware) space." 

The game really began in the mid- 
1990s, when manufacturers in many ver- 
tical markets — computing, consumer 
electronics, telecommunications, automobiles, and so on — 
turned to Indian companies to write embedded software. It 
was not as easy as in the enterprise software business. 

While writing enterprise software, developers use hardware 
from a limited number of vendors: Intel, Sun and Hewlett- 
Packard. The number of operating systems were also small: 
Windows and Unix. Embedded software developers had to 
confront a staggering variety of hardware and software: proces- 
sors from Motorola, Intel and IBM, digital signal processors 
from Texas Instruments and Analog Devices. The operating 
systems were also numerous like VxWorks, OSC and Nucleus. 
Says Hughes Software vice-president Vinod Sood: "Compared 
to an enterprise software developer, an embedded software en- 
gineer has to face a staggering complexity of technology." 

What's worse is that these technologies kept changing very 
quickly. Projects were small and numerous. Customers were 
not looking for cheaper alternatives. Time to market and per- 
formance were more important than cost. Says Srini Rajam, 
managing director of Ittiam Systems: "Customers are willing to 
compromise on costs if the speed of execution and perfor- 
mance are right." It was one business where the India advan- 
tage was not in cost. 














Large IT companies have sizeable businesses in embedded 
systems now. Wipro Technologies, the largest of them, has 
2,000 people out of a total of 12,500 (excluding Spectramind) 
working on embedded software projects and gets 17% of its 
revenues from them. HCL, the other large player, has 1,700 
people (the Cisco centre in HCL has 700 people) out ofa total of 
7,000. Companies like Hughes Software and Sasken work al- 
most entirely on embedded systems. There was no real advan- 
tage being a large company here. A large number of small com- 
panies proliferated in this segment with expertise in a variety of 
technologies and markets: Accord Software in global position- 
ing systems, Deccanet in telecom, Hellosoft in networking, It- 
tiam in digital signal processors and so on. The large players ac- 
quired many vertical divisions. Bangalore was the primary 
locale, but there were companies in other places too: Hellosoft 
in Hyderabad, ControlNet in Goa. 

Selling embedded software products is easier than selling 
enterprise software (there are exceptions though), but devel- 
oping it is tougher. The markets are specialised. There are no 
large corporations like Microsoft or 
Oracle waiting to stifle competition. In 
fact, embedded software gives Indian 
firms an opportunity to dominate niche 
markets. Companies have begun to ex- 
ploit this situation. 

Recently, Wipro developed a piece of 
software that can go into the hardware of 
residential gateways, a device that is be- 
coming popular in homes as a way of 
controlling and connecting devices. 
Wipro rarely reveals product or project 
revenues, but the residential gateway 
software has brought in several millions 
of dollars. Wipro sometimes sells this 
software with some ofits silicon IP 

There are embedded software prod- 
ucts coming out of HCL too. A new un- 
usual product is a licence plate recogni- 
tion software. This is particularly useful 
for toll gates, parking stations, traffic 
management and so on. The company 
will test this product soon in some insti- 
tutions in India and sell it as an HCL 
product. Sasken is trying to build a big business out of selling 
mobile phone protocol stacks (GSM, WCDMA, EDGE and 
GPRS). The large players like Nokia make their own protocol 
stacks; the market that Sasken can address is thus only about 
$70 million now. It will grow to $100 million in 2-3 years. The 
largest player in this market is the US-based TTPCom, but 
Sasken has been sniping at its heels. 

Sasken began protocol stack development in 1998. The first 
sale was in 2000. So far it has made $20 million from selling pro- 
tocol stacks. These stacks are expected to find their way into 
handsets by the end of this year. Sasken vice-president G. Mu- 
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| ralikrishnan says: “Our target is to gain 25% marketshare in two 


years, which will mean revenues of $25 million a year." 


From Software To Subsystems 


The best pieces of embedded software do their job with the 
least number of instructions using the smallest amount of 
memory. MindTrees chief technology officer Vinod Deshmukh 
says: "The customer these days is concerned about every gate 
and every byte." For that, one must know the hardware. 

In the office of Mistral Software in Bangalore, engineers 
have developed a car infotainment system that, from an Indian 
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Itimately, almost any device that you use could have 
embedded software. And the possibilities are endless. 
Imagine the potential of networking all your home 
devices. Would you not like to set your washing 
machine display on your TV, while watching a pro- 
gramme? Or start recording a TV programme at home 
while driving back home? 







Q: WHERE IS THE INDIA ADVANTAGE? — 


A: Indian companies understand software aman 
In embedded systems, understanding software may be 
the key to its heart. This gives Indians an entry into an 
entirely new world, and a business that is only going 
to expand for a long time. | 
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point of view, will look futuristic. It is actually a mixture of many 
technologies: a navigation system, audio system, global posi 
tioning system (GPS), telephony, short-range wireless connec- 
tivity, engine electronics interfaces and so on. Mistral inte- 
grated all these technologies into a system that can do several 
things. The GPS guides you while driving. When you get a ce 
the music volume automatically drops. There is no need to pic 
up a handset. There is no need to even dial; the speech recogr 
tion system will let you dial by speaking, The music volun 
picks up as soon as you finish talking. Because of extensive tes 
ing, such systems will take at least two years before appearing 
in the market. 

You can find subsystems like these in many companie 
Wipro develops set-top boxes, wireless LAN systems, PDAs an 
so on. Hughes Software has developed 4G systems, amor 
other things, for a Japanese company. HCL has automobi 
electronics, network processors, switches and so on. Smaller 
companies are not far behind. Park Controls, a Rs 5-crore com- 
pany in Bangalore, has developed antenna control systems and 
other equipment for the Defence Research and Development 
Organisation (DRDO). Apart from the big ones (Wipro, Tata 
Elxsi, Sasken, MindTree, HCL,...), there are at least 70 smaller 
companies developing some kind of embedded subsystems in 
India. In fact, there is no real benefit from being a large com- 
pany. Says ede Labs managing director Sridhar Mitta: “The em- | 
bedded systems business may not create another Wipro, but i i 
will create a large number of smaller players." 


From Subsystems To Products 


Ittiam is a small company with only 60 people. But its size does: 
not prevent it from aiming big. It is busy developing software, 
hardware, intellectual property and subsystems, in its office _ 
now, you can see a demonstration of some devices that will be - 
common in the years to come: digital still and movie cameras | 
and wireless LAN. Digital cameras are ubiquitous now, but tu- 
ams technology will reduce the price to levels that many more 
people can afford. The key to this technology i is a digital signal | 
processor. Ittiam has developed image compression and de- 
compression technologies that enable even low-power DSPsto 
handle the video with ease. This DSP can be put inside a small 
MPEG-4 player, the video equivalent of an MP3 player (some | 
people call it an MP4 player). Ittiam has just sold this techne 
ogy to Veo, a still and video camera-maker. | 
Ittiam has also developed a wireless LAN system, now be 
installed in Café Coffee Day outlets in Bangalore. But it has. 
integrated the two technologies. Using this system yo 
store the video in a computer in some room and trans 
wirelessly to a TV in some other room. The application situa. 
tion is obvious. You can keep your set-top box in one room and. 
watch your TV in another room without using any wires. 
Usually, product vendors give the specifications for a prod- 
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uct. It is a safe way for the design firm because the customer is 
also readymade. But Ittiam did not have a customer when it 
started work on this product. Now it has 10 for video products 
alone in Taiwan, Korea, the UK and the US. 

Indian firms have migrated to such proactive development 
of products. At MindTree’s office in Bangalore, 35 developers 
work on Bluetooth systems. Bluetooth, in fact, is a popular 
technology in many Indian companies. This technology, which 
provides short-range wireless connectivity for devices, has 
lagged behind expectations for two years but is now beginning 
to take off. About 35 million systems were sold in 2002. This 
year companies expect to sell about 80 million-90 million sys- 
tems. MindTrees Bluetooth subsystem has three components: 
the base band controller, the link management protocol and 
the Bluetooth stacks. The base band controller is in hardware, 
the link management protocol and stacks are in software. Over 
these three layers, MindTree would add an industry-specific 
implementation. The key element in this subsystem is the link 
management protocol. Normally, companies would have ap- 
proached MindTree to develop this piece of software, but the 
company added other components as well to its portfolio. 

About 35 people took two-and-a-half years to develop the 
system. But the product can fetch 
$100,000-250,000 per licence depending 
on what component or combination is 
sold. The company has made $2.5 mil- 
lion so far selling the system, with close to 
$1 million last year. Sales are expected to 
double this year with the Bluetooth mar- 
ket beginning to pick up. 

MindTree5 Bluetooth subsystem still 
lacks a key component: the radio fre- 
quency (RF) chip. Indian firms have 
some way to go before they can catch up 
in RF technology. Most embedded sub- 
systems developed here either lack a key 
component or need some customisation 
to become a product. Quite often, their 
systems need to be shrunk to smaller 
sizes to become production-worthy. Yet 


(R) Hughes Software's Sood and Ittiam 
Systems’ Rajam: as long as the quality 
is good, users do not worry about cost 
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companies are inching closer to becoming product compa- 
nies. Wipro, for instance, started developing a set-top box al- 
most two years ago. The original idea was to design one for the 
top set-top box vendors like Scientific Atlanta or Pace Micro. 
But it transpired that a working prototype was necessary to 
grab the attention of customers. It used standard set-top box 
chips (CSI, Broadcom) and made a reference design around it. 
This set-top box is now being sold to the Korean company Tae 
Young, which will sell it to other vendors. 

The fifth floor of Wipros Koramangala office is full of these 
prototypes. It has a personal video recorder (PVR), a function 
that is going to be a feature of all set-top boxes in the future. It 
can record programmes for you like a VCR, but with more flexi- 
bility. You can watch a programme and record another simulta- 
neously. You can programme specific recordings and then go to 
sleep. It is already versatile enough, but set-top box developers 
are getting even more ambitious. There are algorithms being 
developed which can skip advertisements during a recording. 

Wipro assigned 20 people to this work for 18 months. The 
revenue from the product could be $200,000 in a year or two. 
This may be small beer for Wipro, but the embedded system 
business is all about a large number of projects. If the customer 
does not have manufacturing skills, 
Wipro can help: it is planning to have tie- 
ups with manufacturing units in Taiwan. 

Wipro will not finally sell set-top 
boxes because it sees itself as a services 
company. Ramesh Emani, chief execu- 
tive (embedded and access solutions), 
Wipro, says: "There is always a conflict 
when a service company starts selling 
products." It is also not easy to migrate 
from an IP-cum-services company to a 
product company. But product-engine- 
ering skills can have a spin-off effect on 
other companies in the Indian industry. 

Indian companies rarely sponsor re- 
search in universities. Yet research is fun- 
damental to developing products. The 
developer needs to understand the tech- 
nology trends and possibilities, often at a 
level that is beyond many developers. 
Overseas IT companies let the universi- 
ties do this research for them, while they 
concentrate on product development. 
The Indian Institute of Science (IISc) at 
Bangalore has many projects from over- 
seas companies, but Bangalore-based IT 
firms have so far stayed away. It is only 
now that Tata Elxsi has sponsored re- 
search and development on wireless 
LAN, a major thrust area for the com- 
pany. It has made a reference design, but 
there are issues few companies have 
been able to solve. For example, one 
problem is seamless switchover between 
networks. IISc is looking at this problem 
and other technology topics. 

Tata Elxsi has also sponsored work at 
IIT-Madras. TCS is planning to sponsor 
work at IISc and some other IITs. As a fu- 
ture vendor of embedded devices, TCS 
needs to do research. But is the Tata ex- 
ample the beginning of a trend? Or is it 
the exception? ‘x, 
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HAT does Texas Instruments 
(TD, a $8.4-billion semiconduc- 
tor giant, have to do with Fed- 
eral Technologies (Fedtec), a lit- 
tle-known $1.6-million Indian 
firm? Odd as it may sound, Fedtec and TI 
are helping sell more of each other's 
products. It's a symbiotic relationship, 
the likes of which are rarely seen in India. 
Outsourcing to India has helped 
multinational companies control their 
costs. We also know that some Indian 
companies have graduated from that 
and are undertaking complex R&D for 
technology companies abroad. But the 
relation between TI and Fedtec is differ- 
ent from all this. Let's understand how. 
Fedtec is an original design maker 
(ODM), that is, it creates reference de- 
signs for gadgets like digital set-top box- 
es. It is a bit like an architect drawing a 
plan for a house. Fedtec can take that de- 
sign to a Taiwanese contract manufac- 
turer or a consumer product company 
that sells the product under its own 
brand name. The products that Fedtec 
designs run on a chip — a digital signal 
processor (DSP) — manufactured by 
companies like TI. About 2 million set- 
top boxes based on Fedtecs designs 
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have been sold in Asia. 

Fedtec has 72 employees and earns 
its revenues from licence fees and roy- 
alty for its designs. While it has been able 
to enter South Korea and Taiwan on its 


own, the bigger European and American | 


markets are still out of bounds for it. 
Also, set-top boxes are a commodity. 
Fedtec is now eyeing the larger enter- 
tainment electronics business. But it will 


not be easy for a firm of Fedtec' size to | 


draw the attention of consumer elec- 
tronics giants like Philips or Sony. 


Fedtec’s chairman and CEO Rathan | 
Kumar says: “India is not known for its | 


product capabilities and we are a small 


unknown company. Clients sometimes | 


worry about intellectual property and 
copyright issues.” That is where TI enters 


the picture. While companies such as | 
Philips or Sony may not have heard of | 
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Fedtec, they certainly know TI, whose | 
chips go into the products they sendinto | 


the market. So, if Fedtec were to ap- 
proach clients together with TI, the cred- 
ibility issue would be taken care of. Last 
year, Rathan Kumar signed on for TI's 
DSP Third Party programme. 


At the moment, Fedtec is designing | 
two new products. The first is a home | 
server, a device that connects almost all | 


entertainment gadgets in a household 


help both make 





so thatallofthem can be operated with a 
single remote control. The second is a 
cordless digital video recorder. Both 
these products will run on TI's DSPs. TI is 
talking to several consumer electronics 
companies and if the design gets ac- 
cepted, the home server and the video 
recorder will hit the market in April and 
December, respectively. 

But why would TI need a minnow 
like Fedtec? For several reasons. For one, 
TI's customers are no longer interested 
in just purchasing a piece of silicon from 
it. they want to know how TT' chips can 
make their products dance or sing. "In 
other words, customers want solutions 
that include both hardware and soft- 
ware," says Sanjeev Mohapatra, man- 
ager (university programmes), TI. 

Products come alive because of ap- 
plications and functionalities that are 
made possible by software that runs on 
these chips — for example, mobile 
phones that can download video clips, 
home theatre systems with surround 
sound, washing machines with fuzzy 
logic. Software content in all kinds of 
electronic devices is on the rise, but soft- 
ware is not TI's strength. 

Earlier, TI could sell chips with basic 
software, like an operating system. The 
customer would then do its own R&D on 
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Fedtec's Rathan Kumar (L) and Tl's Roopa Venkatesh 
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that chip. Some of them still do. For ex- 


ample, Japan's NEC, which makes mo- 


bile phones, employs 800 software engi- 


neers to design applications. But there 
. are other customers who want TI to de- 
- sign these applications. TI India, how- 
ever, has only about 300 software engi- 
neers. Henceit makes sense to work with 
players like Fedtec. IDC estimates that 


the average percentage of software engi- 


neers in a typical project team is 75% to- 
day — up from 50% in the early 1990s. 

There are other pressures too. Rapid 
changes in features means high R&D in- 
-vestments in software and silicon devel- 
opment. Which is where TT's partnership 
with Fedtec comes useful. It is not a new 
concept. Microsoft and Intel have had 
this kind of a relationship for years, but 
in India, it is fairly new. 

What's fascinating part about the TI- 


Fedtec partnership is that TI does not | 


pay anything directly to Fedtec. "This is 
not a body shopping business, I do not 
supply engineers to TI," says Kumar. If 
the customer accepts Fedtec's designs, it 
pays Fedtec licence fees or royalty. TI 
makes money from the chips. They are 
independent. That is what makes it a 
truly symbiotic relationship. And there 
are other such examples. (See ‘Winning 
Partnerships). 

TI currently runs two third party pro- 
grammes in India. One is for its DSP 
business, which has 43 Indian compa- 
. nies out of a global network of 650 com- 
panies. The other is for OMAP a proces- 
sor that TI launched in early 2000 — 20 
of its89 OMAP third party developers are 
Indian companies. 

One company that has been around 
longer in India with such a programme 
is the $1.7-billion Analog Devices. It has 
been running similar third party pro- 

grammes with several Indian firms for 
over a decade now. Analog has a success- 
ful partnership going with Chennai- 
based Jasmin Infotech, which spe- 
cialises in digital audio technology. 
Audio is an emerging market for all sili- 
con makers and Analog is keen to corner 
a big market share there. Several of 
Analog's customers in the audio market 
have incorporated Jasmin’s technology. 
"So deep is our relation with Jasmin, that 
today their engineers tell us what kind of 
chips we should be making for the audio 
market," says Ashok Kamath, managing 
director, Analog Devices India. 

Another company that Analog De- 
vices works with is Bangalore-based Ac- 
cord Software and Systems. This relation 
is 10 years old now. Accord is a small, 
120-man outfit that specialises in navi- 
gation tools like GPS systems. At present, 
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itis developing a GPS solution on Ana- : 


log's DSPs for next generation automo- 


biles. “This is a long-term relationship | 
because any newtechnologyin automo- | 
biles goes through several years of test- | 
ing, as long as seven, before they come - 
into the market," says Kamath. Interest- | 
ingly, Jasmin (for audio) and Accord (for | 
GPS) are the only two companies in | 
these domains that Analog Devices | 


works with anywhere in the world. 


But the Accord-Analog Devices deal | 


is different from the TI-Fedtec relation. 


As royalty and licence fees from the GPS. 
solution Accord is developing may stil | 
be some way off, Accord is paid a fixed - 
sum every month to sustain its 15-man 
team that is working on the project. Plus, | 
unlike Fedtec, which had a customer | 
base before it became TI's partner, Ac- | 
cord has left all the marketing to Analog | 
Devices. Accord's managing director | 
J.M. Sundaresan says: "We are a small | 
company and do not have the time and | 
resources for travelling and meeting | 


customers. Analog has international of- 


fices; itis much easier for them to market ! 
products.” In this case, it is possible that _ 
if the solution goes to the market, the | 


customer, say an auto-maker, will di- 


rectly pay Analog who will then pay Ac- | 


cord alicensing or royalty fee. 
Whichever way it works, these exam- 


ples are great encouragement for those | 
Indian companies that want to make | 
money from licensing technology. Less | 
than 596 of India's $8-billion IT export - 
revenues comes from products. One of | 
the biggest reasons for that is that Indian 
companies are still not familiar with the | 
complex and expensive process of mar- _ 
keting their products. A typical product | 
company in the US can spend up toa | 
third of its revenues on sales and mar- | 
keting, while a typical Indian IT com- | 


pany will spend only 5-7%. 
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Marketing is just one of the stum- 
bling blocks for an Indian product eoms = 
pany. The other big problem is accessto 
capital, Products have long gestation pe- ^ — 
riods and venture capital inIndiaisstlb 
new, While both TI and Analog Devices __ 
have not directly invested inany ofthese 
third parties, though TI says itis looking 
for companies to invest in, they provide 
alot of cushion indirectly to their part 
ners, The first is by providing them with 
tools (software and hardware) needed to 
design products. Some of these can cost: 
up to $3000-4000 per workstation. Ana- 
log Devices has invested in a state-of 
the-art audio lab for Jasmin. "It has th 
latest technology,” says Kamath. E 

Second, the bigger partner also help 
the smaller one stay afloat by ope 
up other revenue streams for them 
example, TI has helped Fedtec licens 
software like codecs (a piece of softwar 
that helps in compressing and decom 
pressing images) to TI's customers. itis a 
revenue stream Fedtec did not have il 
last year. "Product revenues come in t 
ter a long time; these attachés provide 
the smaller companies some breathing 
space,” says Jithu Niruthambath, büsi- 
ness development manager, TL As mar- 
keting partners, TI also holds regular 
events for its third party developers, át- 
tended by several of its customers. 

Alot is riding on both Analog Devices 
and TI to make these partnerships wi 
IDC estimates that the embedded d 
vices industry exceeded $1 trillion i 
2000 (excluding PC and server : j 
ments), Which is why, when it is tir 
evaluate performance, people li 
Roopa Venkatesh, consultant * 
party business development) 
Niruthambath are not judged b 
many chips they have sold, but 
much business they brought for 
third party partners. 
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AFEEQUE Ahmad wears two 
hats, and that has got him doubly 
vexed. The chairman of the 
.Rs350-crore Farida Group, a 
e Chennai-headquartered leather 
|; export outfit, is also president ofthe Fed- 
- eration of Indian Export Organisations 
-—. «FIEO). And both roles require him to ac- 


art Avia chan 





eo tively manage the risks arising out of the 


-< swiftly changing Iraq situation. 
— .- As president of FIEO, Ahmad is en- 
. : couraging its members to meet more of- 
. ten to take stock of events in the Gulf, 


_ discuss their likely fallout on both the 


global and the Indian economy, swap 


experiences and so on. As head of 


Farida, Ahmad is trying to ensure that 
_ ^ his business does not suffer due to the 
heightened uncertainty in Iraq. It's not a 
_. €fisis, at least not just yet, but he is not 
taking any chances. Ahmad has started 
|". trimming overheads in his company to 


reduce the cost of production. He is 


|. pretty certain that if the war continues 


- - for too long, it'll bea “dog eat dog world" 
^ for exporters. "There will be pressure on 


ue prices. And I want to be ready for that.” 
* The weakening dollar. hasn't begun 
bothering him yet, but Ahmad and his 
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The Iraq war has led to even 
higher levels of volatility. How 
should India Inc. respond? - 


other exporter friends have started 
meeting at least twice a week; earlier, 
they met once a month. 

Ahmad is also ensuring that his buy- 
ers abroad dont get skittish. They are be- 
ginning to sound worried, though. So, in 
the last couple of weeks, Ahmad has 
despatched three executives to reassure 
buyers in the US and Europe. “We plan 
to send a few more over the next two 
weeks," he says. 

That's a preview of how some Indian 
business houses are dealing with Gulf 
War IL Sure, most of Corporate India still 
isnt much bothered. Anjan Roy, advisor 
(economic affairs) at the Federation of 
Indian Chambers of Commerce and In- 
dustry, says that till now, the war's im- 
pact on India has been limited. "Some 
ships that were carrying goods to Iraq 
under the food for oil programme 
haven't been able to berth at Um Quasr. 





Some businesses with direct dealings 
with Iraq have been affected. But by and 
large, it's business as usual," says he. 
Most of the senior executives we 
spoke to argue that it isn't necessary to 
prepare a long-term strategic response 
to deal with the Iraq crisis. Indian corpo- 
rates seem to believe in the theory of 
‘contained fallout’. Many of them find 
comfort in the fact that unlike during 
Operation. Desert Storm, today, the 
country's economy isin far better trim. 
Inflation is much lower today than in 
1991 and so are interest rates. The coun- 
try’s forex reserves are an abundant $70- 
billion- plus, exports are strong while in- 
dustrial growth is healthy. Moreover, 
given that India’s economy continues to 
be mostly linked to domestic variables, 
there is little reason to panic. A few ana- 
lysts say that Indian businessmen were 
far more on their toes during the Indo- 
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Pak stand off last year than they are to- 
day. Sanjiv Bajaj, who handles Bajaj Au- 
tos finances, says that he isn't too both- 
ered because the war should get over 
quickly. "We were looking at the Iran 
market seriously and those plans might 
be affected for a while. In any case, it 
doesn't mean a loss of current sales for 
us," he says coolly. Fellow auto honcho 
Jagdish Khattar of Maruti Udyog adds 
that the war in Iraq isn't taking up too 
much of his time. 


ET, this article is not only about the 

uncertainty surrounding the Iraq 

war. It is about the range of possible 
scenarios it has opened up and the need 
to manage risk in times that are ex- 
tremely volatile. 

After all, the ongoing Iraq engage- 
ment has made an already chancy world 
far chancier. It has shown how swiftly as- 
sumptions change, calculations go awry, 
events take unexpected turns and levels 
of uncertainty ramp up. George Bush 
and Donald Rumsfeld were convinced 
that the Iraqis would soon roll over and 
play dead. They did not. Instead, their 
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fierce resistance has taken the whole 
world by surprise. The Pentagons ‘Shock 
and Awe' tactic was meant to bring Iraq 
to its knees. Instead, it has made the 
Iraqi resolve even stronger. Hi-tech air- 
craft and precision bombs were expect- 
ed to win the day. Now, the coalition is 
bringing in more ground troops. Fiday- 
een were never factored into the coali- 
tion battle plan. These irregulars are 
causing havoc today. Civilian casualties 
were supposed to be minimal. They are 
mounting. Saddam Hussein should 
have been dead by now. Instead, Bush's 
bete noireis happily stomping over what 
was once Mesopotamia and Babylon. 

In a recent Time/ CNN poll, 55% of 
the respondents felt that the US admin- 
istration was "too optimistic in what it 
told the public would probably happen 
in the war in Iraq". And 4695 of those 
polled felt the war could last from four 
months to a year. Moreover, given the 
kind of reactions coming out of the Arab 
world, the spectre ofa larger Middle East 
conflict, unthinkable a fortnight ago, is 
not so any more. It is still not clear how 
much the war will cost — and who will 
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pick up the tab. 

Any of these imponder 
ables can impact the global 
economy. Hear Rajeev Gupta, 
executive vice-president, DSP 
Merrill Lynch: “Disruption 
caused by the war will not be 
long-lasting. The greater risk 
is the kind of long-term back 
lash it could have.” 

That perhaps explains why 
even those who feel that the 
Iraq conflict may not hurt us 
also hesitate to make too 
many predictions about the 
future. Ajit Ranade, chie! 
economist at ABN Amro Bank, 
believes, like many others, 
that Gulf War II will have little 
impact on India. But he also 
agrees that events are poised 
so delicately, it is impossible to 
predict what may come next. That's pre 
cisely the kind of uncertainty that busi- 
nesses have to combat. 

What makes the argument for ac 
tively managing risk even more com- 
pelling is that, regardless of the prevail- 
ing notion, the war is starting to impact 
some pockets of Indian business. 
5. Sriniwasan, vice-president and head 
of investment banking at Kotak Mahin- 
dra, says that deal-making has been af- 
fected: "With war, psychologically peo- 
ple start looking inwards" The 
hospitality, tourism, petroleum and 
petrochem and airline companies are 
also beginning to feel the heat now. 
According to Air-India commercial di- 
rector V.K. Varma the airline has seen a 
15% drop in carriage and 25% fall in for- 
ward bookings. The rest of India Inc. isn't 
necessarily insulated either. Says 
Deepak Parekh, chairman, HDFC: 
“There's a slowdown in business...the 
mood is negative. Everything has come 
to a standstill. Negotiations on forming 
joint ventures are getting delayed or 
postponed.” Remember, in a global 
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economy, shock waves travel through 
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millions of unexpected pathways. 

So how does a company mitigate fi- 
nancial and business risks in times such 
as these? 

A few members of India Inc. have a 
tactical response ready — send in the in- 
fantry and throw in some light artillery 
for good measure. This is exactly what 
exporters like Ahmad and hospitality 
companies like Indian Hotels are doing. 
Indian Hotels, which has taken a 1096 hit 
so far, is directing its tactical effort at 
putting a huge sales force in the field to 
drum up business. At the same time, its 
marketing foot soldiers will try to open a 
new front in markets such as China and 
Russia. The company acknowledges 
that this is just a short-term approach. 
But then the senior management does 
not believe that the war will last long. 

Lalit Vij, business leader for the in- 
surance and accounting vertical at BPO 
company exlService, says that there is 
some reduction in business travel from 
the West already. "There are definitely 

















some conservative companies that have | 


dissuaded people from coming.” Exl's 
solution is simple: get the sales and mar- 
keting team based abroad to move ag- 
gressively and pick up the slack. 


Of course, the ones who have been 
hit really hard are scrambling for cover. | 


The appreciating rupee had started wor- 
rying some exporters and also the RBI 
even before the war began. Now, in- 
creased remittances from expats in the 
Gulf who are not sure how the whole sit- 


uation will play out may further shore up | 


the rupee. “Guys (exporters) have be- 
come very proactive in managing risk. 


It's amazing," says Manish Thanawala, | 


director, Greenback Forex Services. 

And the others? IT companies 
haven't taken a knock — yet. “In such a 
volatile environment a wait-and-watch 
policy would be the best as so far, there 
has been no major negative impact on 
the Indian IT industry" says Kiran 


Karnik, president of Nasscom. "Indian | 


vendors who have entered into a multi- 
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Iraqi children sit in a car boot as 
families continue to flee Basra 
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year outsourcing relationship will not be 
affected, but those winning piecemeal 
projects should have their business con- 
tinuity and disaster recovery plans in 
place and highlight their global delivery 
models to their potential clients." 

Companies like TCS and i-flex Solu- 
tions have business continuity plans to 
deal with some of the risks that arise out 
of war. For instance, i-flex has a regular 
contingency plan and a centralised 
committee to deal with such situations. 

"The team has been in action for last 
several months, following the develop- 
ments closely. The contingency plan 
firstly ensures the safety of our person- 
nel and their families... it also ensures 
immediate travel in case the spectrum of 
war enlarges," says Makarand Padalkar, 
chief of staff, executive management of- 
fice and head (product marketing), 
i-flex Solutions. 

But managing risk is not merely 
about playing it safe. Volatility also 
brings new opportunities. "There can be 
openings for firms doing business along 
the lines of business continuity planning 
and in all kinds of security systems," says 
Arun Kumar, president and managing 
director, Hughes Software. 

Firms can either adopt a wait-and- 
watch attitude (a seemingly seductive 
thought, since the outlook is so foggy) or 
actively manage risk. "You have to live 
with volatility... managing that volatility 
becomes consequential. When you do 
trading, Iraq is just one type of volatility. 
Immediately the impact may not have 
been felt. But events like Iraq or Kashmir 
will go on, will impact trade... you have 
to manage," says R.K. Das, head of trea- 
sury, Adani Exports. 

Volatility is most easily viewed 
through financial indicators. That makes 
it somewhat simpler for CFOs and trea- 
sury managers to tame it, say, in the bond 
markets. “If a company needs to liqui- 
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THE PITCH CONDITIONS WERE ROUGH. 





IN THEIR CASE, HOWEVER, 
THEY MADE FOR A SMOOTH FINISH. 





We'd promised it wouldn't be easy. And sure 
enough, INS Think Print 2003 left quite a few 
master blasters stumped. 


As it were, the brief required you to launcha 
new brand of lipstick using the World Cup 
as a platform. 


Indeed, the wicket was slippery. Pitch 
conditions were far from perfect. To say nothing 
of mental pressure. But a handful 
of teams turned out to be in 
full form. 


Several sweeping cover drives, LP 
a few lofty sixers and the odd duck - 
later, the umpires have reached a verdict. 


And the guys who clean bowled their 
competition with their swashbuckling wrist 
action are: 


Mr. Ryan Frantz, McCann-Erickson (India) 
Ltd.-Chennai and Mr. P. K. Prasad, McCann- 
Erickson (India) Ltd.-Chennai, the Men of the 
Series who have won Gold along with a round 
trip to Cannes. 


Ms. Heetal Dattani, Ambiece 
D'arcy Advertising-Mumbai and 
Ms. Prachi Rashmi, Ambiece 
D'arcy Advertising-Mumbai, 
the first runners up who have 
won Silver and one lakh rupees 
in cash. 





Awards Sponsored by 
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Mr. Virendra Vilankar, 
Mudra Communications- 
Mumbai And Ms. Ambika 
Nehru, Mudra Communications- 
Mumbai, the second runners up who have 
won bronze and fifty thousand rupees in cosh. 


True to tradition, the | 






winners get to do their E. 
victory lap at the ABBY 


ABBY 
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date its treasury holdings of fixed income 
securities to make payments, it has to be 
very nimble and look for a good time to 
sell. Since the volatility is so high, there 
are always opportunities," says Bajaj. 

Nor should the pumped-up rupee 
and the dollar's new found vulnerability 
scare everybody with forex exposure. 
Youcan take the aggressive route and ac- 
tually bet on the rupee remaining stable 
or appreciating. This is what some ex- 
porters and importers are doing — the 
former are selling dollars forward and 
earning the premia (3-496) while the lat- 
ter are keeping their positions open. 

S.K. Joshi, executive director, corpo- 
rate treasury, BPCL, feels that compa- 
nies should plump for a play-safe strat- 
egy. "If a company has a large external 
exposure (payments falling due in the 
short-term) today, it is better to hedge 
and cover a part or all of it." At the mo- 
ment, the forward rate is around 3.596 on 
an annualised basis. Joshi says that firms 
can take this as a ‘cost of war’ that will al- 
low them to dampen the high volatility. 

You'd be surprised just how many 
ways you can slice and dice risk. What 
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looks like an outflow might 
actually be a smarter way of 
pushing down risk so much 
that it offsets any spike in 
costs. All the risks associated with a delay 
in a consignment can't be covered by in- 
surance — you have to think in terms of 
loss of business and goodwill. Under- 
standably, insurers are trying to get ex- 
porters to keep the value of a single ship- 
ment small and the risk distributed. 

“Whereas the size of a shipment in 
the auto components and garments 
business could be as high as $500,000, 
we are asking them to restrict it to 
around $200,000 dollars,” says Kamesh 
Goyal, COO, Bajaj Allianz General Insur- 
ance. “Customers should also try to 
make sure that not too many consign- 
ments are at a particular port in the Mid- 
dle East.” The region accounts for 10% of 
the country’s exports; however, a much 
larger volume flows to Europe through 
the Suez Canal. 

The classic diversification approach 
reduces risks without a proportionate 
increase in costs. “Any business has to 
look for new markets and spread its risk 
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when things become so un- 
certain,” says Nikhil Khattau, 
CEO of Sun F&C Mutual 
Fund. It could be with a mul- 
tiple-geography approach, like that 
adopted by TCS. The company has set 
up development centres across the 
globe — Canada, the UK, Uruguay, Hun- 
gary, Australia, Japan, China, India and 
the US. 

This may be the best possible time to 
build something enduring — goodwill. 
“This is an opportunity to help cus- 
tomers in things that are not clearly 
spelled out. Create present value for cus- 
tomers and you create future value for 
the company,” says Kumar. 

Of course, if you are a state-owned 
company, you might not even have com- 
plete freedom to cope with volatility. A 
senior Indian Oil executive says that the 
company still can't trade in crude futures 
as that could invite snooping by the 
Comptroller and Auditor General. But 
for most of India Inc., active risk man- 
agementis the only option today. E. 


(Additional reporting by Shweta Verma) 
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For Non-Finance Executives 





The ICFAI University has designed and developed the DBF Program for the benefit of non-finance executives, 
who are keen to get insights into basics of business finance and related areas. 








Duration : One year | 
Eligibility: Working Executives with a Bachelor's degree. 





For Details and Prospectus, please contact ICFAI University Study Centers at: 
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POLITICS | IRAQ WAR 


THE PAKISTAN 
PARADIGM 


ARATI R. JERATH 


N an unexpected admis- 

sion, last weekend prime 

minister Atal Bihari Vaj- 

payee confided to his 

NDA partners that it was 
not possible for the Indian 
government to take a tougher 
stand against the US on the 
Iraq War — as being de- 
manded — because of the 
Kashmir issue. The govern- 
ment had done the best it 
could under the circum- 
stances, he is believed to have 
said. It would not be in the 
country’s interest to say more 
than what has already been 
said on the US-led campaign, 
he added. 

Such candour from a 
prime minister is surprising, 
but it revealed two important 2 
strands in the government's 
thinking that explain the ap- 
parent flip-flop on a crisis 
threatening to rip apart established 
structures of the post-Second World War 
international order. One, the govern- 
mentis acutely aware and clearly uneasy 
that its refusal to damn the US as an ag- 
gressor does not mirror national senti- 
ment, which is increasingly critical of a 
military campaign smacking of super- 
power arrogance. There was an element 
of defensiveness in Vajpayee's remarks 
as he sought to dispel the notion that his 
government was "soft" on the US. 

Two, Kashmir, and, hence, Pakistan, 
remain the pivots of Indian diplomacy 
despite New Delhi's frequent protesta- 
tions against Washington's “hyphen- 
ated" South Asia policy. In explaining 
that his hands are tied, Vajpayee virtu- 
ally admitted his government's depen- 
dence on the US as the sole arbitrator in 
aunipolar world to rein in Pakistan, both 
on cross-border terrorism and on its 
claims to Kashmir. 

Thefact that the Pakistan factor is the 
most important paradigm in Indian for- 
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Indian prime minister Atal Bihari Vajpa 
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Why India is doing a 
flip-flop on its stance 
on the Iraq war 
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yee with US president George Bush 





eign policy decisions is evident in the | 


twists and turns of the government's Iraq 
policy. India’s position has gone from the 
measured to the shrill and back again to 
the soft over the past fortnight as Wash- 
ington first ruffled India’s feathers and 
then attempted to soothe them. Two de- 
velopments set India’s back up, sparking 
off a flurry of harsh statements directed 
at the US, quite unlike the initial cau- 
tious reaction. 

First, Washington announced the 
lifting of sanctions against Pakistan and 
the resumption of aid. This happened 
just before the military campaign in Iraq 
was launched, when the US was still 
hoping to secure the sanction of the UN 
Security Council of which Pakistan is a 
non-permanent member. 

Although New Delhi did not react 
immediately, Washington's next move 
sent waves of anger and shock through 
the political establishment. The day af- 
ter 24 Kashmiri pundits were massacred 
by terrorists in Nadimarg, the US, while 











condemning the attack, called on India 
to resume talks with Pakistan. As the po- 
litical implications of pursuing a per- 
ceived “soft line” towards the US against 
this backdrop dawned on the BJP lead- 
ership, the Cabinet Committee on Secu- 
rity (CCS) decided to change gears on 
Iraq. There was palpable resentment 
against the US at the meeting with seve- 
ral members saying India should not re- 
strain itself any longer and openly con- 
demn the US for attacking Iraq. They felt 
that although New Delhi had shown 
sensitivity towards US concerns, there 
was no reciprocity from Washington 
about India's worries on Pakistan's conti- 
nued support to cross-border terrorism. 

The outcome of the CCS meeting 
manifested itself in an unusual meeting 
between principal secretary Brajesh 
Mishra and US ambassador to India 
Robert Blackwill. Mishra is believed to 
have virtually served notice to the Amer- 
ican envoy that it would be difficult for 
India to continue its measured ap- 
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The official Telephone Directory with 
Indiacom Yellow Pages is always 
circulated to every household and 
business establishment with a 
telephone connection. Translated 
into statistics, it means a guaranteed 
circulation of lakhs, far higher than 
most leading dailies. In Pune for 
instance, it means a circulation of 
5,75,000 copies, the largest in print 
media to date.Try beating that! 


A comparison between the cost of 


Traditional print media is cursed 
with a short shelf life, of one day to a 
month. As against this, the Indiacom 
Yellow Pages have been blessed 
with a long shelf life of 365 days a 
year. Thanks to the fact that the 
Official Telephone Directory with 
Indiacom Yellow Pages always lies 
next to the telephone. 


No office hours. No sick leaves. No 
casuals either. There are simply no 
limitations to the number of hours 


Indiacom Yellow Pages 
$ Value-for-money advertising 
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ads in newspapers and in the 
Indiacom Yellow Pages reveal some 
startling facts. For example, whilst a 
100cc ad in the Pune Telephone 
Directory costs Rs. 8 lakhs over 365 
days, the same will cost anything in 
the region of Rs.3 crores and upwards 
in Pune's leading dailies. So also for 
other cities. A good display ad in the 
Indiacom Yellow Pages costs from 2 
paisetoa rupee per customer.If you 
haven't already fallen off your chair, 
here's more. 


Published at € Pune € Ahmedabad € Hyderabad € Vadodara . Yell V 


€ Gurgaon and 26 other cities 


Indiacom Yellow Pages can put in for 
you. It is committed to work 
365 x 24 x 7. How? Simple. The 
Indiacom Yellow Pages always lie 
next to the telephone. Which means 
a year-long exposure and 
opportunity-to-see for your target 
audience, whenever they are ready 
to buy.Like it is in Pune.Here, your ad 
is visible to 2,875,000 users over a 
year, which means top-of-the-mind 
recall.Anytime. Everytime. 


Indiacom comes with the promise of 
results, very few Yellow Pages can 
match. After all,Indiacom is a veteran 
with 15 years in 31commercially 
important cities across India.It has to 
its credit 15 million copies in 215 
editions. An experience that has 
helped Indiacom put its fingers on 
the market pulse and come out with 
innovative products like Business 
User's Guide, Home Pages, Hello Goa, 
Email Pages, Constro Pages, etc. In 
Pune, Indiacom has been publishing 
the Official Telephone Directory with 


At just 2 paise per customer, 
you simply cannot find a better 
advertising medium. 


Yellow Pages for the last 11 years.And 
that's not all. 


ACC, Asian Paints, Blue Star, Thermax, 
Voltas, Kirloskar Brothers, Dynamic 
Logistics, Indian Oil..the who's who 
of the industry are hard core patrons 
of the Indiacom Yellow Pages. Thanks 
to the response they have received 
year in, year out. You too could repeat 
their success story. Act now! 


For a glimpse of the yellow magic, call: € Pune - 020- 610 6161 € Ahmedabad - 079-642 5000 € Hyderabad - 040- 2790 1674 
€ Vadodara- 0265 - 233 1331 @ Gurgaon - 0124-505 1942 .Or e-mail at marketing@indiacom.co.in 
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POLITICS | IRAQ WAR 


DIGVIJAY SINGH 


‘We Said The War 
Is Unjustified’ 


Digvijay Singh is minister of state for external affairs. 





ll There is a perception that the government's stand on 
the Iraq War does not reflect the national mood, which 
is against the US campaign. The government is being 
accused of being too soft on the US. Please comment. 

I don't think this is correct. The government has taken a posi- 


have refused to condemn it or the US for attacking Iraq. 


Why this dichotomy? 

India has never formally condemned any military action, 
whether it was Hungary, Czechoslovakia, Afghanistan (in 
2001) or now Iraq. It is not in the tradition of Indian foreign 
policy to use the word ‘condemn’. We prefer to use other words 
to convey our feelings and this is what we have done this time 
as well. We have said the war is “unjustified”. 


il Why did the all-party meeting fail to reach a consen- 
sus and pass a resolution then? 


There was no disagreement over the basic principle. The en- 


tion of being opposed to the war. It is a principled stand that 


we have taken and I think it adequately reflects the mood in 


the country. 


ll You were among the first to oppose the war and were 


criticised for it. Has the gov- 
ernment now come around 
to your point of view then? 
Itis not I alone. I think everyone 
in the government is saying it. 
Whatever decision we have 
taken is a collective one. After 
all, government is government. 
There is no question of an indi- 
vidual stand. 


E You say the government is 
opposed to the war. Yet, you 


proach on the Iraq War after 
Washington's ill-timed advice 
for an Indo-Pak dialogue. £4 
Deputy prime minister L.K. Ad- 

vani also met Blackwill the same day. Be- 
ing a senior government minister, he 
could not be as forthright as Mishra was, 
however he, too, conveyed the govern- 
ments strong feelings. 

Simultaneously, the Foreign Office 
issued its strongest statement to date on 
the Iraq War. “The global war against ter- 
rorism can only be won when it is pur- 
sued without double standards," it said. 
"Terrorism can be eradicated wherever 
it exists without being influenced by 
short-term and other political consider- 
ations. The combat against terrorism is 
ill-served ifthreats in some cases are met 
with military means and in others with 
calls for restraint and dialogue." The 
statement carefully avoided mentioning 
the US by name, it was clear where the 
governments finger was pointed. 

The Indian reaction sparked off a 
flurry of diplomatic activity in Washing- 
ton and the US subsequently tried to 


tire country is against this war. There were differences only 
over the use of the word 'condemn. Let me remind you that 
even countries like France, Germany and Russia, which have 
been so critical ofthe US, have not used the word ‘condemn’ 
so far. So what are we quibbling about? 


lll Has the lifting of sanctions against Pakistan and the 


US advice to resume talks with Islamabad influenced 
your thinking on Iraq? 
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make amends with a joint statement 
from secretary of state Colin Powell and 
British foreign secretary Jack Straw, is- 
suedon the sidelines ofthe US-UK Sum- 
mit meeting at Camp David. The state- 
ment was a rap on the knuckles for 
Pakistan, which was asked to respect the 
Line of Control and stop infiltration. 
But, a residue of anger remains and 
though the Foreign Office has gone back 
to its carefully-worded statements, the 
political leadership continues to snipe at 
the US. External affairs minister Yash- 
want Sinha was unusually blunt in an in- 
terview to the BBC a few days ago. He 
said: "The advice to India to resume dia- 
logue with Pakistan is as misplaced as us 
asking them (US) to open dialogue with 
Osama bin Laden or Saddam Hussein." 
The pique may take time to subside 
however Vajpayee's defensive justifica- 
tion for his government's stand on the 
Iraq War to his NDA partners shows he is 


We have already made our position on the Indo-Pakistan dia- 


logue clear to the US. There is 
no question of resuming talks 
until cross-border terrorism 
stops. As for the sanctions, it is 
for the US to decide these 
things. We are also surprised 
that the US did it. Pakistan is the 
one country which is support- 
ing terrorism. Those who mas- 
terminded the 11 September at- 
tack in New York have been 
caught in Pakistan. The US will 
have to consider these things. Bi 


again walking the tightrope be- 
tween hawkish domestic opin- 
ion and the harsh realities of 
post-Cold War power equations. 
With four crucial assembly elections 
coming up later this year and a parlia- 
mentary poll due next year, the govern- 
ment cannot afford to be seen as being 
out of sync with the national mood. 
While domestic opinion may not neces- 
sarily be pro-Iraq, most Indians harbour 
a deep resentment against the US for al- 
lying with Pakistan in the war against 
terrorism. 

At the same time, the international 
compulsions Vajpayee spelt out at the 
last all-party meeting on Iraq remain. He 
said that India's attention remained on 
its immediate neighbourhood and nei- 
ther internal debate nor external action 
should change this. He also pointed out 
that the Iraq War had divided the world 
with several Arab countries offering 
their territory to the US to station troops, 
set up air bases and fire missiles. Clearly, 
the Centre feels India should not be iso- 
lated as a lone voice in the wilderness. $ 
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Who has taken over as chairman of the US Securities and Exchange Commission in place of eos Pitt? 
(a) William Donaldson (b) Charles dioi (c) Ted Stevens (d) Richard E 








| 2| Which famous actress and model has founded a company called Ree! Life nn | 
| (a) Preity Zinta (b) Raveena Tandon (c) Zeenat Aman (d) Sushmita Sen : 















| à. Which management guru is the author of the book stewardship? ] 
(a) Peter Block (b) Charles Handy (c) Peter Drucker (d) C.K. Prahalad 1 


| 4. The Bronfman family is associated with which company? : 
| (a) Plon (b) Dassault (c) DeBeers (d) Exxon 


| 5. Which jail institution was formed in Mun 1921 BH the merger of the Bank of PIT the Bank of q 
Bombay and the Bank of Madras? 


(a) Centurion Bank T Central Bank ofIndia (c) M aim BankofIndia (d) Bank of Madura 
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6. Skoda Auto, which sells the nns car in India, is the DEM of which auto major? 

| (a) E d General Motors (c) Ford Motor (d) DiamlerChrysler 
4. Who invented the integrated circuit microchip along with Robert col 

: (a) Gordon Moore bs nany Grove (c) Jack nl (d) Vinod Dham 
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B. Which company has entered the skincare services business with the Kaya Skin Care clinic in Mumbai? | 1 
| i» e Consumer Products — (b) Hindustan Lever (c) Marico (d) Procter & Gamble 


9.' This US filmmaker protested against the Iraq War while accepting an Oscar award for his anti-gun x z ; d ? 
documentary Bowling for Columbine. CO 


(a) cdi Spielberg (b) Roman Polanski (c) Brian de Palma (d) Michael Moore 
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Answers to AMITY BIZQUIZ # 80 


Continental AG of Germany has entered into a technical collaboration with which i 
wheeler tyres? Metro Tyres 

Which Indian bank recently co-branded itself with the music of the film Saathiya? IDBI 

Who is the author of the book Odyssey: Pepsi to Apple? John Sculley 

You would associate H.F. Khorakiwala with which company? Wockhardt 

Which business publication was started in 1888 with the slogan ‘Without fear, without favour’? Financial Times 


2. 
3. 
å, 
5. 
6. In which city is the Infosys Leadership Institute located? Mysore 
7. 
8. 
9. 


ndian company for the manufacture of two- 


somit, 


* 







Pick the wrong combination of company and country. Ricoh-US 
Who is the promoter of fast food outlets like Just Around the Corner and Dosa Diner? Sanjay Narang 
lary of which pharmaceutical company? Dr. Reddy's Laboratories 


Drug discovery company Aurigene is a 10096 subsid 
h, BSNL 


10. This telecom company has become the No.5 cellular phone company in India just four months after its launc 


Winners of AMITY BIZQUIZ # 79 


1. Jayshankar V. G. Palakkad 2. Suhas Ghanekar, Mumbai 3. Rajat Ranjan, Delhi 4. Ananth Narayan, Bangalore 5. Pandurang N., Hyderabad 
&. Seema, Delhi 7, Aeshna Sood, Chandigarh 8. Varun Singla, Kharagpur 9. Rishi Pahuja, Lucknow 10. K. Shobha Rant, Hanamkonda 
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RELIANCE INFOCOMM 





ANUP JAYARAM 


HE Reliance Infocomm juggernaut 
has hit an unexpected rough 
stretch. On 28 March, a company 
spokesman said that Reliance will 
begin offering commercial ser- 
vices only from 1 May instead of 1 April. 
Has the GSM coalition managed to 
stem the Reliance march? Not really. The 
problem appears to be cropping up 
from an unexpected quarter — fellow 
basic line operator Bharat Sanchar 
Nigam (BSNL), which is taking its own 
time in giving the interconnection to the 
Reliance network. As things stand, it is 
pretty difficult to connect to a Reliance 
IndiaMobile number from a fixed line. 
So, even as Reliance is advertising heav- 
ily, a simple word-of-mouth campaign 


by users is generating bad publicity for | 


the company. The campaign is not un- 
founded. While launching, Reliance had 
promised services in 693 short-distance 
charging areas (SDCAs) across the coun- 











RELIANCE’S 
DISCONNECT 


try (an SDCA is equivalent to a taluk). 

But it has been unable to provide 
these services simply because it does not 
have interconnection in place. Given 
that over 85% of the telecom subscribers 
in India are with BSNL, interconnection 
is absolutely critical for Reliance. 

Till now, Reliance has interconnect 
with BSNL in only 51 SDCAs. In the 
northern region, it has interconnection 
in only 22 SDCAs out of the 126 it 
wanted. Effectively, this means that Re- 


liance has coverage in only 10 key cities | 


in the north. Allegations abound that 
since BSNL’ cellular service, CellOne, is 
getting a huge number of subscribers, it 
is delaying interconnection with Re- 
liance. CellOne has notched up close to 
2.3 million subscribers in five months. 


But BSNL officials deny it. Says BSNL | 
director 


chairman and managing 
Prithipal Singh: “It is easy to blame oth- 
ers. They want interconnection in over 
600 places. Work is going on smoothly. 
Such things do not happen in a day.” In 








The interconnect issue is slowing down 


IndiaMobile's ambitious plans 
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Delhi, for example, Reliance does not 
have international long-distance con- 
nectivity. So forget about calling over- 
seas from a Reliance phone till that hap- 
pens. But local connectivity is in place. 

BSNL did what Reliance had 
planned to do — target areas that did not 
have cellular connectivity earlier. Thus, 
Reliance has lost the first-mover advan- 
tage in these areas. Will people switch 
over to Reliance once it starts services? 
Especially since BSNL can easily match 
the rates offered by Reliance. Secondly, 
CellOne offers mobility, which Reliance 
is still not in a position to offer. 

BSNL is not the only hurdle Reliance 
will have to cross. Many among the 
7,000-odd Dhirubhai Ambani Entrepre- 
neurs (DAE) that Reliance had signed on 
are up in arms. In Kerala, the DAEs have 
formed an association demanding the 
Rs 10,000 deposit paid by them be re- 
turned. The agitation has now spread to 
Karnataka and Andhra Pradesh. To con- 
trol the groundswell of protest, Reliance 
has returned the deposit of Rs 10,000 
paid by those DAEs who have provided 
less than 10 connections till now. And it 
is revising the DAE scheme. 

The other problem with Reliance is 
that most of what it has promised is sim- 
ply not available. Take free SMS. But 
then one cannot send an SMS from a Re- 
liance phone to a GSM-based cellular 
phone. Also, it is almost impossible to 
download anything from the Internet as 
the handset battery heats up. And there 
is no way to contact customer care as no 
numbers are advertised. 

The industry has now begun ques- 
tioning whether Reliance has 1 million 
subscribers or not. When Reliance 
started operations, BPL Mobile and Or- 
ange in Mumbai started tracking calls to 
their networks. BPL Mobile logged in 
65,000 unique numbers while Orange 
logged 70,000 numbers — a fact that 
caused them some concern. Then the 


m penny dropped: different numbers ap- 


pear when a Mumbai subscriber calls 
from another SDCA. Says a BPL 
Mobile source: "Many of these 
could be the same subscriber 

calling from another SDCA." 
For now, the most effi- 
cient Indian company 
seems to be stuck. It remains 
to be seen how quickly Re- 
liance's IndiaMobile gets its 
act together. For, each day of 
delay could cost Reliance 
dear in the long run. e 
(Additional reporting by 
Radhika Dhawan) 
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Arun Shourie and Pradip Baijal are al- 
most inseparable. Till the end of January, 
they were minister and secretary, respec- 
tively, in the disinvestment ministry. Un- 
til Baijal retired from government service. 
Now, the two are together again. Shourie, 
who retains the disinvestment portfolio, 
is the minister for communications and 
information technology. And Baijal is the 
new chairman of the Telecom Regulatory 
Authority of India (Trai). Two days after 
he took charge, Businessworld's Anup Ja- 
yaram and Anjuli Bhargava spent an 
hour with Baijal talking about Trai’s role 
and his agenda. Excerpts. 


ll How does it feel to move 
from one hot seat to 
another? 

We have no choice about 
the seats we get. The govern- 
ment has sent me from one 
position to another. I under- 
stand that the issues here are 
limited and not as complex as 
in disinvestment. There, be- 
fore you privatised a com- 
pany, you had to take 100 
steps. Each of those 100 steps 
had one or two alternatives. 
You had to take decisions as 
you went along and get them 
ratified by the Committee of 
Secretaries and the Cabinet 
Committee on Disinvestment 
(CCD). Only then did you go to 
Cabinet. You had to take on a 
lot of responsibility on your- 
self when you took one route 
and not another. The issue is 
not that complex in telecom 
because the number of play- 
ers are limited. M 
li What are the issues that 
need to be tackled immed- 
iately given that the tele- 
com sector is in a mess? 


PRADIP BAIJAL 


NESS | INTERVIEW —— 
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Let me first of all state that the sector 
is not in a mess. Look at international 
long-distance (ILD). Before Videsh San- 
char Nigam (VSNL) was privatised, the 
tariffs used to be very high. Now the tar- 
iffs are one-fourth (of what they were). 
You are still getting your calls through. It 
has responded to the needs of the con- 
sumer. The competition in ILD brought 
about by the government has provided a 
lot of relief to the consumer. It has en- 
sured that there will be huge growth in 
traffic. In national long-distance (NLD), 
the same has happened. Even today 
NLD subsidises local calls. Since you 
have separated all the sectors, each one 




































F 


"ur 








<i CD € wo Ps a aeo PONI CIAO eee E ren 





of them needs to be self-sustaining. 
Earlier, it (telecom) was a vertically 
integrated sector where all the opera- 
tions were managed by the public sector. 
Now you have different players in each 
of the sectors. Among the issues that we 
have to sort out is connectivity. If you 
want the benefits of competition, then 
you have to lay down clear guidelines on 
connectivity, revenue sharing and inter- 
connection user charges. There are 
more issues, but the sector is in a much 
better shape. All this puts a huge respon- 
sibility on the regulator and the govern- 
ment. You are perceiving that the sector 
is in a mess because some issues have 
not been sorted out. The regu- 
lator has been trying. My job 
will be to try and expedite it. 


ll The two areas where 
there is a lot of conflict 
are interconnection and 
the entry of limited 
mobility. How do you plan 
to tackle these issues? 

As far as interconnection 
is concerned, it is not an im- 
possible issue. It happened 
because you allowed compe- 
tition, because you allowed 
multiple operators. Then, 
naturally, interconnection be- 
came a big issue. It came up 
because we have broken up 
the circles to introduce more 
players. If there are four ISD, 
four STD and four local loop 
players, then how many per- 
mutations and combinations 
are possible? Therefore, the is- 
sue has come up and we will 
sortitout. Forsometime there 
may be some interconnect 
problems. 

WLL is a difficult issue. It's 
said that in last-mile connec- 
tivity you can use WLL. What 
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INTERVIEW 


does that mean? When you come to my 
house, instead of bringing a wire, you 
use radio. Subsequently, the technology 
became such that this limited area be- 
came a very large area. WLL technology 
became almost cellular technology. And 
so, itis an issue. You need to look at tech- 
nology issues also. So currently we are 
examining the pros and cons of every- 
thing. However, the issue is not before 
Trai but with TDSAT (Telecom Disputes 
Settlement and Appellate Tribunal) and 
the Supreme Court asit was filed as a dis- 
pute between licensor and licensee or 
between two licences. 


Bi In limited mobility, who do you 
think goofed up — Trai or the 
government? 

No, I don't think any- 
one goofed up. Its a 
moving technology. In 
moving technology, all 
the parameters change, 
all the definitions 
change. Let me go back. 
Who goofed up in licens- 
ing? When you took a li- 
cence fee, did anyone 
goof up. No. Even the 
service providers com- 
mitted a huge licence 
fee, which they found 
they could not pay. So 
the government had two 
choices. Either the gov- 
ernment should have 
said pay the licence fees. 


| 





| 
| 





GG 

lam not a 
regulator of 
the US style. 


from licence to revenue share. The rev- 
enue share was reduced because the 
WLL came up. What are the parameters 
of the dispute? One has to look closely 
and find a solution. I don't think there is 
a problem in finding a solution. If you 
have to find a solution, then you should 
not keep asking who has goofed up. 
That's irrelevant. 

Maybe the licensees goofed up, 
maybe technology, maybe Trai goofed 
up. I do not know. 


ll Do you see India moving on to a 
convergent licence? 

I have seen the Convergence Bill and 
the comments of the parliamentary 
committee on the Bill. The parliamen- 
tary committee says that the time is not 
right. More things need 
to be done before con- 
vergence can be intro- 
duced. One has to study 
this further. 


W Cellular operators 
feel they are wronged, 
limited mobility 
players want mobility 
and you are stuck in 
between... 

Let's come to the mo- 
bility issue. At the time 
when the fourth opera- 
tor came in, everyone 
knew of limited mobility. 
So, did the fourth opera- 
tor consider this in his 


The sector would have But whether entry fee? At present I am 
been doomed. So the the style is not very clear. But these 
government came out ^ issues have to be sorted 
with a very progressive right or out. That's why the gov- 


intervention and you 
change licence fees to 
revenue share. When the 
WLL issue came, the rev- 
enue share was reduced. Now all these 
issues will be examined. But you cant 
say that I have taken a licence on such 
and such date, technology change 
notwithstanding, I will stick firm. So who 
gets more of the blame? Why apportion 
blame. A new technology is coming and 
there are new problems. Trai, TDSAT, the 
Supreme Court and the government are 
trying to sort that out. Was it the govern- 
ment' fault that the proposed licensees 
agreed to pay such a huge amount? 


WE When you changed, why did you 
change? 

We changed because the govern- 
ment had two options. Either do recov- 
eries from bankrupt people. Or, see the 
sector grow. So the government shifted 


wrong, only 
time will tel 


ernment has appointed 
regulators. If there are no 
issues, then there is no 
need for a regulatory 
structure. You can simply wind up the 
regulator's office. 


ll Do you really think that the 
regulator is toothless? 

[am not very clear on this subject be- 
cause I am new. But I am aware that in 
the United Kingdom, the regulator re- 
ports to the minister. And the regulator 
does not issue any final order. The min- 
ister issues it. In the US system of regula- 
tion, the regulator is independent. Now 
let us look at our system of regulation. 
What is the regulatory structure? Para 1 
of the order says the regulator will make 
recommendations on one, two, three (is- 
sues). Para 2 says the regulator will fi- 
nalise one, two, three (issues). In the 
world there are two regulatory struc- 





tures —one of the UK, the other is of the 
US. I, as a regulator, cannot say that I do 
not have powers. I am not a regulator of 
the US style. But whether that style is 
right or wrong, only time will tell. In both 
these countries, the regulators have 
been around for a long time. The Indian 
structure is a balance between these two 
systems. There is a rationale for that. Ul- 
timately, the polity or the media or the 
people do not blame the regulator. They 
blame the government. 

So I don't think that we can have a 
structure where the blame is taken by 
the minister and the regulator has all the 
powers. And vice-versa. If the ministry 
has to decide everything, then why have 
a regulator at all? 


ll Has the setting up of the TDSAT 
in a way weakened the Trai? 

The orders of the Central Electricity 
Regulatory Commission (CERC) can be 
appealed against in the high court. The 
orders of the high court go to the 
Supreme Court. In the telecom sector, 
instead of going to the high court, you 
said there will be a TDSAT. Then you can 
go to the Supreme Court. It is not as ifthe 
interference with the telecom regulator 
is excessive. Perhaps the government 
was right in feeling that the telecom reg- 
ulatory structure will lead to a lot of liti- 
gation. The government had the vision 
and the understanding that at some 
point of time there will be a lot of litiga- 
tion, which had to be sorted out. 


E Then how does it work in the US? 

The US is a highly litigant society. 
When we did (privatise) Balco, there 
were 20-30 petitions in the high court, 
Supreme Court (SC), etc. It was joined 
into a single petition at the SC level. 
Then, fortunately for us, the SC issued 
an order, which was unanimous. $0 à 
case lock came in. If there are disputes 
and very large disputes, then, a case lock 
will come in. 


lll Do you see the recent order on 
allowing telecom companies to buy 
licences as the first step forward in 
clearing up the sector? 

I have only read the newspaper re- 
ports. So I don't know enough. All over 
the world, when sectors are opened up, 
multiple players come in. Gradually, 
those players reduce and finally there 
are 3-4 players. The only thing that you 
have to ensure is that it does not come to 
one player. Then you will move from a 
public monopoly to a private monopoly. 
That is very dangerous. So you have to 
allow some mergers and acquisitions. E 
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VANITA KOHLI 


HE next time you walk into a Pizza 

Hut or a Café Coffee Day outlet, 

just check where the music is com- 

ing from. In all probability, a huge 

cylinder with a screen on it is belt- 
ing out Norah Jones’ ‘Shoot the moon. It 
could have Levi's or Timex or Airtel 
scrawled across and between two songs, 
it plays ads for local coaching classes or 
travel agencies. 

Welcome to the world of QJam, a dig- 
ital jukebox. Real Image Media Tech- 
nologies, the Rs 31-crore Chennai-based 
company that invented QJam, has al- 
ready placed 100 of these boxes in fast 
food outlets across India in the last nine 
months. But the company is not satis- 
fied with that. By the end of 2003, 41- 
year-old Viju Thomas, the CEO of the 
company, reckons that there will be 500 
QJam boxes in all sorts of retail outlets in 
India. That is when he expects big na- 
tional advertisers to pay serious money 
for being on a QJam box. The boxis all set 
to play out in the Middle East and Real 
Image has also applied for a patent in the 
US. “In the next two years, QJam and 
digital cinema will form 5096 of our 
(Rs 100-crore) revenues," says Thomas. 

The temptation to dismiss QJam as 
just another of those technologies that 
keep hitting the entertainment space is 
strong. So is the exhaustion with the 
words 'digital cinema. So why are we 
writing this story? It is because Real Im- 
age is not a regular start-up company. 
Nor are its founders Arun Veerappan (69, 
son of the founder of AVM, South India's 
oldest film company), Senthil Kumar 
(39, Veerappans son), Jayendra Pancha- 
pakesan (44, an ad filmmaker) and PC. 
Sreeram (46, a filmmaker). (Kumar, 
Thomas and Panchapakesan look after 
the day-to-day functioning.) In 1995, 
they brought DTS Sound to India for the 
very first time. Within eight years, they 
had installed DTS systems in about 800 
theatres. Today, DTS is the standard in 
digital surround sound the world over. 
Compare that to Dolby’s 120 theatres in 
India, and what Real Image has achieved 
will become clear. 

Now add the other Real Image prod- 
ucts irrespective of whether they are 
original or licensed. Avid is a digital non- 
linear editing software, Orad is a televi- 
sion software that helps create virtual 
sets, and a few other audio and video 
software products. The company also 


(L to R) Kumar, Thomas and 


Panchapakesan were the first to bring 
DTS Sound to India 
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has Media Artists, a digital audio post- 
production studio, and JS Films, an ad 
film production arm. Most of these were 


separate businesses that each of the | 


founders had set up in 1986. They came 
together as a company only in 2000. So 
what you have now is a Rs 31-crore com- 
pany that can record, process and touch 
up any sound, TV show, film or any en- 
tertainment or information software for 


you. And it has been growing at 30% over | 


the last two years. 





That is the reason why Kotak Mahin- 
dra Venture Capital Fund did not laugh it 
out of its doors when the trio wanted to 
raise money to seed the market with 
QJam boxes. Instead, in 2001, it paid 
Rs 5.6 crore for a 20% stake in the (then) 
Rs 18-crore company. That puts a value 
of Rs 28 crore on this little company from 
Chennai. However, if “QJam was just a 
concept then,” as Panchapakesan puts 
it, why did Kotak Mahindra invest? Why 
is it exciting as a product? Mainly be- 


The Rs 31-crore Real Image wants to change 
the entertainment scene in India 
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QJamming: Touch the right icon on the screen and listen to the song of your choice 





cause unlike all other products from 
Real Image, it talks to a larger and more 
lucrative market. So the potential to 
scale up and make money on this one is 
far greater than in the software products 
where Real Image already leads in the 
segments it operates in. 

Just take a look at it. QJam, which 
took two years to develop, is easier to use 
compared to regular jukeboxes (which 
are rare in India anyway). All you have to 
do is buy a coupon for Rs 5 and play a 
song of your choice by touching the right 
icons on the screen. The hard disk of the 
jukebox has about 500-600 songs which 
are licensed from music companies and 
then loaded onto the QJam. (It can store 
5,000 songs.) These songs play randomly 
when there are no requests. 

Every day the outlet has to dial onto a 
central server in Chennai to download 
the latest songs. Older songs or those 
that are not played often enough are au- 
tomatically deleted by the system. Over 
a period of time, it also figures out usage, 
song popularity and uploads accord- 


ingly. For example, data shows that | 


Chandigarh, Mangalore and Pune have 
the highest usage — about 195 songs a 
day requested and paid for by users, 
against an average of 85-100 in other 
cities. That means you need a larger 
number of songs on the hard disk in 
these markets. 

From an advertiser's point of view, 
QJam is a mix of what consultants would 
call ‘radio and out-of-home’ media, a 
market that grossed revenues of $48 bil- 
lion in 2000 globally. In India, advertisers 








spent roughly Rs 600 crore on radio and | 


out-of-home media. Even a sliver of that 
market scales up Real Image's business 
far more than any other product it has. 
Currently, the company averages Rs 
15,000 per box. But Thomas thinks that 
the potential is about Rs 30,000 in rev- 
enues per outlet. This could come from 
licensing fees, local advertising and bulk 
deals like its 40-box deal with Timex. 

Add to that the geographical spread 
across South-east Asia and the Middle 
East that the company's immediate 
plans envisage. Panchapakesan says 
that Real Image has already appointed a 
franchisee in Dubai. A rollout in Qatar, 
where a demo box has already been in- 
stalled, is imminent. Komlas, a Singa- 
pore-based chain of fast food outlets 
with a presence across five South-east 
Asian and Middle-East markets, has 
signed on for two jukeboxes for its Chen- 
nai outlets. It is now waiting impatiently 
for Real Image to set up shop in Singa- 
pore. Thomas reckons that QJam will hit 
cash break-even in three months. 

If Real Image's race to 500 QJams by 
end-2003 is brisk, its progress on digital 
cinema seems slower. When it gets com- 
pleted in July this year, filmmaker and 
Real Image co-founder Sreeram's 
Vaanam Vasappadum (Tamil) will be- 
come the first full-length digital film to 
be made in India. It is being shot digitally 
and being processed by Qube Cinema, a 
digital server that Real Image is develop- 
ing. It will be edited using Avid and 
Digidesign — products that the com- 
pany is licensed to sell in India. But can 








the film be projected digitally? Convinc- 
ing filmmakers to shoot digitally is far 
easier than getting theatre owners to 
convert to digital projection. It takes 
roughly Rs 35 lakh-40 lakh per theatre. 
The theatre benefits (just like with DTS) 
with better picture quality and no deteri- 
oration in pictures. Plus, there's the flexi- 
bility to have as many copies of the film 
as needed. It also kills piracy since the 
film will be screened from encrypted 
DVDs (at least initially) that cannot be 
played for more than a certain number 
of times. These could also be water- 
marked to show the place and time if a 
pirate is shooting the film off the screen. 
Kumar reckons that film distributors 
could save the Rs 60,000-75,000 it takes 
per print. Taking an average of 300 prints 
per film released, that knocks the cost of 
copies alone by Rs 1.8 crore-2.25 crore. 

However, it is theatre owners and 
production companies who have to in- 
vest the money that distributors save 
immediately. It is this conflict of interest 
and a squabble over who will invest that 
has kept digital cinema from taking off 
world over. The high cost is also a factor 
that works against it. How will Real Im- 
age surmount that? "Just like DTS, we 
will have to seed 20-30 theatres," says 
Kumar. That will require huge sums of 
money, which Real is planning to raise 
either through venture funding or 
through a joint venture. 

If it seems like they should be wor- 
ried about spending money seeding In- 
dian theatres with a technology that has 
not taken off in the rest ofthe world, they 
are not. Thomas and his directors insist 
that a lot of theatre owners are inter- 
ested. They have been walking in to ask 
about digital cinema. The big advantage 
with India, points out Kumar, is that 
most of the capacity of 12,000 screens is 
old. About half of these, which are per- 
manent, are totally run down and look- 
ing to upgrade. For them, it would make 
far more sense to put the money in digi- 
tal technology. And the new ones, like 
the 1,000-odd multiplex screens that will 
be added in the next few years, are start- 
ing from a clean slate. 

Again it would make sense for them 
to go digital, reckons Kumar. Sounds 
good, but remember that worldwide, the 
technology has faced a lot of hiccups for 
years now. It may be along time before 
you can walk into a theatre and see a film 
that has been created using Real Image's 
products and is being shown in a digi- 
tally-equipped theatre. Till then, listen 
on to the sound of money from QJam 
and everything else that these digitally- 
obsessed men come up with. LS 
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MALA BHARGAVA 


BROADBAND IS HOT 


OW welcome broadband access would have been | costs are rather high at Rs 30,000, though it is paid over a 
in the days of the Internet frenzy! But back then it | couple of months. You also pay Rs 1,000 as a monthly 
was a bit of a pipe dream. Of late though, broad- | charge and separately for downloads. 
band has become available to Indian homes. Broadband also comes to you at high speeds from a 
Companies offering broadband access have cut | satellite dish that sits on your terrace, thanks to Hughes. The 
prices and it has become affordable for some. But the big- | equipment would cost Rs 25,000 and there's a monthly fee 
ger challenge will be finding enough people who under- | of Rs 1,000 and extra for downloads. That's for a one-way 
stand what broadband offers in the first place. scheme. Sending out data on that connection costs more. 
Broadband transmits data through some medium (like a Broadband in India has a lot of potential like a whole lot 
wire or optic fibre) using several simultaneous channelsfor | of other technologies. But adoption is slow because of the 
speeds of up to 200 kbps — four times faster than what | high costs for consumers and not enough connectable PCs 
youd get on phone lines. Your connection to the Netis'al- | forthe service providers. Add to this the lack of really com- 
ways on'; you turn on your PC and you are online. You don't | pelling content that you can't get elsewhere. All the same, 
have to wait for a modem to dial up through unpredictable | India’s elite homes have begun to opt for broadband. And 
phone lines. Plus, your mother-in-law won't curse you | service providers are giving them good reasons to opt for it 
when she is not able to get through to her daughter. | — including services with content and flexible connect 
You'd most likely get your broadband access plans, free surfing time, night-time discounts, and 
through the cable that also brings you 80 or so — " d plans based on amount of usage. The more 
TV channels. There are two ways of go- | youre connected, the more you can do. 
ing about this. One is to buy a cable For instance, Internet telephony and 
modem for Rs 6,000-7,000 and video chat are some good reasons 
use coaxial cable to connect it to have high bandwidth. There 
to the cable connection. This . are downloads of course — for 
would then be your dedi- 3 work and for fun. And e-learn- 
cated Net connection. ing. Hughes has launched in- 
Neighbouring flats can teractive management services 
share a connection of this and has tie-ups the Indian In- 
sort by adding a network “ stitutes of Management and 
card to the ensemble. But as XLRI to deliver training in spe- 
more people begin to use the cial classrooms across the coun- 
same bandwidth, this could try. What everyone's waiting for, of 
eventually bring access speed course, is video on demand, streaming 
down to where you wouldn't be Mr ii m— content like movies that you can access 
able to tell the difference from a regular at speeds that make sense. Online gaming, too, 
dial-up connection and that wouldn't be much fun. Youd | needs broadband. Service providers like Hughes plan to of- 
pay about Rs 650 or so a month to your access provider, | fer information services for professionals on broadband. 
which could be Hathway or Spectranet, or cable operators - If you are inclined to be on the Internet for more than 
whod go through an Internet service provider. , two hours a day and have the money, broadband access is 
Sify has a sort of hybrid technology that uses a wireless | worth considering. Chances are you won't quite get the 
network to deliver 48-64 kbps connects to homes through | speeds promised, but it will definitely be better than a dial- 
radio waves from the nearest iWay centre or the cable guy. | up connection. Users report varying experiences though. 
But then your PC will need a network card. Installation | There are also more security issues as PCs on always-on 
charges would be around Rs 3,500 and you can buy pack- | connections are more open to intrusion and attacks. 
ages costing Rs 300-14,000 depending on the number of India is way behind on broadband adoption when com- 
hours you need. Another way to get broadband is through | pared with the US and the rest of the West, where the Net 
DSL or digital subscriber line, which uses a copper wire to | was beginning to seriously compete with television, though 
deliver speeds of up to 1.5 mbps. That's a dedicated circuit | war watching may have changed that a bit. But it is growing 
from your home to a high-speed network. You could get | slowly through the cable and DSL routes. 
that from providers like Dishnet. Thecableendsinacable ^. . .— | |  . 
modem, which connects to your PC through a USB port. 
Dishnet's speeds are 64-512 kbps but the initial installation 
























Mala Bhargava is with Cyber Media (India) and edits 
Computers? Home. You can email her at malab@cmil.com. 
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BOOK 
SOURAV 


By Gulu Ezekiel 
Penguin Books India 
Pages: 213; price: Rs 250 


A CAERE 


versial cricketer today. Whether it 

is his public airing of views on 
which slot Sachin Tendulkar should 
bat in, his shirt-waving exuberance, 
or quite simply his ‘arrogant’ ways, 
the enigmatic Prince of Kolkata has 
always made news for the wrong rea- 
sons. Obviously then, Sourav Chand- 
idas Ganguly’s biography by cricket 
aficionado and sports writer Gulu 
Ezekiel, who wrote a book on Tend- 
ulkar last year, will be in demand. 

The rather tritely named book 
goes over familiar ground — how 
Ganguly got the India cap at the 
expense of his elder brother in 1991- 
92, how he was unceremoniously 

dropped after the first 

series (Australia), how 

it took him four long 

years to get back to 

international crick- 

et, how he became a 

veritable pariah 

and, finally, how he 

overcame it all to 

become a suc- 

cessful captain. It 

is, as Ezekiel says, ‘a soap opera 

story’ and he provides some interest- 

ing insights into Ganguly’s complex 

personality through interviews with 

his coach, former colleagues, his 
mentors and experts on the game. 

Ezekiel maintains a neutral tone 
throughout and does not gush like 
some recent hagiographies on 
Tendulkar, and, thankfully, he steers 
clear of Ganguly’s off-field escapades 
— his runaway marriage, the alleged 
affair with a film actress, for example 
— and sticks firmly to cricket. He 
does a competent enough job of pro- 
filing Ganguly but it does not have 
that extra zing that makes it a great 
cricket biography. 

The Ganguly story is not over yet. 
The World Cup in South Africa, 
where India reached the finals 
against all odds, has been personally 
a most satisfying one for the out-of- 
form captain. That probably is mat- 
ter for another book. im 


CHITRA NARAYANAN 


H E is arguably India's most contro- 











HAT drives George W. Bush? Not 
since Hitler overran Europe has a 
leader been so reviled as the 
American president for pursuing a 
militaristic agenda in the face of stiff 
global opposition. If a sample of the 
condemnation thats been heaped 
upon him by leaders of other nations, 





The Values That Shaped 





not to mention the man on the street, 
is any indication, then Bush is in a 
class of his own. Not really, says 
Michael Lind, in his disturbing por- 
trait of the president in Made In Texas 
— George W. Bush and the Takeover of 
American Politics (Basic Books). 


RISK 


ORPORATE VCs (venture capital- 
ists), the internal investors who 
guide the flow of money from 
large firms to entrepreneurial 
start-ups, were once a significant 





INDRAJIT GUPTA 





and technology start-ups. But now, how 
often do you hear of corporate VCs like 
Wells Fargo, who were once at 

the forefront of entrepre- 

neurial renaissa- 
nce? After billions 
of dollars of write- 
offs, most of them 





THE VENTURE 
IMPERATIVE 














Delving deep into the heart of the 
lone-star state, Lind draws in detail the 
cultural and economic landscape that 
shaped Bush. He provides insights into 
what went into the making of this presi- 
dent. Himself a fifth-generation Texan, 
the author describes the politics of West 
Texas as steeped in racism, environmen- 
tal exploitation, jingoistic militarism 
and crony capitalism, coupled with a 
fundamentalist evangelicalism incon- 
sistent with the separation of church 
and state. In this book (Pages: 224; price: 
$24), Lind, a senior fellow of the New 
America Foundation, implies that Bush 


AVERSE? 


warts of their competitive edge. The In- 
ternet economy did trigger another 
spate of corporate VC investments — 
but most of them rode the crest of the 
wave, became nervous and hopped off 
at the bottom. Little wonder then that 





| corporate venturing is now a bad word. 
part of the funding stream for Internet 


Given this background, The Venture 
Imperative seeks to make the case that 
despite the setbacks in the past, it is nec- 

essary for established compa- 

nies to keep their faith in 
the power of corporate 
venturing. But first, 
authors Heidi Ma- 

son and Tim 


are lying low. A New € agi For Rohner try to ex- 
Mis pner innovation Eins has 
venturing all but By Heidi Mason proved so difficult. 


over? Have a string 
of failures killed 
their appetite for 
risk? ^ Probably. 
Consider four examples: 

Xerox, AT&T, Polaroid and 
Kodak. In the 1960s, all four were 
great examples of corporate venturing, 
ever willing to move their money out of 
internal R&D into free-standing venture 
funds or into funds they established on 
their own. But a stockmarket crash in the 
late 1980s knocked the stuffing out of 
venture investment, forcing corporate 
VCs into an idle mode. In a way, that was 
the beginning of the end as technologi- 
cal advancements robbed these stal- 





and Tim Rohner 
Harvard Business. 
School Press 

. Pages: 358; 

price: Rs 1,518 


According to them, 

a major sticking 

point is the blending 

of new ventures with 

big company opera- 
tions. They say that creating 
corporate ventures is twice as 
difficult as launching an independent 
entrepreneurial venture. Very often, 
hidebound corporate cultures come in 
the way. Harvard Business School pro- 
fessor Clayton Christensen underscores 
the paradox inherent in this. Big, suc- 
cessful companies remain big and suc- 
cessful because they have established a 
way of doing things that protects them 
from risk. And this way, this tends to 
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George W. Bush 


is truly a creature of his environment. 
"Cultural geography," he concedes, 
“is of little use in analysing the personal- 
ities of politicians — but it is indispens- 
able in understanding their politics.” 


Lind describes how the region evolved 
on the plantation model of extraction of 
raw materials and exploitation — first of 
slaves and then of low-wage and under- 


educated menial workers. This model | 
has little use for preservation of natural 


resources, which are exploited by the oli- 
garchy. Thus, Bushs election translates 
to the "capture... of the vast power of the 








STILL 


George 
W: Bush 
The GOP's 
CEO 


` 


c= 





| federal apparatus by Southern reac- 
In a chapter titled ‘Southernomics’, | 






MADE IN 
TEXAS 
SIMILEM SH 


| 


tionaries..." and is “a threat to the peace | 


and well-being not only of America but 
of the world”. Prescient considering that 
it was written before Bush embarked on 


- his Iraq invasion. But then there was 


Afghanistan to sound the alarm bells. 
Unlike Lind, Paul Begala shows little 
restraint in It’s Still The Economy, Stupid 


| — George W. Bush, The GOP's CEO (Si- 
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effect on the economy although 
critics might carp that as the po- 
litical advisor to Bill Clinton, Be- 
gala has his biases. This is a de- 
tailed account of how America's 
first MBA president has been its 
worst financial manager despite 
inheriting the largest federal bud- 
get surplus in its history. The book 
(Pages: 208; price: $12.90) details how 
Bush wasted the surplus on massive 
tax cuts for the hyper-rich and then in- 
troduced an economic programme 
that has laid off 1.8 million Americans 


| and cost investors $4.4 trillion. It's co- 


mon & Schuster). It's a study of the Bush _ 





gently argued and trenchantly written 
as one would expect from the political 
strategist whose wit makes the CNN 
Crossfire show a huge success. LJ 





P'S THE CORPORATE VC! 


throttle corporate start-ups unless they 
get the space to evolve a new way of do- 
ing business. 

But instead of facing the problem 
squarely, business leaders, typically, 
proffer a range of excuses for staying 
away from corporate venturing. How of- 
ten have you heard this: "We tried corpo- 
rate venturing and it didn’t work’? Or: 
‘Corporate venturing was a bubble 
that burst along with the Internet 
bubble’? Sometimes it is: ‘Ventur- 
ing isn't for mature or brick-and- 
mortar companies’ In reality, it is 
the fear of the unknown or, in some 
cases, one failure that prompts estab- 
lished companies to pull the plug mind- 
less of the fact that at its very core, ven- 
turing is a game of hits and misses. After 
all, only one in 10 venture investments 
turns out to be a runaway success. 


The opening chapters of the book | 
deal cogently with the need for ventur- | 









DiamondCluster International 


ing and why it comes up 
against strong internal resis- 


into the venturing process thro- 
ugh an elaborate explanation of how to 
structure these ventures. They describe 


HEIDI MASON is managing director of the Bell-Mason 
Group, a venture consultancy based in Silicon Valley, and 
a fellow with the management consultancy firm 


TIM ROHNER is a partner with DiamondCluster International, where 
he heads the digital strategy and corporate venturing sectors 


tance. Then, the authors dive | 


the ideal structure as the Venture Busi- | 
| Studies from both high-tech and brick- 


ness Office — a group that connects the 


big company, the larger venture capital | 
community and start-ups, whether they | 
emerge from inside or outside the cor- | 


porate walls. The book draws on the 


CMM EAD Wee 


M ANY companies make the mistake of pursuing venturing with spirit and 
Wi funding — but with no real structure to make venturing a permanent, 


integrated fixture of their business model. The Venture Business Office (VBO) 
provides that structure. It is the platform, or centralized venturing opera- 
tion, requiring the same position and visibility as other mainstream strate- 
gic operations like R&D or corporate development. The VBO is able to lever- 


- 


age all the parent company's resources, relationships, and knowledge, but it 
is designed to operate just outside the reach of the corporate culture that 


may impede or prevent its success. 


ji 



















Bell-Mason Venture Development met- 
hodology to explain how to track a ven- 
ture at each major stage of development. 

The parts that deal with the ventur- 
ing framework make for tedious reading 
and are heavy with consultant-speak. 
But thanks to a range of interesting case 


and-mortar companies, the section isn't 
a complete washout, 

The moot point is whether the book 
is at all relevant to an Indian audience. 
Except for a brief point during the hey- 
day ofthe Internet economy, Indian cor- 
porations have been slow to join the 
venturing game. Of course, some 
wealthy industrialists did try their hand 
at the easier option of being angel in- 
vestors. But now, corporations across a 
range of businesses, from steel to auto- 
mobiles, consumer-packaged goods to 
mobile phones, are struggling to de- 
velop their core businesses. Although 
the case studies are somewhat alien, this 
book could be a nifty guide to the diffi- 
cult task of corporate venturing. 5 
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Arun Jaitley has only tinkered with the exim policy; thereis no sti 


x _ N Paragraph 2 of his speech, Arun Jaitley asks a perti- 


-nent question. We have an exim policy for 2002-07 | 


that's co-terminus with the Tenth Plan, so why do we 


- need annual changes? The commerce minister tries to | 


_ MA justfyit by invoking the dynamics of change. But given 
the molehill he has produced out of a mountain of hype, 
scepticism about the need for this year's annual change is 
-~ understandable. In law, Jaitley enjoyed the aura of a re- 
.. formist minister, an aura that he has failed to carry to com- 


_ merce. Expectations about this year's policy focused on the | 


_ rationalisation and unification of multiple export promo- 
___ tion schemes. Not only did the Kelkar Task Force push for 
_ this, there were also reports that under the other Arun 
_ (Shourie), who held charge earlier, the commerce ministry 


... was trying to do precisely this. The finance ministry was | 


- concerned about revenue leakage and misuse of these 
= schemes while trading partners contended that 
non-transparent export incentives were tan- 
. tamount to export subsidies and, thus, 
X merited countervailing duty action. 
^. Hopes of a unified WTO-compati- 
-. ble system of export incentives have 
-. been belied. Perhaps Jaitley felt em- 
-  boldened by the postponement of 
value-added tax (VAT). Perhaps he 
felt he needed time to understand 
the system. Perhaps exporters lob- | 
_. biedhard. Perhaps inline with an elec- 
... tion-year Budget, he wanted to produce 
_ an election-year exim policy. Note also 
_ that the commerce ministry's Prabhu Com- 
.. mittee advised continuation of the DEPB (duty 
. entitlement passbook) scheme till 2005. So the alph- 
abet soup system of multiple promotion plans continues. 
t There is a minor aspect where the commerce minister 
-. may seem to have been revolutionary. India still has quanti- 













has removed QRs on 69 items. There is a view that there 
ouldn't beany unilateral liberalisation because one fails 
exact a quid pro quo from trading partners. There is also 
10 mention ofthe War Room for 300 sensitive items in this 
- years policy. Perhaps these 69 will be added to that list. QRs 
-on five items (paddy, cotton linters, rare earth, silk cocoons, 
family planning devices) have gone. But why should QRs on 
other exports remain? Why should paddy exclude basmati 


... The exim policy doesn't make or break India's exports; it 
n, at best, ease supply-side constraints that the com- 
e minis ry actually: can't address. So the commerce 
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_tative restrictions (QRs) on imports (and exports). Jaitley 


a and why should family planning devices exclude condoms? 
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ulus for export growth 


ministry's targets are u a meaningess But the target 
remains at 196 share of world exports in 2007 — up from $50 
billion in 2002-03 to an estimated $80 billion in 2007. This 
seems feasible but some caveats are in order. First, these are 
merchandise exports and exclude services. DGCI&S (or 
commerce ministry) figures exclude services and some ser- 
vice exports (such as software) don't show up in Reserve 
Bank of India figures as exports either. Second, irrespective 
of the war, global recovery is uncertain. Third, there is up- 
ward pressüre on the rupee (there is a current account sur- 
plus) and actual appreciation, especially if one compares 
competing currencies rather than the dollar. Fourth, harp- 
ing on transaction costs of exporting has become fashion- 
able. But reduced transaction costs (infrastructure, interest 
rates) require reforms (often at the state-level) and these are 
certain to get stuck. Consequently, Jaitley's hopes of set- 
ting up 45 agro-export processing zones or 10 in- 
dustrial clusters may fail to materialise. 
Together with agro, the service sector is 
the new buzzword and this is Jaitley’s 
most important contribution to the 
exim policy. There have indeed been 
procedural improvements, including 
greater coordination with the fi- 
nance ministry and customs and 
emphasis on electronic filing. But 
multiple. schemes. and procedural 
hassles are linked. As long as multiple 
schemes continue, there is a limit to 
which procedural improvements can go. 
Jaitley has also failed to get away from 
the commerce ministry's mindset of identifying 
thrust sectors and thrust markets, What does Focus 
Africa or Focus CIS mean? The exim speech searches for 
‘engines’ of export growth without appreciating that all of 
China has become an engine. The era of sector-specific or 
region-specific fiscal incentives is over. At best, one can of- 
fer simplified procedures. There can be duty concessions, 
although the argument should be for lower duties every- . 
where. This liberalisation-in-enclaves mentality charac- 
terises what the ministry proposes for status-holders (those _ 
with significant incremental growth in ex ports), IT (hard- — 
ware, software), gems and jewellery, entertai iment, special 
economic zones, export-oriented units, export promotion » 
capital goods, DEPB and advance licences. Industry associ- _ 
ations may feel compelled to applaud crumbs of selective 














| liberalisation. But the fact remains th: att thisy year's policy. ex- 





ust. This tinkering is 


hibits no great vision for an export thr 
not something that åtJaitley will be remembered fot. 
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DOESN'T YOUR DATA DESERVE THE ADVANTAGE 
OF DUAL PROTECTION? 


Moser Baer CD-R is here. Moser Baer is the third largest manufacturer of CD-Rs in the world, producing 
760 million CD-Rs a year. It's also the preferred supplier to 10 of the top 12 international brands. 
What makes Moser Baer CD-Rs so special is Dual Protection. The ‘Advanced Protection Layer’, 


a unique scratch-resistant coating that offers additional protection during handling and storage. And the 





Patented Dye Technology' that protects the data from the long-term effects of time, ensuring longer 


I M lic. Together, they give you the advantage of Protection Plus. Now if only everything mo serbael 


in life could give you the same level of protection. CD-R * CD-RW * MINI CD- 














For tethálcal support cati 1600-111113 .or visit www.moserbaer.co 


10096 Replacement Warranty (See pack for details) CONTRACT MBIL.76: 


d SBI. ICICI Bank, Ispat, Ranbaxy, NIIT, 
Essel Packaging, Dr. Reddy's, Bharat 
Forge, Sundram Fasteners, Apollo Tyres, 
Aurobindo Pharma, Tisco, Asian Paints, 
T6S, Samtel, Onida, United Phosphorus... 








(e| Chicken Darbari 
Cubes of chicken in an aromatic 


tomato gravy, laced with butter. 


Serves 3-4. 


C very monet s ts lobcatel, ud 
with tradition. ee oll 
©) Paneer Darbar [@| Paneer Mushroom Kofta 


- Soft cubes of fresh cheese in. Mushroom and fresh cheese something áo dolistons. l hey! 
beg en eee n -dumplings simmered in an 
- laced with butter | aromatic tomato gravy. 





Kitchens of India is an exquisite range of authentic, 
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ready-to-eat gourmet cuisines, created by the Master 1 n Dia 
Chefs of the celebrated ITC Heritage restaurants. A feast for the senses. ie 


For Free Home Delivery, Call |-600-440088° 





Ear mare infarmation..e-mail-u< at kitehensafindia(at 


& Am MARUTI 
MS SUZUKI 


Count on us 


elebrate endless roads... 


ie Alto Celebration limited edition. Just a few of these great performers will be made. Fully loaded, this beauty 
iS it all - style, speed and the best fuel efficiency in its class. All for a little extra. Hurry! They go really fast. 


uam 


S 








o tone steering and Body coloured bumpers Body graphics Central locking Colour co-ordinated interiors 
iminium coated dials 


ALTO 


Limited edition CELEBRATION 


/ailable in Pearl Silver and Riviera Red. Fun on the run 


LOWE ALTO Bw 


ir. Visit us at aito manutitidvoao eom 


y a test drive call 1600 11 1515 (service available in Delhi, Gurgaon, Bangalore, Chennai, Hyderabad and Mumbai) or visit your nearest Maruti Suzuki degle 
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INDIA must use its 


own means to achieve a m : 


economic growth 


be an alluring partner 


of the US. 


RUPESH PANDEY, Via email 


E We must not abandon our princi- 
ples, but we should be prepared to re- 
evaluate the assumptions that have 
changed or have been proved wrong 


by global developments. Now there is 


only one superpower. The nations 
around us have no respect for our 
counsel. We have continued with our 
self-righteous lectures of an equi- 
table world, but failed to build our 
| economic and military strengths. We 


BE SELF-RELIANT 


em 
rather than trying to 
| 






en a. We 
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| 
| 
| 
VIN TTET Hd 
| 
have little in common with the coun- 
tries of the Middle East. We have sup- 
ported their causes, but they have | 
never reciprocated. Yet we continued 
to show great sympathy for them. We 
should take full advantage of our geo- 
strategic location in our restructured 
foreign policyinthecontextofthere- | 
alignment of world powers. | 
GIRI GIRISHANKAR I 


Chennai 
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IT'S ALL ABOUT PRICE 


The gas has to be affordable as demand 
is highly price-elastic (‘The New Find’, 
BW, 31 March). That is the singlemost 
important factor that will shape the gas 
economy, and at a macro level, the en- 
ergy economics in the country. As the 
Dabhol experience proves, no contract 


can be enforced if the cost of power is: 


not affordable. That is not to discount 
the sanctity of legal contracts, but with 
regulators and merit order despatch 
(which requires power distributors to 
buy from the cheapest generation sou- 
rces and exhaust cheaper options before 


going on to the expensive ones) coming 


into play in the power sector, it will be | 


difficult to sell any costly power. Or the 
capacity utilisation of such power plants 
will remain low, making them unviable. 
ALOK VERMA 

Mumbai 


SELL — AT ANY COST 


It is shocking to read that most insur- 
ance agents do not have a basic under- 
standing ofthe business ("The Policy De- 
cision, BW, 7 April). All that matters to 
the 'advisor' is his target — clients be 
damned! I wonder if any of the compa- 


nies featured in the article will come out 
with claims disputing these facts. 
KALYANI GOVINDARAJAN 

Bangalore 


E Those who are out to make a quick ~~ 
buck are sullying the reputation of gen- 
uine agents. Insurance companies ad- 
vertise every so often, but if they have - 
such agents, one can well imagine how 
effective that advertising will be. 

SHARAD JAIN ^ 

Kolkata 


HEADERS AND NUMBERS | 
In 'Believe It Or Not' (BW, 14 April), we 

said that to get an income tax clearance © 
certificate, you need to pay a bribe.of . 


| Rs 1,000-18,000. The correct figure is _ 


Rs 1,000-1,500. r 

In ‘The Crossover' (BW, 14 April the 
headline of the second tableshouldhave - 
been 'Revenue Break-up Of The Indian 
Embedded Software Industry' and not 
'Revenue Break-up Of The Indian IT 
Industry’. 

The errors are regretted. 


ek rA tn 





| Letters can also be sent to 
| editor&bworldmail.com | 
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add the local ai the dial up number ` 
sr mobile service provider for WAP/Data services, - 
jle on Nokia 7650, Nokia 3650 and Nokia 3530. 


AEN 9628 555 555* 
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IN THE NEWS 


8 INFOSYS Anxiety levels among employees shot up 
after chief mentor N.R. Narayana Murthy’s sobering 
message last week: things don't look too good. 


10 RELIANCE HANDSETS Users have been complain- 
ing about CDMA handsets. What's wrong with them? | 


ECONOMY 


16 COMMENT: ASHOK V. DESAI 
The problems that plague the fi- 
nance ministry arise from the 
weird financialarchitectureithas | 
created; the solutions will come 
only out of high-level redesign. 











| 24 


COVER STORY 


o China, Moy! 


Even three years ago, not many people gave the 
Indian industry any hope of surviving the Chinese 
import onslaught. But now Indian firms have begun 
crafting their China strategy. From auto component 
maker Bharat Forge to steel major Ispat, from IT 
education company NIIT to lamitube maker Essel 
Packaging, the list is long and varied. Not only does 
the size of the Chinese market present a huge 
opportunity, but it could also be an important 
sourcing base for some of these Indian companies. 
So can India Inc. grab the China opportunity? What 
are the lessons from the early movers? What are the 
cultural nuances that Indian companies must keep 
in mind while doing business there? A report. 


18 TAMIL NADU The state government wishes to 
revive several ‘canned’ infrastructure projects to 
crank up GDP growth from 6% to 8%. The projected 
outlay: a whopping Rs 27,874 crore. Does Tamil 
Nadu have the resources to pull it off? 


BUSINESS 


20 INFOTECH It seems as though the economic slow- 
down did not act as a dampener for Indian compa- 
nies. A Businessworld survey of CIOs reveals that 
even though times were difficult, most co mpanies 
did not cut back their expenditure on IT. 


PHARMACEUTICALS Pfizer's 
Come 2005 and India be- Hacind 
ing a member of the World Sidi Said 
Trade Organization will 


start recognising product 

patents. Then, the rules of 
the game will change dra- 
matically. What are multi- 
national pharma compa- 

nies doing to prepare fora 
post-2005 Indian market? 
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OAM EE. NND ooo 
The China Syndrome 
















® Advantage India 





Bharath Biotech’s The global biotech gee aha ek parions us 
van industry is in the agement professor of Indian 
middle of a downturn origin three years ago in 

that India can use to its Mumbai. He had just arrived in 

advantage. US firms can India after a trip to China and 

cut costs by partnering was full of praise for that coun- 

with Indian firms. We try's economic progress, particu- 

identify four promising larly in the manufacturing sec- 

research projects. tor "Indias manufacturing 


sector is doomed. The Chinese 
will simply trample us. I don't 
think there is any hope left," he told me. 





LEAD STORIES 
© Hot News On TV 


. Ithas been an exciting few 
weeks for news channels. After 
Sahara Samay, Headlines Today 
exerts! and Star News, comes NDTV's 
aaa package of an English and a 
gp Hindi news channel. 
Businessworld brings you the 
latest from the news broad- 
casting market space. 


I had no reason to disbelieve him. For, that was very much 
the mood of the moment. Indian manufacturing was at its 
lowest possible ebb. Many of the manufacturing units 
needed drastic restructuring and, on the face of it, the in- 
dustry leaders did not seem ready for it. No one quite be- 
lieved that Indian manufacturing had a future. If that wasnt 
bad enough, the threat from Chinese imports loomed large. 







Three years later, the threat perceptions surrounding Chi- 
nese imports have diminished. Some Indian manufactur- 
ers have pushed through long-overdue slimming exercises. 
Plus, there is a growing list of Indian firms, in manufactur- 
ing and services, who are ready to do business with China. 


In fact, when senior associate editor Indrajit Gupta and se- 
| nior correspondent Avinash Celestine suggested a story of 
how Indian corporations were framing their China strategy, 
we were aware of a handful of such companies, that had be- 
gun doing business in China. But, by the end of their re- 
search, it was clear that the list was much longer. Many 
leading Indian players have figured out that China presents 
a huge opportunity. But it is fraught with its own risks. Read 
our story on page 28 on what it takes to do business in one of 
the world's biggest markets. 








BOOKS 


Meanwhile, on page 52, NDTV’s Prannoy Roy explains his 


62 DOWN THE AGES A book that traces the evolution game plan for an increasingly competitive business. 
of the joint stock company and talks about how it 
came to occupy centre stage in almost every aspect It also gives me great pleasure to inform you that assistant 
of human endeavour, and the power it accumulated editor T. Surendar has been selected for the Chevening 
over a period of time. Scholarship to Britain. We wish him all the best. 


Cover Design: SATYAJIT DATTA 


For appointment advertisements go to 
www.jobsahead.com/jobworld.html Ky Ow | v7 


For advertising opportunities go to (AVEEK SARKAR) 
www.agencyfaqs.com/brandfit/businessworld.html CHIEF EDITOR 


MAGAZINE OF THE NEW ECONOMY Be BUSINESSWORLD 21 APRIL 2003 


Y 





What's going on in India’s most-respected IT firm ? 


NFOSYS Technologies has turned managing stock- 





market expectations into a fine art. On 4 April, ittooka | Company officials cried off from making any comments, 
stab at managing employee expectations. On that day, | citing the ‘silent period’ before the fourth-quarter results. A 
chief mentor N.R. Narayana Murthy addressed a | software analyst we spoke to believes that the meeting was 
gathering of about 4,000 Infoscions at the Bangalore | notall that significant." The next year is going to be tough and 
Development Centres amphitheatre. The | lexpect volumes to drive growth at Infosys. Knowing the 


company, it will get very conservative with its estimates. 
That's probably what Murthy 
was trying to convey to the 
employees," he says. 


occasion was remarkable for a couple 
of reasons. This was the first time 
since he became the chief 
mentor that Murthy was 













addressing all the employees But the predominant 
(the meeting was Webcast live feeling among the 

to the other centres). What's techies we spoke to was 
more, the mood at the that the meeting had led 


to alot of apprehensions. 
According to B.R. Shea- 
ker, director of CRV Con- 
sultants, a Bangalore- 
based IT search company: 


meeting was, in the words of 
an employee, grim. That may 
have had something to do 
with the gist of Murthy's 
speech — he told the assembly 


that things did not look too good. "Last year, increments in 
"We were told that because of the industry ranged 
the economy and other pressures, around 0-696. 


we would not get much of a pay hike. This year they are expected to 
At the same time, he said that there average 1296. With more and 
would not be any lay-offs just BREAKING NEWS more companies setting up de- 
because of the economic conditions," velopment centres in the coun- 
says a techie. The news came close try, Infosys could see attrition if 
on the heels of another unexpected O I | | O re it actually goes ahead and gives 
measure — company sources say 9 low hikes.” By spooking 

that Infosys has recently reduced the employees, has Infosys over- 
annual earned leave ofits employees done the conservative-com- 


There are also reports of decreased | e al j le S S 2 pany ploy? P 
emoluments for its onsite employees. * NAVJIT GILL 


Bhiwandi powerlooms mushroomed 


Ca u g ht i n th e tax n et, overnight. Soon, homes were converted 


into small textile factories. However, 


B h iwa n d ; SW itch es off with no regulatory mechanism to check 


the growth of these new textile 


HE powerlooms in this town have | visit to Bhiwandi reveals. entrepreneurs, anarchy reigned. Power 
T gone quiet. Bhiwandi, about48 ^ | Owners of the looms say the thefts and labour law violations became 
kms to the south of Mumbai, has government has driven the last nail in 
literally downed shutters in protest Bhiwandi's coffin. In recent years, the 
against the recent budgetary imposition | town that houses 17 million power- 
of 8% excise duty on fabric produced in looms and employs more than half-a- 


small powerlooms. And the outcome of million workers has witnessed much 
the stir may decide the future of a town strife, whether the ethnic clashes of 
that is one of the biggest producers of 1972 or 1984 that financially paralysed 


the basic textile fabric in India. the town or the cheap imports from 
Union Budget 2003 had many rude China that threatened business. Now, 
jolts for the decentralised powerloom the textile town is stirred again the 


sector, which provides about 60% of the | prospect of impending taxes. 

fabric cloth to the garment industry in Bhiwandi first shot into prominence 
India. The government's attempts to in the early 1980s when the infamous 
implement the Cenvat chain to create a mill strike led by legendary Datta 
level-playing field in the textile industry | Samant crippled Mumbai's textile 

has not gone down well with the industry. Helped by liberal incentives 
unorganised powerlooms industry, as a from the Maharashtra government, the 


JATINDER SINGH 
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HEMANT MISHRA 





BREAKING NEWS 


Friends 
Or foes? 


AST week, Dishnet DSL, the 
I. flagship firm of C. Sivasan- 

karan’s (R) Sterling group, 
kicked off a spectacular rate war 
against the Ratan Tata-owned 
VSNL in the video conferencing 
space. Dishnet now offers video 
conferencing at a mere 36 paise a 
minute compared to VSNL's 
Rs 166.70 per minute. That would 
make the two fierce rivals, right? 


But sources say that behind the public glare, Siva and the Tatas have been 
hammering out a major co-location agreement in the south for basic and 
Internet services. While the Tatas would use Dishnet's terrestrial optic fibre 
cable (OFC) bandwidth for its basic telephony operations in Tamil Nadu, 
Dishnet will ride piggyback on the Tatas’ basic services infrastructure in 
Andhra Pradesh to offer broadband Internet access to customers there. 

When contacted by Businessworld, the Dishnet DSL COO, V. Srinivasan, 

declined to comment on specific alliances, but said the company was 


ER 










= 
= 


~Ne 


rampant. Yet, government incentives 
continued to pour in. For instance, two 
years ago, the state government wanted 
to waive a Rs 100-crore power bill owed 
by these powerloom owners. The result 
was an unfair competitive advantage. 
The organised mills, which paid taxes, 





0 7""Kre-ffléSe looms spinning 
out of control? 


CMM NS iri 





always on the lookout for co-location possi- 
~~ bilities with other telecom players. 
BP. Even as negotiations with the Tatas 

T" were on, Dishnet bought bulk carrying 
— capacity of 622 megabits per second from 
Bharti connecting all state capitals to use 

= itasabackbone to offer video 
© Mg conferencing services at rates that will 
| cause no small discomfort to VSNL. 

So are they collaborators or 
competitors? Figure that out! " 





M. ANAND 


could not compete with the powerlooms 
of Bhiwandi. 

The new excise levy will bring 
Bhiwandi on a par with other textile 
towns. The looms will have to upgrade 
their technology to stay competitive. 
Some forward-looking entrepreneurs 
have invested in shuttleless loom. Or 
Bhiwandi will have to specialise in niche 
weaves like Salem or Erode. 

Two weeks ago, the textile 
commissioner and central excise 
commissioner visited Bhiwandi. They 
explained that excise would eventually 
be billed to the customer and the loom 
owners would not have to bear the 
additional cost. As yet, the wary mill 
owners have not relented and continue 
their stir. With powerloom owners 
across the country protesting against 
the levy, and the government not yet 
relenting, it remains to be seen which 
side blinks first. a 


T. SURENDAR 





DINESH KRISHNAN 





Politics of 
dissidence 


FTER the rout in Himachal 
A Pradesh, the first head has 

rolled. Last week rural 
development minister Shanta 
Kumar lost his job for speaking out 
against former Himachal Pradesh 
chief minister Prem Kumar Dhumal's 
government and causing the BJP's 
defeat in the polls. His comments 
were seen as proof that he had 
fomented dissidence in the state, 
resulting in the party's downfall. 

Shanta Kumar's sacking is seen 

as the first step towards tackling the 
increasing rebellion within the 
ranks. Dissidence is a pretty serious 
issue in Delhi, Rajasthan, Madhya 
Pradesh and Chhattisgarh, where as- 
sembly elections are due this No- 
vember. In all four states, the BJP 
will be taking the Congress head on, 
a sort of a rehearsal for the big bat- 
tle ahead — next year's parliamen- 
tary elections. Despite the anti-in- 
cumbency advantage in these 
Congress-ruled states, the deep divi- 
sions in the local units may spoil 
BJP's chances. In Rajasthan and 
Madhya Pradesh, particularly, en- 
trenched state chieftains are bitterly 
opposed to the chief ministerial can- 
didates, Vasundhara Raje and Uma 
Bharati, foisted on them by the cen- 
tral leadership. Observers feel that 
Shanta Kumar's exit may not have 
much impact as the action comes so 
late after the February debacle. m 


ARATI JERATH 
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TATA GROUP 


Making 

sense of 

telecom 
Tata group 


A announced the for- 


mation of the Tata 
Enterprise Business Unit 
(TEBU). TEBU will offer 
integrated solutions to cor- 
porate customers on 
behalf of three group com- 
panies — Tata Teleservices 
(TTL), Videsh Sanchar 
Nigam (VSNL) and Tata 
Internet Services (Tata ISP). 
What's the logic 
behind TEBU? Managers at 
the Tata group realise that 
the very scale and diversi- 
ty of their telecom opera- 
tions (six powerhouse 
companies, thousands of 
employees, and clients 
that cut across market seg- 
ments) was creating mas- 
sive confusion within and 
outside the group. TEBU is 
the first step to resolve 
some of those issues. 
However, getting it 
right in the retail segment 
is likely to be a tougher 
challenge. In a significant, 
and as yet unannounced 
move, R. Balachandran, 
chief operating officer of 
the Tamil Nadu circle of 
Tata Teleservices, has been 
transferred as chief execu- 
tive officer of a new entity, 
the Tata Retail Business 
Unit. Next on the anvil: a 
similar exercise for the 
group's clients in the small 
and medium business 
segment. ie 
RADHIKA DHAWAN 


FEW days ago, the 



















T was one of the most tom- stronger signal quality than the 
tommed telephone service J other. The reason: again, Reliance's 
launches of the year. But, of |] networkis not yet fully rolled out. 


Unlike in GSM, a CDMA network 
user is briefly connected to two tow- 
ers — one from where he is exiting and 
the other towards which it is going — si- 

! 7 multaneously. Because Reliance' net- 
Se = i work is not fully optimised, the user often 


late, consumers have been having 
various problems with handsets 
provided by Reliance. Executives 
who have been servicing com- 
plaints and providing technical 
support for Reliance cellphones, 
spoke to us — off the record. 
transmitting at full power while ie other is 
Phone Heating Up And Charge much weaker. The phone tries to increase 


Draining Out Of Battery power and keep in touch with the tower with 
The two problems better signal strength, but 
are related. Al cellular RELIANCE protocol forces it to con- 
networks work though nect to second tower that 
a connection between is weak in signal strength, 
the cellphone and a | S e but under whose influ- 
base station antennas. ence it is currently. 
Now, all Reliance tow- Caught between the need 
ers have not been acti- WO e S O T for clarity and the neces- 
vated. So, in effect, sity of protocol, the 
each antenna is effec- phones software is un- 
tively catering to more able to make a transition 
subscribers than it in the network and locks 
should. When a in. Switching off the 
CDMA handset ‘no- phone and restarting it 
tices’ that the signal is | ; S e T S may work for you. 
becoming weak, it in- 


No Internet Connection 


Reliance has not yet enabled the complete 
data channel for use of Internet facilities for 
all phones. This is one of the reasons LG, the 
handset maker, is not even displaying the ex- 
tra patch cord (a data cable) needed to con- 
nect the phone to the PC for Internet connec- 
tivity at its outlets. It doesn't want users to 
blame it all on the phone! 


creases its own power 

to ‘reach out and grab’ the tower signal. This 
heats up the phone. Meanwhile, the battery is 
consumed faster as it tries to meet the hand- 
set's increased power demand. 


Locked Out 


Some Reliance customers complain that 
often when two people with similar handsets 
stand together, one handset shows a much 





SHISHIR PRASAD 


HCL wins a record order from BT. 


T'S a significant breakthrough for third-party BPO companies. Noida-based HCL Technologies' 
BPO Services has won a whopping $160-million, five-year back office contract from British 
Telecom. This is the largest deal of its kind in the industry. In April 2002, TCS had bagged a 
$100-million order from GE Medical Systems, which used to be the biggest till the BT deal. Says 
Sujit Baksi, CEO, HCLT BPO Services: "This will create 1,000 jobs here. These jobs 
\ _ had been outsourced by BT in the UK." It's also great news for HCLT BPO 
(i. Services — before this, it averaged a deal size of $2 million-3 million a year. In 
- all, HCLT BPO Services has 24 clients, and employs around 2,300 people. 
Says lan Rippin, Bridge Head Manager, BT: "This is part of our plan to con- 
solidate 100 call centre sites in the UK to a 31-site operation. We 
are moving 15 processes to India and looking at saving 45% of 
the UK costs in the first year." It is estimated that, for the 
processes moved to India, BT will manage to cut costs by a 
whopping 45%. Is the stage now set for more deals of a 
similar size? We'll keep you posted.  @ 


SHELLEY SINGH 
















DINESH KRISHNAN 
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ine News 


FTER a huge binge of capital | 
spending on snazzy optical net- | 
working products, large telecom ' 
carriers are again switching back | 
to an older technology: SDH/ | 













SONET. This fact has at least one Indian 
technology firm smiling: Tejas 


Networks. "We bet the com- 
pany on the fact that — e 
SDH/ SONET would 
take off in a big way 
and that bet is be- 
ginning to pay 
off," says Kumar 
Sivarajan, CTO. 
To put things in 
perspective, à 
few years ago 
‘all- 
working’ was the 
holy grail of tech- 
nology. While part 
optical networking, 
where 
transmission is on a 
light wave but switching 
is performed after a conver- 
sion to an electrical signal, is a 20- 





Q 
o 


optical net- 


information 


year old technology, 'all-optical net- 


working promised 20 times more c 
Much of the legendary venture investo 
Khosla's reputation was built on building all- 


optical technology companies. 
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But this opportunity has disappeared for 
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Why Liquid BeES drips honey 
e Earns returns on idle funds without — 
moving to the banking system ! 

| € Can do effective set-off trade from equity | 
| to cash or from cash to equity inthe | 
| same settlement | 
| € Minimises broker risk as less money | 
| will stay with the broker | 
| € Needless working capita and has — | 
| smoother cash flows | 
| € Reduces the credit risk of the investor | 
| € Facilitates T+2 settlement | 
| @ Tax-efficient way of earning interest | 


-—. money OF liquid fundsin bank accounts with three-day settlements when the market has P 
< moved to T+2. Daily returns will be treated as dividends and will be reinvested daily. The - 
is maximum total expense ratio charged to the Fund will be 1.1% à year. But with a mini- 
'" mum investment of Rs 25 lakh, itis an option only for serious and regular traders. W 


J market returns. Liquid BeES will be listed on 










the time being. The biggest company in this 
space, JDS Uniphase, has been reduced to 
one-third its size and has had to recall optical 
products. According to data presented by 
Sivarajan, the SDH/SONET market, in a new 
improved avatar, is growing at 35% annu- 
ally. Compared to this, the all-op- 

tical networking sector has 

declined for the last two 
years at 11% a year. 

€ And in what could 


be an alarming de- 
e velopment for 


companies like 



































Cisco, imple- 
mentation of 
new SDH/ 
SONET tech- 
nology will re- 
duce the need 


for routers in 
smaller enter- 
prises. “SDH 


equipment has ac- 
quired the ‘intelli- 
gence’ that routers pro- 
vide and this will allow older 
telecom companies to directly 
reach enterprise LANs,” says Sivara- 
| jan. The biggest impact will be on smaller en- 
terprises that can stop worrying about man- 
aging their own network traffic and let their 
telecom company take care of it. B 
SHISHIR PRASAD 


Parking 
space 


T) CHMARK Mutual Fund has laun- - 
9 ched Liquid Benchmark Exchange 
Traded Scheme (Liquid BeES), the first 
of its kind in the world. It will investonly in 
high-quality money market instruments like 
floating-rate securities and short-dated debt 
papers to protect capital and provide money 
the NSE. It will also be an alternative for - 
parking money for large investors and bros. 


kers who do not want to keep their margin . ; 
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Tarecent gas summit in Mum- 
A bai, potential customers were 

asked how many would buy gas 
at $3.50 per mbtu (million British ther- 
mal unit). In a convention hall packed 
with over 300 people, only one person 
was willing. Then, how about $3 per 
mbtu? Almost every hand in the room 
was raised. 

There's demand for gas, but at an af- 





JOHN PHILIP JONES 


Giving a fillip to 


accountability 


WHAT makes John Philip Jones an uncommon ad guru? 
His interest in military history? The 14,000-odd books in 
his library? Or his belief that the effectiveness of 
advertising can be measured? The author of tomes like 
When Ads Work and Does It Pay To Advertise? Jones has 
been criss-crossing the world insisting that agencies 


| were to work ona cost-plus formula or if 











GAS MARKETING 


At what price: 


fordable price. That, in essence, 
summed up the mood at the maiden 
Asia Gas Buyers Summit, organised by 
Ficci and Gas Authority of India. The 
benchmark $3 per mbtu is a price at 
which fertiliser firms could produce 
urea at $115 per tonne (against landed 
imports of $150 per tonne), or at which 
power companies like Tata Power could 
produce electricity at Rs 2.00 or Rs 2.10 
per unit. 

Will the new gas suppliers be able to 
match this price? Unlikely, if suppliers 





they choose to benchmark alternate fu- 
els like naphtha, which can cost up to $7 





per mbtu. Experts reckon that price of 
LNG could be anywhere between $3.74 
and $4.00 or even $4.25, while offshore | 
gas from the Krishna-Godavari basin 
could cost around $3.50 though there 





are many factors that will influence the 
price of gas. Tax breaks, for instance, 
could help bring down the cost of LNG 
to $3 per mbtu. 

Given the elasticity of the demand 
from power and fertiliser sectors, the 
key demand drivers, suppliers do not 
have a choice but to make the gas af- 
fordable. A power expert reckons that 
there can be demand of 10,000 MW at 
Rs 3.00 per unit, 50,000 MW at Rs 2.00 
per unit, or 100,000 MW at 1.00 per unit! 
Thus, suppliers will have to work closely 
with end users if they want the gas to be 
absorbed. That calls for an integrated 
energy policy at the central government 
level. It will not be surprising if gas sup- 
pliers resort to some strategic pricing to 
kick start demand. Welcome to the In- 
dian gas economy! 





RANJU SARKAR 





become more accountable. Late last month, he was in 


Delhi to conduct a seminar on this subject and spoke with 


BW's M. Rajshekhar 


W You believe ad effectiveness can be measured. How? 


methodology? 








il Why don't companies in emerging markets try this 


The trouble is that while this methodology is rigorous, it is 
expensive. The cost of a handheld scanner alone is $100. 


To start with, companies have to understand what the 
consumer is buying. In the US, handheld scanners were 
given to 60,000 households. Each time they buy a product, 
they scan its details into the device, along with data like 
when it was bought and by whom. Once a week, the 
scanner is plugged into the phone lines to transmit the 
data. We also install TV meters in these households to 
track the channels they are watching. Finally, we use 
monitoring stations to identify the ads people saw. Based 
on this, we found that 30% of ads improve 
sales in the short term. Another 40% have no 
effect at all. And in the final 3095, sales fall. 








| 
| 
| 
| 
| 
| 
| 


But countries like Sweden have worked out an alternative. 
They went very low-tech. For collecting the purchase data, 
households were asked to write, using pen and paper, the 
details of what products they had bought, when the TV 
was on, the channels they usually watched and the 
magazines they read. Then the Swedes took the log of 
advertising from these channels, and manually put it all 
together. 

This is possible in countries where labour is easily 
available. In India, your urban population is pretty literate. 
Sure, this alternative isn't as rigorous as the original, but it 
will still tell you the main things. 








— = -: — — — 





Next Week: Should branding be taken away from t 
newly-appointed president Santosh Desai. 





he marketing department? Yes, argues McCann-Erickson's | 


——— 


| 
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Help us bring a smile back to the faces of Gujarat's riot-ravaged children. 


children of Gujarat urgently need food, shelter and education. ActionAid's Aman Parivar and Aman Shishu programs are working 
ards rehabilitating 5000 families and over 2000 children. We need an estimated Rs. 10 crore for this work. Urgently. Which is why we 
asking for your help. You could raise funds for us by spreading the word to your friends, neighbours, colleagues or classmates, 


3 


9 


ough "Friends of Gujarat’. 
ionAid India is a development agency working with over 300 voluntary agencies for the betterment of street children, the homeless, 
als, dalit women and riot victims. Our vision is to see a world without poverty, where everyone can lead a life of dignity. 


| Join the Aman Parivar Programme - Contribute: Rs.20,000/- Pound sterling 265 / $ 410 per year to a family. 
] Join the Aman Shishu Vikas Programme - |_| Contribute: Rs.6,000/- Pound sterling 80 / $ 120 per year for a riot affected child. 
[C] Contribute: Rs.18,000/- Pound sterling 235 / $ 367 for three years for a child in Gujarat. 


ayment-u Rio Sea casein ed AE AESA TEE TITE T Te PEN REE aaa OA EA S ET E EEEE S E SPERRE c WEE x eu 
[.J Cheque: (Cheque No.) ...... Eie cse qe riae o cia 20 GUAE AAE A ) 
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contributions are exempt under section 80G. Send your contributions to ActionAid, C/88, South Extension Il, New Delhi-110 049, India. 
one: 011-51640571 to 576 Fax: 011-51641891 or contact at jeroninio@actionaidindia.org 
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LEVEN years ago, the corridors of North Block used to 
be crowded. Industrialists, dressed in their best suits, 
made a beeline for a back office — that of the con- 
troller of capital issues (CCI). For he had the power to 
let them issue shares, or deny them permission. But 
he was only the man at the window. Every file travelled past 

the chief economic advisor, secretary (economic affairs) 

. and the finance secretary. Any of them could put a spoke in 

— . the industrialists’ plans, or give play to their own prefer- 
ences and prejudices. At the top ofthe food chain was the fi- 
- nance minister; he could give the applications his own spin. 

Let me give an example of the spin. A Mumbai-based 
scamster had floated a company in the early 1980s, raised 
money and defrauded shareholders. Not only shareholders, 
but banks as well; there were reports from a bank that it had 
visited the factory and found it bereft of machinery. Not 
= content with the crores he had deprived shareholders of, 
_ . thewheeler-dealer decided to make a rights issue in 
the late 1980s. Every officer from the CCI to the 
— . finance secretary opposed the issue. Influ- 
enced by aletter from a very senior leader 
of a party, the finance minister over- 
ruled everybody and allowed the 
rights issue. The issue failed; the 
shareholders, cheated once, refused 
to bite the bait. So the ruffian asked 
the finance minister to let the issue 
run for a few more weeks. Again, 
every officer opposed it, and the min- 
ister allowed it. The minister was richly 
rewarded later in the 1990s; the man 
who wrote him the recommendation is 
one of Indias seniormost politicians. 

It was to eliminate this kind of chicanery that 
Manmohan Singh decided to abolish the CCI in 1991. He 
did so against strong opposition — people in power never 
like to giveit up — and transferred his powers, except that of 
fixing share premia, to the Securities and Exchange Board of 
India (Sebi). Sebi, headed as it was by a retired IAS officer, 
was no less authoritarian. It banned badla and disrupted 
the capital market; and it imposed a tax on brokers, which it 
has still not been able to collect after years of litigation. It 
has still not finished the investigations it began when the 
market failed to celebrate Yashwant Sinha’s wonder Budget 
three years ago. Meanwhile, it has ruined the businesses of 
those brokers whom it then banned without any credible 
evidence. In other words, Sebi is a failure. But compared to 
the finance ministry of the 1980s, Sebi is a shining success. 

So, too, is the Reserve Bank of India (RBI). In the early 
1980s, Ajit Panja was going around the country holding loan 
melas: banks had to give money to anybody whom he and 





ASHOK V. DESAI 


HIGH-LEVEL HUMBUG - 


THE PROBLEMS THAT 
PLAGUE THE FINANCE 
MINISTRY ARISE FROM 
THE WEIRD FINANCIAL 
ARCHITECTURE IT 
HAS CREATED 






his Congress hooligans nominated. That sort of chicanery, 
no doubt, still goes on in cooperative banks and regional 
rural banks. But the looting of banks is today an exception 
rather than the rule. The Securitisation Act, unrealistic and 
naive as itis, is an index ofthe change in banking morality. 

Theinsurance regulator has played his cards best; he has 
not been in the news at all. Maybe because Mr Rangachary 
was competent, or because he had little to do, or because 
the chickens are still to come home to roost. But there is no 
reason to have any misgivings about his performance. 

So the regulators under the finance ministry have not 
done badly. In the circumstances, what is the need for a su- 
per-regulator? The finance ministry has set up the High- 
Level Committee on Capital Markets (HLCC) — a charac- 
teristically long and bombastic name — to coordinate the 
regulators under its aegis. But they were liaising amongst 
themselves without its help. A joint committee of the RBI 

and Sebi met regularly. When the two regulators 

could not sort something out, they ap- 

proached the finance ministry. That is how 

it should work: the finance ministry must 

not be involved in the day-to-day su- 

pervision of the financial markets and 
responsibility should be pushed 

down to the regulators. But if there 

were turf battles, or if they could not 

decide on the right regulations, then 
someone else should come into play. 

So why then has the finance min- 

istry thrust this HLCC on the regula- 

tors? There are two possible answers. 

One is that some clever bureaucrat wrote a 
note saying that Britain has set up a Financial 
Services Authority, and we should not lag behind. 

Such a reason would be asinine, but that does not mean it 

was not given. It is Desai's law that for every folly there is a 
precedent in a good country; and bureaucrats are assidu- 

ous advocates of the law. 

But it is possible that the decision was not so mindless: 
that it was found, especially in the UTI, IDBI and IFCI crises, 
that some of the problems that arose fell through between 
the regulators and they could not tackle them. If so, the fault 
is entirely the finance ministry', for in the devolution of the 
early 1990s, it deliberately kept the financialinstitutions un- 
der its wing. The problems that plague the ministry arise 
from the weird financial architecture it has created; the an- 
swers to them can come only out of high-level redesign. 
What it needs is not a super-regulator; it needs a high-level 
official commission to look at all financial markets together. 





The author is consulting editor of Business Standard. 
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AMIL Nadu (TN) has 
announced an ambi- 

tious plan to upgrade its 
infrastructure. The total bill: a 

: whopping Rs 27,874 crore. But 
does the state have the required funds? 
.. Inthe state budget last month, TN fi- 
nance minister C. Ponnaiyan talked of 
reviving six large infrastructure projects 
worth Rs 9,874 crore (see An Expensive 
Proposition), which had been collecting 
. dust for many years now. He also pro- 
5s ceeded to outline a masterplan to up- 
. © grade Chennais overall infrastructure at 
«an investment of Rs 18,000 crore. Com- 
— x bine the two and you will see that TN is 
taking on Rs 27,874 crore worth of infra- 
* 2 Structure projects. 

Let us put that figure into perspec- 














| tive. It is the equivalent of investing 

— roughly a fourth ofthe states GDP (gross 

domestic product) in infrastructure — 
substantial by any standard. 

The idea is to use such large infra- 

_- Structure spends to crank up GDP 

=> growth from the current 6% to about 8%. 

|. Top officials in the state finance ministry 

insist that they will leverage budgetary 

. resources to the hilt to fund these pro- 

jects. The Rs 40,000-crore outlay secured 

by the state for the Tenth Five-year Plan 

period (2002-2007) will hardly be ade- 

|^ quate because only part of it will go to- 

_ wards infrastructure development. 

c. Though the government expects to forge 

public-private partnerships based on 

the ‘viability gap funding’ model, private 

sector investments, too, will not be read- 

ily available on the scale envisaged. The 


progress of these projects will, therefore, | 


| depend largely on the states ability to get 
_... funding support from external agencies 
. v. like the World Bank, the Asian Develop- 
- ment Bank and the Japan Bank for Inter- 
- national Cooperation. But to get such 
- agencies to sanction funds, the state has 
< to step up the pace of fiscal reforms. So 
will this ambitious plan really take off? 

> The World Bank has already sanc- 
ioned funding for at least one of the six 
yrojects — the Rs 2,118-crore road sec- 
tor development. project. Moreover, the 
'N government has managed to get the 
World Bank to process the loan applica- 
tions for these projects after a long lull. 

. Moreimportantly itis also consider- 
ing an ‘economic restructuring’ loan. 

-Ponnaiyan is so confident that this loan 
will come through that he has already 
. assumed a release of Rs 1,000 crore in the 
`. Jatest Budget. State finance ministry offi- 
-. cials say that the restructuring loan will 
provide TN with short-term cushion 
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AN seine PROPOSITION 


PROJECT l 
TN road seçtor projects < 

Water Re Resources Consolidation w : 
Poverty alleviation —- | 


€——Á( (MR YW om VA EAT P PR 


TN Health systems Dey 


Serer nee tare eon EA AASA ua vao cry ed beer Teo caste carat ia anaa etel 
TRENT 


eae ener VIUA HB NV IB Stine hy mimi env ema ne eer e bin ae eter: 


Hates renner nab ai lacere pergere A aimer o nA Hin 


Infrastructure vein 


Total l 
All figures in Rs crore 


even as it goes about implementing 
tough structural reforms. If fully imple- 
mented, the reforms will enhance the 
states ability to invest in infrastructure. 

But that is exactly where the state 
government's resolve will be put to test. 
Sources say that the World Bank had 
moved away from TN mainly because it 
was not satisfied with the pace of power 
sector reforms. That, of course, is chang- 
ing now. 

. Last month, the state government 
withdrew supply of free power to big 
farmers and stuck to its guns despite stiff 
opposition. Free power to small farmers, 


too, has been stopped (the government | 
will give cash compensation instead), - 
giving the much-needed support to the 


wobbly finances of the Tamil Nadu Elec- 
tricity Board (TNEB). 

Chief minister J. Jayalalithaa admit- 
ted in the state assembly that the deci- 
sion was taken because the World Bank 
had issued a diktat that TNEB should not 
be asked to bear the burden of the gove- 
rnment' subsidies. The move to cut free 
power will make it easier for the state 
electricity board to raise resources for 
new projects like a Rs 4,000-crore, 1,000 
MW power project that it is planning to 
set up in a joint venture with the 





——— 


— 





—————————— 
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National Ther- 
mal Power Cor- 
poration. 

. The other 
positive devel- 
| opment is the 
government's commit- 

ment to put in place a 

INVESTMENT "regular fund flow for in- 
E T frastructure projects. 
Last year, the govern- 
ment had announced a 
. surcharge on sales tax to 
- be credited into a dedi- 
cated infrastructure de- 
-velopment. fund. Last 
month, when the intro- 








duction of VAT (value- 
added tax) and the end of 
the sales tax regime had 

seemed imminent, the 
government had de- 
cided to make a bud- 
getary allocation of 
Rs 200 crore to ensure that the fund flow 
was not interrupted. | 

The fact that infrastructure projects 
(provided they take off) will jumpstart 
the ecotiomic growth in the region was 
never in any doubt. Take the road sector, 
project for instance. It is TN's own ver- 
sion of the North-South-East-West cor- 
ridor. This project will speed up the 
movement of goods between the ports 
and economic clusters in the state. The 
Rs 2,900-crore water resources consoli- 
dation initiative seeks to ensure that the 
water actually reaches the fields. This 
will boost agricultural growth. Here, the 
state, in all likelihood, will only lead wa- 
ter to a village. From there on, the users 
take charge of distribution and mainte- 
nance and will raise the required funds, 
if necessary, through user charges. The. 
Rs 1,156-crore poverty alleviation pro- 
ject, too, will be based almost entirely on 
the micro-self-help group model. 

Next week, the government will kick 
off the next round of negotiations with 
the World Bank for a Rs 2,500 crore-3,000 





- crore structural readjustment package. 


That could well signal the next round of 
reforms. And, perhaps, even clearances 
for the other projects still awaiting World 
Bank funding. a 
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INFOTECH — 








spends of large firms has not really gone down 


SHWETA VERMA 
BOUT 60% of the bigger Indian 
companies are planning to spend 
more on information technology 
(IT) this year compared to last 
year. No, the previous line has not 

slipped in by mistake from a report that 

we published before the technology 
bubble burst. This is what chiefinforma- 
tion officers (CIOs) surveyed by Busi- 
nessworld at the end of March 2003 said. 

And that is reason for cheer, at least for IT 

companies. 

The Indian economy may still be 
some distance from full recovery, but 
things are definitely looking up. Over the 
last two years or so, economic condi- 
tions were difficult and slowed down 
cash flows and growth. But that had its 
silver lining. Tough times forced compa- 
nies to separate hype from reality and ra- 
tionalise their budgets. 

One would assume that that would 
put the brakes on big IT investments 
also. But the Businessworld CIO survey, 
which studied trends in IT spending, 
found that contrary to expectation, most 
large companies with significant IT de- 
ployments have not cut their IT budgets, 
not by much anyway. What they have 
done is taken well-considered decisions 
about their IT spends. 

And here goes another misconcep- 
tion out of the window: weak profits and 
the economic slowdown has been the 
reason for budget cuts for only 20% of 
the respondents. The biggest reason for 
IT budget cuts have been, yes, sufficient 
stock of IT infrastructure (4596). And of 
the CIOs surveyed, 35?6 said their bud- 
gets have not been affected at all. 





——)——— ra AY aruansanrnnnnnnd maunmA nl niininurinsnitr 


The CIOs surveyed are unanimous | 
about the significance of IT as a facilita- | 


tor of business, but the size and compo- | 


sition of their IT budgets varies. For in- 
stance, some of the large organisations 
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What is hot... 
New software/custom 
development 
Security 
. Supply chain management 


1. Hardware maintenance/ 
upgrade (PCs, servers etc.) 


Network managernent 


What i is not... 


6. E- enabl ing/E-com 


3. ERP/Enterprise software 
upgrade : 


8. CRM 
9. Storage equipment 
10. Consulting services 


Ranked in the order of importance, starting with the 
most critical 


that are on an expansion spree — HDFC 
Bank, Dabur, Dr. Reddy’s Laboratories, 
Fortis Healthcare and IDBI Bank — have 


allocated relatively higher amounts for 


their IT investments. "Our focus at this 
stage is to increase services as we are 


ramping up automation in the supply 


chain. We will look at cost-cutting once 
we hit a plateau," says G. Shukla, CIO, 
Dabur India. 

On the other hand, organisations like 
Maruti Udyog, Eicher Motors and Hero 
Honda, which have a high level of IT im- 
plementation are spending only up to 
1% of their revenues on it. But that still 
works out to quite a substantial amount. 
After all, most of these organisations 
have total revenues of over Rs 1,000 
crore, so even a 1% is fairly big money. 








UMEN EMO OPE EET 


olding Up In 
Hard Times : 


A BW survey reveals that despite the slowdown, IT 





According to the survey, 55% of the 
respondents spend less than 1% of their 
revenues on IT, 25% spend 1-3% and 
20% more than 3%. Predictably, the or- 
ganisations that exceed the 3% level are 
ones that are banking heavily on tech- 
nology to become globally competitive. 
For instance, the banking and finance 
sector, which has a huge emphasis on IT- 
enabled customer services and large 
data processing requirements, remains 
one of the largest users of technology. 
Faced with competition from multina- 
tional banks, most of the Indian banks 
are now moving very fast to get their net- 
works and information systems in order. 


Becoming Penny-wise 


If the 90s was a decade of rapid growth 
and expansion for IT, 2000 was a turning 
point. Thanks to the widespread adop- 
tion of the Internet, ERP (enterprise re- 
source planning) systems and expan- 
sion of enterprise application, users 
became more IT savvy, and willing to ex- 
periment with cutting-edge technology 
and the latest available software to stay 
ahead of the competition. But over the 
last couple of years, the pressures of the 
slowdown, combined with more experi- 
ence and knowledge, has brought about 
a certain level of maturity. Companies 
are now looking at consolidating their 
available resources before they go in for 
new technology. 

“The current market scenario has, in 
a way, helped us as it has forced us to re- 
evaluate the existing infrastructure and 
resources," says Hilal Isar Khan, CIO, 
Honda Siel Cars India. “The focus in the 
last year has been to maximise the retu- 
rns on IT infrastructure, instead of buy- 
ing technology for technology’s sake.” 

Most enterprises are redeploying 
and upgrading existing infrastructure 
and are willing to invest only in critical 
technologies. “According to the Busi- 
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Expenditure Break-up 


(as % of the IT budget) 


60%: Maintenance/replacement 
of existing equipment 











Expected Change In IT Spending 


(current vs previous year) 


Although companies have become more prudent in their approach, 
they have not slashed their IT budgets. In fact 60% are planning 


to spend more this year 


nessworld survey," Sunil Chandiramani, 
partner and head (technology risk 
team), Ernst and Young, says: "Most of 
these organisations have got their basic 
IT systems up and running. So, a major 
chunk has to be spent on maintaining 
it.” But for companies in an expansion 
mode, the proportion of money spent 
on strategic enhancement of infrastruc- 
ture is higher by 50-75%. 

Whether the thrust is on rationalisa- 
tion of existing infrastructure or use of 
technology that could translate into im- 
mediate results, one factor that has 
emerged across all verticals is the focus 
on return on investment (ROI). 


Almost half (45%) the organisations | 


we contacted for this survey undertake 
an ROI analysis before going for any IT 
investment whatsoever and 35% are 
planning to implement it in the near fu- 
ture. Clearly, the focus is on getting di- 
rect business benefits as far as possible. 
"The biggest pain-point for the CIO to- 
day is to show ROI on every IT invest- 
ment and get the business side to appre- 
ciate it,” says Rajesh Uppal, IT head, 
Maruti Udyog. The task becomes all the 
more difficult as the company tightens 


| IT Budget (as % of the total revenue) 
5590: Less than 1% 
2596: 1-3% 


20%: More than 3% 


Organisations that have reached a 
reasonable level of IT deployment 
are now spending less that 1%, 

while those on an expansion path 
have allocated higher amounts 














IT infrastructure 








15%: 


Lower 


25%: 


No change 


its purse strings on expenditure. 


IT investments could translate into both | 


tangible and intangible benefits. Bene- 
fits such as reduction in cycle time, man- 


hours or productivity gains in terms of | 


faster time-to-market can be measured 
easily. But when it comes to long-term 


strategic investments that may not be 


able to show immediate gains, the CIO is 


faced with a tough situation. "At times | 


we have to compromise. We may not al- 
ways be able to invest in what we would 


30%: Strategic enchancement of 


10%: Other services 


While 60% of the budget is spent 
on maintenance and replacement 
of existing IT infrastructure, only 
30% is reserved for strategic enhancement. Clearly firms are 
willing to spend only on technology that are critical at the moment 


Already existing IT 
infrastructure 


Budget not 
affected 


Weak profits/ 
Economic slowdown 








ideally want to do," says Honda Siel's | 


Khan. "For instance, we had to either de- 
fer or change many of our training pro- 


grammes. We tried to invest only in | 
those programmes that could be imme- | 


diately deployed for business benefits 
rather than the ones we wanted to do for 
research and development in future." 
Earlier, when IT investments were 
not all that huge, they did not attract as 
much management attention. Ap- 
provals were easily obtained at lower lev- 
els in a routine manner. But as IT bud- 


gets are increasing in size, itis becoming | 
increasingly important for them to be | 













Factors That Affected Spending 
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While 3596 respondents insisted that their budgets have not been 
affected at all, only 20% attributed it to the slowdown. The primary 
factor that influenced their spending pattern was their already 
existing infrastructure 


aligned with the larger goals of the com- 
pany. "We have to keep pace with busi- 
ness priorities which change by the 
quarter. At the same time, we have to en- 
sure that we do not lose our long-term 
technology objectives," says Neeraj B. 
Bhai, CTO, IDBI Bank. 

So what are these objectives and 
what are the critical areas? The priority 
for most of the CIOs is optimising their 
existing infrastructure by deploying new 
or customised software. Security and 
supply chain integration is also high on 
their agenda. However, consulting ser- 
vices, CRM and storage solutions that 
may not have immediate impact figured 
fairly low in the list of priorities. But a 
number of organisations that have al- 
ready deployed an ERP or network man- 
agement solution are going for e-en- 
ablement for e-commerce. 


Cost-cutters 


Although IT budgets have not been 
pruned in a big way, firms are adopting 
various measures to reduce the overall 
costs. The idea is to effectively make use 
of technology as a cost-cutting tool. This 
year, a number of companies have gone 
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The Methodology 


USINESSWORLD contacted about 20 ClOs across large enterprises (over 


—— 





Rs 500 crore) in various sectors such as automobiles, manufacturing, banking, 


FMCG, healthcare, etc. (Companies like Maruti, Eicher, Mahindra & Mahindra, 
HDFC Bank, IDBI Bank, Hero Honda, Dabur, Fortis Healthcare, Dr. Reddy's, etc.). 
The objective was to understand the impact of the tough economic scenario on IT 
spending and to evaluate the role of IT as a facilitator of business objectives. The 
respondents were asked various questions about their IT budgets, the technolo- | 
gies they consider critical and the factors taken into consideration while planning. | 


in for rationalisation of 
hardware deployment 
and IT manpower skills. 
At the same time, their de- 
pendence on IT to impro- 
ve organisational func- 
tioning has increased. 
Companies are mak- 
ing use of newer tech- 
nologies and solutions to 
get greater efficiency. For 
instance, LG Electronics 
and Honda Siel Cars have 
adopted voice over Inter- 
net protocol (VoIP) to cut 
communication costs. 
Says Honda's Khan: "By | 
using VoIP for ISD (inter- 
national long-distance) 
calls, we can save at least Rs 25,000 per 
month." Others like Maruti, IDBI Bank 
and HDFC Bank have taken to reverse 
auctions to cut procurement costs. 
Large organisations with operations 
spread across various locations are now 
emphasising on greater integration and 
communication for better functioning. 


27%: Planning to £ 


“We have initiated the consolidation of | 


our data centres, which are currently 


distributed across eight locations. This is | 


the first step towards migrating to a cen- 
tralised architecture. This has resulted in 
substantial reduction in facility manage- 
ment cost," says Arvind G. Tawde, CIO, 
Mahindra & Mahindra. 


Other than this, companies are | 


adopting other steps such as using Open | 


Source software, instant messaging, in- 
tegration of suppliers and dealers, and 
equipment standardisation to cut costs. 


Overall Scenario 


Despite all the pressures, one thing that 
was clear from the survey was the in- 
creasing importance of the CIO and his 
department. And this has made his job 
more difficult. He has to not only create 
an IT system aligned with the larger 
business goals and get management ap- 
provals, but also has to involve every em- 
ployee across all departments in the 
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| Do You Conduct An ROI 
Analysis? 





41%: Yes 


The increasing focus on direct business benefits is clearly 
visible from the fact that 45% organisations conduct an | 
ROI analysis before going for any IT investment and 35% | 
| are planning to implement it soon 


change process. "Change management 
is not easy. It is essential to get the end 
users commitment towards the success- 
ful implementation of IT solution. The 
problem point is to bring an average 
functional user to realise the need for an 
organisation-wide perspective rather 
than limiting to his specific functional 
perspective," says Tawde. 

While studying the IT plans of com- 
panies, we observed that there was a mix 
of factors that defined their spending 
pattern. The more aggressive adopters 
of technology show continuous growth 
in IT spending, while the conservative 
companies are the first to pull back. 

The IT spend of an enterprise is also 
determined by the industry in which it 
operates. For instance, companies in 
banking, telecom and automobile sec- 
tors are far more liberal in their tech 
spend compared to chemical, manufac- 
turing or retailing. 

Companies that are high on the ma- 
turity curve are gradually moving on to 
higher-end technologies, though in a 
planned step-by-step manner. However, 
most of the CIOs we contacted were op- 
timistic about their IT plans. The ele- 
ment of caution in their approach is ob- 
vious and might just help bring about a 
steadier growth in the industry. E 
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PHESCHIBEU: A 


GINA SINGH 


HERE'S a buzz among multina- 
tional pharmaceutical companies 
these days, a sense of events wait- 
ing to unfold. The telltale signs are 
everywhere. Senior managers be- 
ing posted on India assignments are 
now coming in with a new brief — pre- 
pare for a post-2005 pharma business. 
Ask Hocine Sidi Said, Pfizer India's 38- 
year-old managing director, who was 
posted here in January 2001, or Lars 


Walan, AstraZeneca's marketing country | 
president, who came to India two years | 


ago, or Rajiv Gulati, managing director 


Eli Lilly, or, for that matter, Kalyana Sun- | 


daram, who took over as managing di- 


rector, GlaxoSmithKline, early this year. | 


Their overseas principals are today far 
more interested in India than they were 
earlier, they say almost unanimously. 
Then, a lot of scientists will tell you 
that they are being hunted, not by the In- 
dian pharma majors, but their MNC 
counterparts. Talk to bulk drug makers, 
and they will tell you of the meetings 
they have been having with MNC execu- 


tives who want to source from them. Re- | 


tailers will recount how some MNCs are 
launching patented drugs at the same 
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Multinational 
firms are 


preparing to cash in on a post- 
2005 Indian pharma market 


time as their launch abroad in a bid to 


seed the market, the risks notwithstand- | 


ing. " There is a perceptible change in 


the Indian operations of the MNCs,” | 





says Dilip Shah, secretary general, In- 
dian Pharmaceutical Associations (IPA). | 


“They have been revamping their prod- 
uct portfolios in anticipation of 2005." 
Years ago, the government under In- 
dira Gandhi had ruled that a developing 
country like India couldn't afford 
patented drugs which were expensive. 


infringements here, the MNC block- 
buster drugs were never introduced 
here, while their Indian copies flooded 
the markets. That started showing up in 
marketshare figures. In the early 1970s, 
before the move to enforce process 
patents, multinational pharma firms 


| hada 7096 plus marketshare. Today, ac- 


India recognised process patents there- | 


after, but not product patents. While this 
move, perhaps inadvertently, gave rise 
to a robust domestic pharma industry, it 


also took the joy out for pharma multi- : 


nationals. Since the country's legal sys- 
tem would not protect product patent 





SANJIT KUNDU 


cording to AC Nielsen ORG MARG, they 
account for barely 24% of the Rs 18,200- 
crore Indian pharma business. 

Of course, now that India is a signa- 
tory to the World Trade Organization 
guidelines, come 2005, the country will 
recognise product patents. The second 
Patent Amendment Act was passed in 
2002; it aligns Indian laws with those rec- 
ommended by Trade Related Intellec- 
tual Property (TRIPS). Effectively, that 
means patent protection will be ex- 
tended to all products patented after 
1995, if they are introduced here. 

This is obviously the main reason 
why international drug majors are look- 
ing at India so seriously. There are some 
other reasons as well. With the Indian 
middle class aspiring for a better quality 
of life, many feel that healthcare spends 
will rise. MNCs point towards the mobile 
telephone boom and argue that if mid- 
dle-class India is willing to spend money 


ti . 

We want to be as significant a 
player in the Indian market, 
with both patented and 
generics. With a number of 
products already in the market, 
we will focus on creating strong 
brand awareness" 


RANJIT SHAHANI, 
Vice-chairman and MD, Novartis 
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to stay better connected, it will also pay 
to remain healthy. Then, other things 
like changes in laws related to conduct- 
ing clinical trials or advent of private sec- 
tor insurance are also giving the MNCs 
reasons to feel cheery about India. 

Of course, none of these companies 
expect their fortunes to revive here 
overnight. For starters, there are many 
aspects of the regulatory framework — 
data exclusivity, compulsory licensing, 
etc., which they are uncomfortable 
about. Take compulsory licensing. Un- 
der TRIPS, in case an epidemic breaks 
out in a country and its cure is patented, 


any pharma company can manufacture | 
that cure, even if it doesnt hold the | 


patent. This leeway is allowed purely for | 


humanitarian purposes. The MNCs ar- 
gue that India hasn't strictly defined the 
context in which a compulsory licence 
will be granted. "That means an epi- 
demic could theoretically break out in 
Africa, and Indian firm start manufac- 
turing a patented drug under that pre- 
text," says one MNC official. While some 
of these issues will eventually get sorted 
out, in the short term, it may prevent 
MNC outfits from introducing all their 
blockbusters immediately. 

Moreover, unlike three decades ago, 
when MNCs dominated the pharma 
scene, today the competing Indian out- 
fits are no pushovers. In fact, the MNCs 
themselves believe that it'll take them at 
least five years after 2005 before they 
start showing significant gains. 


OR pharma MNCs, the area that's 

witnessing a significant amount of 

activity is marketing. India is not just 
a huge market for drugs for infectious 
diseases, vaccines and other Third 
World ailments, but it is also becoming a 
market for lifestyle diseases, ones that 
inspire a lot of R&D activity and support 
a range of patented products. MNCs are 
looking at different ways of galvanising 
the Indian market. Ranjit Shahani, vice- 
chairman and managing director of No- 
vartis, for example, decided to launch 
some of his company’s patented prod- 
ucts way back in 1996, almost a decade 
before product patents were to come 
into force here. His logic: even if Novartis 
ran the risk of its drugs being copied, a 
premature launch allowed the Novartis 
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brands to get established here. 


While in 1996 Novartis may have - 


been seen as some sort of an iconoclast, 


today that would not hold true. Eli Lilly | 
has become the first to launch its newly- | 
patented products in India almost si- — 


multaneously with their launch abroad. 


Itintroduced Xigres, an injectionforsep- | 
sis, two days after it waslaunched in Eu- | 
rope. It's also thinkingoflaunchingother | 
products such as Forteo, an injectible | 
drug that induces bone building for pa- | 
tients of osteoporosis, Alimta, an anti- | 
cancer drug, and Cialis, a drug to treat | 


erectile dysfunction, with 
the overseas launch. Pfiz- 
er's Said, too, says his firm 
will be launching products 
here in tandem with their 
international unveiling. 

Other MNCs are, mean- 
while, following a careful 
strategy of selecting prod- 
ucts that have a long life- 
cycle, fetch good returns 
and are relevant to India. 
“Glaxo is focusing on 30 
power brands and we ex- 
pect them to grow by 50% 
in 2005 from 2000," says 
GSK's Sundaram. Similarly, 
Pfizer has been focusing on 
12 products from its exist- 
ing portfolio, while As- 
traZeneca trimmed its 
portfolio to 14 from 35 ear- 
lier. Pfizer has also licensed 
its best-selling Becosules to 
Duchem Laboratory while 
Aventishaslicensedoutthe | 
marketing of Avil. ^Ratio- | 
nalising of our product 
portfolio is a necessary and 
continuous process," says 
Pfizer's Said. 


Research i in India being c considered and licensi ing 
opportunities being explored by newly-created 
| business development and strategic or licensing | 


| teams 


IPA's Shah explains why this chum | 
“The idea | 
is to be free to concentrate on the launch 
of new products which will take time | 
and energy of the parent company,” he | 
says. In step with heightened levels of — 
brand activities, MNC pharma outfits - 
are also concentrating on training and | 


makes sense in times like this. 


development of their field force. Clearly, 


an environment where the product be- | 


ing sold will be exclusive requires a dif- 


ferent set of skills than what existed ear- _ 











PRODUCT | 
| Product portfolio being rationali sed to prepare 


for launch of new patented products BEN 
SALES & MARKET ING " 


| Sales and marketing teams are being revamped 
£ and retrained to operate in a patent regime 
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lier. One executive says that while earlier, 
it was important for sales representa- 
tives to have a grip on trade and distribu- 
tion dynamics, after 2005, knowledge of 
the product, its exact benefits, its origins, 
etc., will be more relevant. Also, if you as- 
sume that patented products will be in- 
creasingly more complex, medical rep- 
resentatives will need to be supported by 
a huge amount of data — both clin ical 
and scientific. They also have to be 
smart enough to engage doctors in córe 
versation over the relative meritsand de- 
merits of their wares. In sum, today's 
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CONTRACT MANUFACTURING 





Outsourcing of bulk drugs, custom per? 
| being done, India fast emerging as a | 
| manufacturing destination | 
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medical representative will undergo a 
huge transformation. 

AstraZeneca has tried that already. 
When Walan came to India two vears 
ago, AstraZenecas marketing depart- 
ment functioned on an ad hoc basis. 
"There was no thought, no strategy for 
selling — the sales and marketing de- 
partment had to be completed re- 
vamped," he says. The first step was to 
fill long-pending vacant posts. Then the 
sales channels were beefed up. Earlier, 
the medical representative would meet 
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the retailer or distributor in the last week 
of the month (the time for meeting his 
sales targets) and give him a list of 7-8 
medicines that he was supposed to sell. 
Products were sold on credit and un- 
sold products would come back to the 
company. Now, with the pruning of the 
product portfolio and special emphasis 
on training, the interaction with the doc- 
tors has increased and there has been a 
huge improvement in the secondary 
channel sales. For example, when As- 
traZeneca introduced an injectible an- 
tibiotic Meronem, it recruited 60 well- 
qualified medical representatives who 
were then trained intensively by special- 
ists flown down from the UK so that they 
could promote the products better. 


NDIA'S move towards a patent regime 
is also encouraging companies to look 
at this country for their R&D activity. 
“India has the creativity to be active in 
R&D,” says Said. Pfizer India is responsi- 
ble for getting a large amount of formu- 
lation work for Pfizer Inc. Ernst and 


LARS WALAN, 
Marketing country president 
AstraZeneca Pharma India 
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Young director Utkarsh Palnitkar would 
agree. "India's strong synthetic chem- 
istry skills, business instincts and a 
fiercely cost-competitive domestic mar- 
ket add up to a terrific advantage for the 
global bulk market. And India is fast dis- 
placing Europe as the leader in active 
pharmaceutical ingredients (APIs) for 
the generics market, where cost and 
speed to the market are important." 
Several factors make India an attrac- 
tive alternative for sourcing active ingre- 
dients. India has low development costs, 
complex synthesis capabilities, growing 
experience with good manufacturing 
practices (GMP) compliance and a large 
local dose market in which to gain expe- 
rience. India is also known for its quali- 


HOCINE SIDI SAID, 
Managing director, Pfizer India 


fied chemists, many of whom have 
Ph.D.s from the US and Europe. With 
these resources, Indian companies can 
tackle complex syntheses in relatively 
short periods of time. 

"In fact, says Palnitkar, "Indian 
pharma companies are working with the 
largest pharma MNCs.” Eli Lilly, for ex- 
ample, is sourcing Indian Cefaclor (Dis- 
taclor) bulk for domestic sales and bulk 
drug Nizatidine and Methohexital for its 
global requirements from Shasun 
Chemicals. Shasun Chemicals is also 
working on seven molecules for Lilly for 
developing an industrial production 
process. Again, according to Palnitkar, 
35-4096 of the global manufacturing vol- 
umes of GSK worldwide, in number of 
tablets, in litres of liquid, injectibles or 
ampoules comes from India. 

MNCs are also looking at India for re- 
search and development collaborations. 
AstraZeneca had set up a basic research 
facility for infectious diseases at Banga- 
lore in the 1980s. While rationalising its 
operations, AstraZeneca toyed with the 
idea of shutting down the facility. A visit 
by the top brass completely changed 
those plans. Surprised at the levels of ex- 
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pertise available at the centre, the bosses 
decided to expand the centre. The num- 
ber of scientists was doubled to 80. It was 
also decided that the centre would focus 
on one disease — tuberculosis, 

Even if companies are not investing 
in research the way AstraZeneca is, they 
are actively scouting around to form col- 
laborations. Companies like Novo and 
Novartis have already licensed mole- 
cules developed by Indian companies 
and are working with them in the elusive 
search for the new blockbuster. In fact, 
Novartis has recently set up a business 
development and licensing group of 
four which works alongside the business 
development group internationally, 
scouting for possible R&D alignments, 
Similarly Pfizer, recently set up a four- 
member team which is assessing possi- 
ble collaborative and development op- 
portunities in India. “You must 
remember that the attrition in business 
development is very high — one out of 
100 projects is successful,” says Said. 

Meanwhile, India has been playing 
host to the senior management of 
pharma MNCs who have been coming 
in an unending stream. Count among 
them Glaxo CEO J.P. Garnier, its head 
(drug discovery) Peter Goodfellow, its 
head (international business) Howard 
Pien and Darren J. Carroll, head of Inno- 
centive, a research solution company 
promoted by Eli Lilly’s. 

Their agendas have been similar — 
to meet with pharmaceutical regulators 
in India and discuss and explore oppor- 
tunities for tie-ups with Indian firms. In 
fact, Innocentive's Carroll tied up with 
the Council of Scientific and Industrial 
Research (CSIR) and the Institute of 
Chemical Engineers for research activi- 
ties. Soon, Eli Lilly director Larry Ng is 
also expected to visit India. 

“Our interaction with MNC clients 
shows they have started their prospects 
for research and development in a very 
positive light,” says Palnitkar. According 
to him, the new product development 
process is getting unbundled as in con- 
tract research, contract manufacturing 
and clinical trials that will provide excit- 
ing opportunities for collaboration. 

Doing trials in India makes eminent 
sense as it could reduce not just cost, but 
time as well. For example, recruiting pa- 
tients for clinical trials could take any- 
thing between six months to a year 
abroad, whereas here, patients can be 
recruited within three months. Similarly, 
the cost of conducting a clinical trial per 
patient is over $5,000 in the US and Eu- 
rope, while in India, a contract research 
organisation charges $3,000 per patient. 





The large patient population, the pres- 
ence of practically all kinds of illnesses, 
trained English-speaking manpower 


and acceptance of ethical guidelines for — 


clinical trials according to international 


code of harmonisation have come to- | 
gether to make India an attractive desti- | 


nation for these companies. Faster clini- 
cal trials mean that companies can file 
for regulatory approvals sooner. 


Consider that way back in 1993, Eli | 


Lilly set up its clinical research depart- 
ment with a team of three people — a 


physician, a regulatory person and a | 


clinical research associate. Today, that's | 


grown to a 25-person team, focusing on 


three therapeutic areas — oncology, en- | 
docrinology and critical care. Elli Lilly | 


India has undertaken about 50-55 clini- 


cal trials till now. Again, Pfizer has con- | 





ducted 20 trials till date while eight stud- 


ies are going on at the moment. As a 


future investment in clinical research, it 
has collaborated with Bombay College | 


of Pharmacy to establish a training cen- | 


tre in clinical research. "Pharmaceutical 


companies, CROs (clinical research or- | 


ganisations), academic institutions in- 
volved in clinical research are part of the 





academy and contribute as faculty or | 
members of curriculum committee,” | 


says Chandrasekhar Potkar, director, 

clinical research and development. 
Similarly, Chitra Lele, director, Pfizer 

Global R&D (PGR&D), is responsible for 





“Our focus is to increase sales 
and marketing and conduct clin- 
ical trials for our parent. The first 
patented product, Xigres, has 
already been launched in India. 
We plan to launch one product 
almost every year" 


RAJIV GULATI, 
Managing director, Elli Lilly 


tracted out to a CRO is being done in 
house at much lower cost. 

AstraZeneca is just about beginning 
to lookat clinical trials here. Again, Glaxo 
has only done bioequivalence studies in 
India so far, and is, even now getting its 
clinical research department ready. No- 
vartis and Roche, too, plan to make India 
their base for such research activity. 

Novartis International Clinical De- 
velopment Center India (Nicci) was es- 
tablished with the initial focus to de- 
velop expertise in safety reporting with 
approximately 35% of all global safety 
work assigned to Nicci. Shahani wants to 
make it the global centre of excellence 
for Novartis. 

Globally, the pharma industry is a gi- 


| gantic $300-billion business. So far, Indi- 


setting up the Biometrics-India centre : 
for the company. Although conceptu- | 
alised around 1995, production-levelac- | 
tivities started towards the end of 1997. | 


Thisis the only centre in the world that is 
setup as an internal CRO, to provide ser- 


vice to the major centres of PGR&D. Asa | 


result, work that would have been con- 


as share of that is a miniscule 1.695. But 
come, 2005 and beyond, and that could 
change. Some observers feel that India is 
still not ready for high-priced patented 
medicines. Others argue that block- 
buster drugs will go a long way to saving 
lives here. 

Such debates can go on. But itis clear 
that the Indian pharma industry is on 
the threshold of great change. M 


MAGAZINE OF THE NEW ECONOMY € BUSINESSWORLD 21 APRIL 2003 


Even a few years ago, 
China appeared to be a 












In India. But today it is 





like an opportunity 





beginning to look more - 


INDRAJIT GUPTA & AVINASH CELESTINE | | 
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TWO years ago, when Indian industry was screaming for protec- 
tion from Chinese imports, Businessworld wrote a word of cau- 
tion. Ina story titled ‘China Scare: The Real Story’ (BW, 8 January 
2001), we warned the government against hiking duty on Chi- 
nese imports. We asked the government — and industry — to 
learn from the American experience instead: “The decision by 
the US government to curb imports from Japan and Korea im- 
pacted its own domestic industry, which became complacent 
and uncompetitive. Itis only when US manufacturers decided to 
take on Japan and Korea that they became competitive again. 
Probably, there is a lesson here for Indian policy-makers.” 


Tis not clear yet whether Indian policy-makers have seen 
the light. But at least some in the industry seem to have! 
Take a look at the adjoining infographic. It lists some of the 
Indian corporations doing business in China. The list is 
surprisingly long and it is growing almost every month. 
This is, for sure, a turning point. Even two years ago, it ap- 
peared that the only thing the Indian industry could do 
about the Chinese threat was raise a hue and cry about China's 
‘unfair’ trade methods that would, eventually, spell doom for 
the Indian manufacturing sector. Even the vibrant software in- 





irme Jp 
TO CHINA | 


Exporting 
to China 
BHARAT FORGE: Supplied crankshafts worth about 


Rs 40 crore to two leading Chinese truck makers. Expects 
to capture 60% of the market 


RELIANCE INDUSTRIES: Has exported around $1 
million worth of plastic granules to China so far 


STEEL AUTHORITY OF INDIA: Is exporting 10,000 









threat to manufacturing 8 25:555 cts 


| (Other steel EXBOfUd compass include Ispat Industries : 
| and Tata Steel) pha ot ee 
INDO RAMA SYNTHETICS: Plans textile exports to 
China d Be 


BÍ MAMATA GROUP: An SME which exports machine 
E tools to China _ Ae to o 









| This is nov an exhaustive tist. 
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Sourcing 
from China 
VIDEOCON: Has set up a design unit; plans to set up 
an assembly plant for making products for India 
ONIDA: Is sourcing components 


TUBE INVESTMENTS: Imports aluminium tubes and 
frames for bicycles. Did Rs 2 crore worth of business in 
2003 and expects substantial growth 


NITCO: Sources ceramic tiles from China 


APOLLO TYRES: Did Rs 50 crore in exports from China, 
targeting Rs 70 crore-80 crore this year 


JK TYRES: Did Rs 80 crore worth of sourcing deals with 
Chinese tyre makers 


AEGIS SAFETY: Sources $5 million of industrial gloves 
from China to export to Japan and Europe 
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| AUROBINDO PHARMA: Has JV and plant in China. Has 
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Setting up base to cater 
to the Chinese market 
STATE BANK OF INDIA: Has representative office. 
(Others: ICICI Bank, Bank of India and Bank of Baroda) 


TCS: Has a development centre. (Others: Satyam, Polaris, 
| Mascot and BFL MphasiS) 


NIIT: Has 112 computer education centres 





invested $50 million. (Others: Ranbaxy, Orchid, Dr. Reddy's) 


ESSEL PACKAGING: Invested $40 million in four factories. 


E Has sewn up 70% of the Chinese lamitubes market 


CONTESTS2WIN: Has two contesting joint ventures 
SUNDRAM FASTENERS: Setting up $12.5-million plant 


ADITYA BIRLA GROUP: Majority stake in a carbon black 
company for Rs 40 crore. Will invest Rs 80 crore to expand 







< 
; 
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2 Source: BW research, media reports 
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try had about of 'Chinaphobia: The National Association of | 
ware and Service Companies (Nasscom) warned its mem- | 

hat China could supplant India as Asia's next digital giant. | 
last year, Nasscom said China was not a threat, at least till | 








5. The optimism seems to have rubbed off on the Con- 





ederation of Indian Industry (CII). Piyush Bahl, head, CH In- | 


ernational, says: "There was real fear among Indian industry l 
-about Chinese manufacturing. Now, more Indian companies 
are seeing China as an opportunity." 


The trade figures give us an idea about how that opportu- 


nity has grown. Bilateral trade between the two countries has 


grown more than 10-fold in the past decade to $4.945 billion in 


2002 from $338.5 million in 1992. In February this year, CII or- 
-ganised a closed-door session of Indian companies like NIIT, 


|. Ranbaxy Laboratories and Tata Consultancy Services (TCS), 
v which had already set up bases in China. “Our objective was to 
|... distil some of the learnings from the early movers,” says Bahl. 










This will come in handy as Bahl himself relocates to Shanghai 


to set up a CII office there in the next couple of months. Sensing 

the mood, he is also planning to get 50-odd Indian companies 
‘to form an India Club in Shanghai to promote outsourcing 
from China and to market the India brand. 


It is not just industry associations that have built awareness 


‘about the Chinese opportunity. Many businessmen, execu- 


tives and industrialists have been travelling regularly to China. 
Seeing is believing and that has helped dispel a number of 


__ myths surrounding the real source of China's economic clout. 
.... Last year, CII appointed consultants McKinsey and Company 
to conduct a ‘fact-based’ study on the extent of the Chinese 
- -threat on manufacturing in India. McKinsey principal Ramesh 
- . Mangaleswaran, who led the study, says when he makes pre- 
-. sentations on China to Indian CEOs, he begins by asking how 


- c many of the participants have been to China. "Invariably, just a 


e . few hands go up,” he says. 


Of course, that did not stop them from having strong no- | 


tions about China's manufacturing success. “The popular per- 
. . ception (in India) is that China's growth was driven only by 
Dx large investments aimed at increasing exports and by low 
prices made possible by poor cost accounting and shoddy 
. quality," says the CII-McKinsey report titled Learning from 
— China to unlock India’s manufacturing potential. 


"Opinions swung between two extremes. China was a jug- 


gernaut and would eventually trample Indian industry or that 


e it was a bubble waiting to burst," says Mangaleswaran. Today, 





_ TRADE TIES STRENGTHEN 


-Trade volume (imports * exports) between" i 


4,945.9 a 


india and China 


CAGR: 30.76% 


So Noe mi naana amaaa ape aAA Nh be lye e baaa PAAA E A eN NE mma DDAA aaa chp ASP ee 
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the shift in perception is there for all to see. To some extent, it is 
partly because the it is clear now that the Chinese threat was 


| overplayed. Except for low-end items like dry cell batteries, toys 


and other assorted items, India did not see the much-antici- 
pated onslaught of Chinese products. 

Meanwhile, sections of the Indian industry also figured out 
a way to compete — and the answers to how China could fit 
into their overall strategy have also begun to emerge. In 2001, 
Pune-based auto component maker Bharat Forge spotted an 
opportunity in China. The 300,000-unit truck market was in a 
flux as China had decided to adopt Euro H norms. Its domestic 
forging industry was unable to supply the kind of quality prod- 
ucts the auto industry needed. In a desperate bid to meet the 
deadlines, auto makers in China scanned the globe looking for 
reliable suppliers. Bharat Forge, too, was on their list. 

It had established itself as a globally-competitive business. 
Starting in 1997, it had dramatically slimmed down, shedding 
nearly 30% of its workforce, switching from pure labour-inten- 
sive to skill-intensive manufacturing, and installing modern 
Weingarten machines to increase efficiency and reliability. "We 
knew we had a competitive advantage in a skill-intensive ma- 
nufacturing business. European forging companies spend 
nearly 3596 of their total costs on wages while we spend just 
995," says Baba Kalyani, chairman and managing director, 
Bharat Forge. 

The company had already supplied forgings to Daimler- 
Chrysler, Renault and Piaggio in Europe and had gained a rep- 
utation for quality and reliability. Entry into the large Chinese 
truck market — almost three times as big as India's — seemed a 
logical move. The Euro II norms provided a perfect platform. 
But the negotiations took a long time. Teams from the two 
companies visited each other's plants. "The Chinese had done 
their homework. They had a good grip on costing and were 
smart negotiators," says Kalyani. 

It was not until the first quarter of 2002 that Bharat Forge 
supplied its first order worth Rs 14.5 crore to First Auto Works, 
Shanghai, one of China's leading truck makers. The order was 
significant as it helped Bharat Forge build an export business 
worth Rs 40 crore from China by the end of the year. After that, 
the second order, from Second Auto Works, did not take long. 
"We hope to capture nearly 60% of the market in the next five 
years," says Kalyani. What's more, China will be the single 
biggest opportunity — bigger than Europe or even the US. 

Apart from auto component companies, Indian steel com- 
panies, too, have benefitted from China. Over the last two quar- 
ters, steel exports to China have been increasing steadily. China 
needs far more flat products than it can produce. The opportu- 
nity could not have come at a better time for Ispat Industries, 
specially since exports to the US, the prime destination for In- 
dian steel exports, was getting tougher due to protections. 

Since Ispat already had business relationships with China 
— it imported 1 million tonnes per annum (tpa) of coke for its 
plant in Dolvi (Maharashtra) — when the Chinese market 
started to take off in the middle of last year, it was quick off the 
block to exploit that opportunity. Now it exports 20,000 tpa of 
hot-rolled coils and galvanised steel to China. That's about 50% 
of Ispat's exports in 2003, It has four executives stationed in Bei- 
jing who coordinate with agents and customers.IspatIndus- . 
tries director Vinod Garg says: “It is stilla new market and they 
still need to understand the business norms that alotof the de- 
veloped countries work with.” For instance, if the prices are _ 
volatile, occasionally the Chinese will try and get out ofcon- - 
tracts. But, by all accounts, the demand for steel in China will 
continue to show an uptrend as the Olympics i is scheduled to 
be held there in 2008. Currently, the market is 170 million tpa 
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and growing at 20%. Ispat hopes to get 60% 
of its $250-million targeted exports next 
year from China. 

So one way in which India Inc. can seize 
the Chinese opportunity is through ex- 
ports, but that will only be possible ifa com- 
pany is globally competitive. For industries 
that are not, there is another way China can 
fit into their overall strategy: as a sourcing § 
base. And it is not just big companies that - 
are looking to leverage China's position as 
the world's sourcing factory. | 

Take Aegis Safety, a medium-size 
Mumbai firm. Its industrial gloves business. . 
is worth $6-million and 85% of its turnover 
is sourced from a factory in China and ex- 
ported to customers mainly in Europe and 
Japan. The turnover has grown five-fold in 
the last two years. Till 2001, Aegis made its 
products in Kolhapur in Maharashtra. Says 
director Anup Jatia: “Before I set up the bu- 
siness in 1995, we had considered setting 
up a. unit in China rather than India. But we 
settled for India as we felt that the quality standards in India 
were higher. Customers abroad perceived the difference." 

Then in 2001, Europe seemed poised to lift quotas on Chi- 
nese exports. "That's when the penny dropped. We knew that if 
we didn't shift base, or we could get wiped out,” says Jatia. The 
economics were plain and simple: Jatia says workers in Chi- 
nese factories were three times more productive than their In- 
dian counterparts, even though their wages there are nearly 
two-and-a-half times an Indian worker's. Then, there is the 
scale advantage. “There are around 1,000 glove-making ma- 
chines in India,” says Jatia. “Each factory in China has a total of 
around 1,500.” So, the Chinese could handle large bulk orders 
more easily than Indian factories. Both these factors helped 
clinch the deal in favour of China for Jatia. Since he has moved 
part of his sourcing to China, Jatia can handle much larger or- 
ders and remain competitive. 

Of course, sourcing and exports are not necessarily mutu- 
ally exclusive strategies. Agrochemicals manufacturer United 
Phosphorus for instance, started out doing business in China 
by directly sourcing raw materials like yellow phosphorus as 
China has large mines producing the raw material. Earlier, 
United Phosphorus bought the same material through traders 
who would import it from China in bulk. Then, two years ago, it 
expanded its trading operations out of China by buying prod- 
ucts from Chinese manufacturers which it did not manufac- 
ture itself, but which its customers elsewhere demanded. “We 
were getting enquiries from our customers for certain products 
that we did not manufacture. So we decided to source them 
from Chinese firms and then sell them to our customers across 
the world,” says V.N. Sudhakar, general manager, international 
marketing, United Phosphorus. Now, the company’s Shanghai 
office buys the goods from China and exports to customers in 
other countries. It has done around $5 million-6 million of such 
exports in a range of pesticides, herbicides and fungicides. 

Just recently, United Phosphorus has begun entering the 
Chinese domestic market as well. Since last year, the company 
has sold around $0.5 million of pesticides to China. 

By all accounts, the sourcing game is bound to gain trac- 
tion. Many more Indian companies are waiting in the wings to 
tie up sourcing arrangements. Onida, Videocon, Bajaj Electri- 
cals and Hero Cycles have either started or are planning to 

source parts or even a complete product from China. 
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Of course, the level of difficulty involved in sourcing i: 
higher than in a pure export operation. (See ‘The Other Side C 
The Wall’) But setting up a base to cater to the large Chines 
market is an entirely different ballgame. In 1996, NIIT was on 
of the first companies to spot the IT education opportunity 
China. When NIIT began scoping the opportunity, even as CH 
nese economy was surging ahead, IT skills were in short supp: 
It also found that the distribution of wealth in China was ve 
equitable. "The concept of roti, kapda aur makaan had been. 
achieved for most people... Minimum wages had assured tha 
There were enough dual-income households owning TVs, AC 
and computers,” says 39-year-old Prakash Menon, who heads 
NIIT's operations in Shanghai. But along with the opportunity, 
NIIT found "the Chinese market is vastly different from Indi: 
says Menon. The students were different, the teaching meth 
ods were different and franchising methods are hard to come 
by. (See ‘Smart Cats In Shanghai") In many ways, NIT s gamble _ 
has paid off. Today it is present across 112 centres in 58-60 citi 
and has pulled in 20,000 students this year. “When we entere 
China, there was a sense inside NIIT that China could be a big 
ger market than India. We are being proved right, he says. — 

Software companies TCS and Satyam are in China too. As - 
global service firms, they follow customers around the world. - 
TCS has set up a software development centre to serve its MNG 
clients like GE. It can also reach out easily to clients in Japan 
Korea and Taiwan from China. And then there is the large Chi- 
nese software development market, which is expected to grow 
from $1.8 billion in 2002 to $27.1 billion in 2006. "We are in the 
final stages of bagging the prestigious Shanghai Stock Ex 
change order along with global majors like Hewlett-Packard 
Accenture and IBM,” says Girija Pande, regional director (A 
Pacific), TCS. Its alliance with local partners makes it easier fo: 
TCS to get local customers and overcome language problems. 

Even two of India’s biggest banks — SBI and ICICI Bank- 
are marking time in China. Both have been recently grar 
permission to open representative offices to offer trade. 
and project finance services to Indian and Chinese clien 
course, it will be another two years before they will be allow: 
to hang their shingles on bank branches across China. ; 

By then, SBI and ICICI Bank may just have plenty o 
brands for company as the more and more Indian corpor: 
join the bandwagon to China. 








COVER STORY | THE CHINESE OPPORTU 
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‘It doesn't matter if you are a black cat or a white cat. What mat- 


ters is that you are a smart cat. The smart cat catches the mouse." | 


— NIIT hoarding in Shanghai, using Deng Xiaoping’s quote 


RAKASH Menon, the 39-year-old head of NIIT's opera- 
tions in China, has reason to purr, especially after or- 
chestrating a stirring start to its operations there. (See 
‘Smart Cats In Shanghai’). So has J. Ebeneizar, managing 
director, Essel Packaging (Guangzhou), the group's Chi- 
nese venture. Since Essel set up a greenfield plant in 1997, it has 
built up a thriving $48-million business in lamitubes there. 
NIIT and Essel Packaging are classic examples of some of the 
first Indian companies to move to China in the last decade. 

But there are others as well that have a strong Chinese blue- 
print, pharmaceutical majors Ranbaxy Laboratories and Dr. 
Reddy's Laboratories, in particular. At the start of this decade, a 
variety of companies — Apollo Tyres, JK Tyres, Bharat Forge, 
sundram Fasteners, Tata Consultancy Services and dotcom 
firm contests2win — wrote well-thought out entry strategies. 

Many more like Raymond, Asian Paints, Reliance Indus- 
tries, Taj Hotels, Rallis, Indo Rama Synthetics and the AV Birla 
group are in various stages of readiness to enter China. 

So, how do you set up operations in China? Is the bureau- 
cratic red carpet there merely an urban legend? Does it make 
sense to go alone into the jungle or is hunting with a local a bet- 
ter option? How easy is it to hire good managers? What are the 
pitfalls when it comes to looking for and dealing with suppli- 
ers? Based on our interviews with the pioneers, here are the 
ground rules of dancing with the dragon. 


Mode 0f Entry 


Let's begin at the beginning. Should you look for a partner in 
China or strike it out on your own? By all accounts, this is the 





MAGAZINE OF THE NEW ECONOMY 


FI a a. din) > MES = x 
pee um m aum EP eS P oe 
í : ET iF 

Ss Neq UE 


eS Dec M t 

















NT 








—— 


=<. 


some Indian companies 
have taken the Chinese 
opportunity. Here’s how 
they went about it 


most crucial decision. Till a few years ago, foreign companies 
could enter most sectors only with a Chinese partner. But now 
entry is allowed in many sectors through a 100% subsidiary. 

The benefits of partnering are obvious: China may well be a 
free market now, but relationships with government and bu- 
reaucracy still matter when you need clearances and licences. 
“The networking principle is strong and it helps to have on your 
side someone familiar with the local regulatory practices who 
can pitch in with liaison work with the local authorities when 
the occasion demands," says Sujan Chinoy, consul general at 
the Indian consulate in Shanghai. 

In 2001, Apollo Tyres figured partnering had other advan- 
tages as well — easy access to capital for one. China offered in- 
terest rates of 1-276 to Chinese entrepreneurs starting up. But 
finding the right partner was tough. The trick is not to do a deal 
with the first partner you come across, says Simon Galpin, di- 
rector-general of HKInvest. "When negotiating with a potential 
partner, patience is vital as the Chinese will take at least eight 
meetings before you sign a contract," says Essel's Ebeneizar. 

In fact, Apollo was almost on the verge of taking a stake in 
one such company, but talks fell through at the last minute as it 
could not agree on the financial terms. Today, it sources from 
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two companies, while it continues to look for partner. 

McKinsey's Mangaleswaran says there is a hierarchy of 
choices (See 'China Fever). Go italone, if you can. Then try part- 
nering a company like a private equity firm that will exit after a 
few years. If that is not possible, try a private firm that has exper- 
tise in the sector that you plan to enter. Partnering a government 
firm should be last on your list as there's very little they can offer 
in terms of management capabilities. "Government firms bring 
a very different attitude. They want you to put the money and 
they will only provide the plant or some infrastructure," he says. 

But even the government-owned firms are beginning to see 
a steady exodus of staffers starting up on their own, says Arvind 
Mahajan, partner, IBM Global Services. These individuals 
could be potential escort services for Indian companies. 

Some, like Essel and Sundram Fasteners, have chosen to go 
it alone. “We found there were several cultural blocks in a joint 
venture with a Chinese partner. Very often, when you want to 
expand capacity, the Chinese partner is unable to put up the 
cash and vetoes the idea,” says Essel’s Ebeneizar. Besides, as the 
regulations become more transparent, navigating bureau- 
cracy, for instance, is not likely to be crucial any more. 

So how long does it take to get approvals and set up a base? 
“Two months is the average, but we took just two weeks,” says 
Aegis’ Jatia. Suresh Krishna, chairman and managing director 
of auto component manufacturer, Sundram Fasteners, says he 
was amazed that once he picked Zhejiang as the site for his fac- 
tory, it took just three days for the government to get back with 
the required sanctions and approvals. 

Ultimately, the experience which Indian firms have with 
bureaucracy in China is mixed. Most Indian firms we spoke to 
said that it was not much of a problem. Few, like Infosys Tech- 
nologies, admittedly have had a bad time navigating it. 


Sourcing From China 


As someone said, entering China is easy, doing business is 
tough. That is equally true for even Indian companies looking 
to build a strong sourcing hub there. That is not as simple as it 
sounds. China has demonstrated to the world that it can be the 
factory to the world. But the problem, most experts say, is that 
“China has many quality standards”. 

Also, in most cases, developing Chinese suppliers is usually 
a long-drawn affair. Freemarkets, one of the world’s largest 
e-sourcing specialists, has been in India for the past two years 
offering global sourcing services to Indian clients like Indo 
Rama and Telco. Often, they found Chinese vendors would be 
the lowest bidders on reverse auctions that Freemarkets would 
hold for these companies. But, so far, there has not been a sin- 
gle significant contract between 
an Indian and a Chinese com- 
pany. Says Freemarkets general 
manager (Asia-Pacific) Jack Lee: 
"I think Indian companies un- 
derestimate the time it takes to 
develop Chinese suppliers. They 
are new at this game. They need 
alot of hand-holding." 


Anup Jatia, director, Aegis 
Safety: “Chinese wages tend to 
be two-and-a-half times higher 
than Indian wages. But Chinese 
workers tend to be three times 
as efficient. That is what gives 
them the advantage" 











So what does he recommend? Any company that is inter- 
ested in along-term arrangement in China needs to invest time 
and money in setting up local infrastructure there. Lee says: 
“You have to put a man on the ground. You have to explain to 
Chinese vendors the intricacies of the costing game. Telco's 
quality is very high, higher than what some of the Chinese ven- 
dors supply to their domestic consumers. But if Telco has re- 
jected someone, it doesn't mean that they are no good." 

So why did Telco choose not to source from China? V.N. Be- 
dekar, Telco’s general manager (materials), has his reasons. He 
led a four-member team to China to evaluate some 14 suppli- 
ers for tyres, bearings and forgings. But it did not work out be- 
cause the trade-offs involved in switching suppliers were sim- 
ply too high. For one, India already had a strong base in these 
industries. “I didn’t find any great value-addition in China to 
move our contracts there,” says Bedekar. 

For instance, a product like tyres would need an elaborate 
warranty set-up in India. Since vehicles could break down any- 
where, the vendor needed to have a nationwide presence to 
process warranty 
claims. For a Chi- 
nese supplier to 
set up a customer 
service function in 
India, the contract 
would have to be 
substantial and far 
bigger than the ex- 
isting size of Rs 5 
crore-10 crore. 
“We evaluated all 
these and decided 
not to move the 
contracts,” says 
Bedekar. 

Aegis, on the 
other hand, devel- 
oped a smart win- 
win sourcing rela- 
tionship with a 
Chinese manufac- 
turer. Jatias ace 
was guaranteeing 
the supplier large 
volumes. "For ma- 
ny manufacturers 
in China with huge 
capacities, consis- 
tent volumes are really impor- 
tant, he says. "What we were 
able to do is aggregate quantities 
across our customers and place a 
single large order with the Chi- 
nese firm. Effectively we signed a 
contract with them that blocked 
off a chunk of their capacity. The 
moment we moved to China, we 
became competitive in a whole 
range of products and we could 
handle large volumes." 

But interestingly, none of the 
larger volume products that were 
produced by the Chinese sup- 
plier earned Jatia any significant 
margins. Even today, most of his 


Baba Kalyani, chairman and managing 
director, Bharat Forge: “The key is to 
keep the focus on skill-intensive 
manufacturing. China will beat us 
(India) hollow when it comes to purely 
labour-intensive industries" 
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profits come from the specialised products that are made by his 
Indian unit. “Because we can assure our Chinese supplier of 
large volume orders, he's willing to go that extra mile and han- 
dle some of the demand for smaller orders also," says Jatia. 


Building An Organisation 


Perhaps the most important challenge while operating in 
China is building an organisation there. Unlike India, China 


-. Could provide access to existing 


| Fairly private and business-like 
Vt approach, likely to be less bureaucratic 


Will be able to help source talent 
Potential to have strong govt. relations 


Will benefit from pan-industry views 
< Usually investments are backed by a 


_ Likely to have strong govt. relations 
< No time required for managing tricky 


... Gives access to preferred relationships 
_ with largest customers in China 


< Helps JV to get a quick start 


Could open some doors for 
_ relationships with key customers 


Provide the "government connection" 
which is critical to success in China 


_ Likely to agree for minority share as 
_ the govt. is already keen on privatisation 


THINKING ABOUT ENTERING CHINA? 


CONS 


Could be more demanding in the 
structure of a JV (e.g. majority share 
might be problem) 


Relationships may not be strong and 
permanent 


Lack of in-depth sector knowledge of 


the private equity firm 
Attracting suitable talent could be a 
challenge 


Takes longer to establish relationships 
with key customers 


Will be unable to get ‘under the table 
benefits’ which come from having 
established local networks 


Talent management will be a challenge 


Could be more manu in 
structuring of terms (e.g. difficult to get 
majority ownership) 

Inheritance of baggage (e.g. social 
baggage) 

JV with one group company may make 
access to other groups difficult; 
however, some companies seem to 
have multiple relationships 


State-owned enterprises growing less 
influential and less likely to develop JVs 


Takes a longer time to access key 
customers; managing govt. JVs could 
be cumbersome 


Inheritance of baggage (e.g. social) 








marketing organisation is the difficult 
part. That's why foreign companies go 
for local partners or hire local talent." 

Finding marketers in China is a 
difficult proposition given the lan- 
guage barriers, especially when it 
comes to selling in the global market. 
Aegis' Jatia says that the Chinese do 
not have the marketing expertise that 
Indians have. "The Chinese think 
marketing is easy. They are also less 
aggressive about going out and pitch- 
ing for orders from international cus- 
tomers." Typically, managers who 
speak English handle marketing, at 
least in smaller Chinese companies, 
even if they know little about the sub- 
ject, he says. 

Hiring Chinese managers is ex- 
pensive. Hiring a graduate in Shang- 
hai would cost around $400 a month. 
Add on the costs of provident fund 
and lunch (in China, the employer has 
to foot the lunch bill for employees), 
and the cost to company approaches 
$500 a month. For a medium-sized 
company, that is quite expensive. 
"Also, in China, labour turnover tends 
to be high. Even if you train a manager 
in marketing, he's likely to jump ship 
in a short time," says Jatia. 

So the common approach: bring 
in expatriate staff initially, then hire 
overseas Chinese, eventually recruit 
locals. Sundram Fasteners is relying 
on rapid localisation, because chair- 
man Suresh Krishna believes expat 


teams will just not work. "The Chinese operations will have to 
be managed by local talent," he says. 

To begin with, general managers from India will head the 
engineering and finance function. They, too, will be replaced 
with local talent in 1-2 years. The objective: a Chinese CEO and 


a full-fledged Chinese team in 3-4 years. Shopfloor level talent 


in China is comparable to that of a developing area like 
Pondicherry, says Krishna. Pay scales are also comparable. The 


faces an acute shortage of managerial talent, specially market- | big difference is that pay scales of the managerial and supervi- 


ing talent. Even companies like Dr. Reddy’s have struggled to | 
build a marketing organisation in China. “Ifyou have to sellin | 


the market, it is difficult,” says 
Mangaleswaran. “You need along 
time horizon to make money — at 
least three years in some cases. 
Setting up a plant and running it 
is not even a tenth as difficult as in 
India — you will not face power or 
labour problems. Building the 


Girija Pande, regional director 
(Asia-Pacific), TCS: “We have 
used local software companies 
as partners in telecom and 
banking to tap into customer 
relationships and crack open 
local language markets” 





sory talent in China are lower than in India. 
Sundram will hire about 60-70 people initially. The number 


of employees will be doubled if 
needed. For the shopfloor, 
Krishna plans to recruit straight 
out of school so that it is easier to 
train them in the 'TVS mould. 
"With lateral recruits, it could be 
difficult to make them unlearn 
old practices," he says. 

It's early days yet to gauge how 
the first wave of Indian compa- 
nies in China have fared. Early ev- 
idence is India Inc. is learning the 
rules of engagement in the land 
ofthe dragon. 

Additional reporting by 
Radhika Dhawan & M. Anand 
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NIIT 's Prakash Menon on what it 
is like across the Great Wall 


With over 20,000 students enrolled in 112 centres in 58 cities 
across China, NIIT China is a rare example of a business with a 
strong consumer franchise. The key: understanding the Chinese 


psyche. NIIT's head of China operations Prakash Menon shares | 


his experiences with M. Rajshekhar: 


OMPARED to the Indian market, China is a different 

ballgame altogether. When we entered the country in 

1997, only two kinds of IT courses were available — the 

first was a computer science programme offered by the 

universities. These didn't teach only computer science, 
but were more broad-based — teaching science, Marxism and 
the philosophy of Deng Xiaoping as well. And then, there were 
short 2-5 day courses on packages like Microsoft Word. There 
was nothing else. 

In 1998, we began by targeting students who werent plan- 
ning to enrol in universities after 12 years of education. In In- 
dia, students of the same profile do a dual qualification. They 
enrol in college and in a computer course. That's because col- 
lege education in India is very cheap. It is different in China. 
Competition is tough. Only 4096 of students who apply get into 
the universities and not all of them get the subject of their 





choice. That leaves them with the vocational courses. 

In March 1998, our first two centres in China came up in 
Shanghai. The Chinese are very careful about what is taught in 
the country. So to run these centres, we had to tie up with the 
Shanghai education ministry. This is the format they invented 
to bring in foreign education. When these centres were started, 
they were similar to the Indian ones, but they have been re- 
worked significantly since then. 

For one, the Chinese students are much more discerning 
than Indians. They are very clear about what they want to know 
— what job will I get? Who will be the faculty and their back- 
ground? Great stock is set in whether the courses are recog- 
nised by the government. That is a stamp of authenticity. In In- 
dia, students don't ask about the faculty. All they are interested 
in is computer-time — how many hours do I get on the com- 
puter? How many people do I have to share my computer with? 
That's because we are star- 
ved for infrastructure. That 
is not the case in China. 

While there is hardly any 
difference between what we 
teach in India and China, 
there are substantial differ- 
ences in the way we teach. 
Give an Indian a computer, 
and he will teach himself to 
fly. Help him at the start, 
and he will stay dependent 
through the course. With 
the Chinese, if you dont 
hand-hold them initially, 
they will just sit before the 
computer. They are less willing to explore and experiment. But 
hand-hold them initially, and they will slowly grow wings. 

When the centres came up, there was very little awareness 
about India. But shortly after we came up, China announced 
that it had to learn from India’s success in IT. We saw a big wave 
of interest. We are still riding that wave. By the end of the first 
two-and-a-half years, the two centres had seen about 1,260 
students. That is when we began asking the government to let 
us operate as a wholly-owned company. I dont like joint ven- 
tures. Most of them end up as failures, more time is spent man- 
aging the partner, and we can create a new rival a few years 
down the line. And while he does bring in local knowhow, that 
is essential for us to know as well. It took a year before the Chi- 
nese agreed. 

When we began thinking of scaling up, we realised that 
first-time entrepreneurs who could become franchisees were 
rare. It is very hard to get licences to start a private education 
company. It was also hard to see what value they could add. In 
India, they contributed to computer infrastructure, which was 
the one thing that China did not lack. We could not excite the 
Chinese by offering more of the same. So we decided to ride 
piggyback on existing infrastructure. We approached universi- 
ties, software technology parks and the government itself. 

Next, while most foreign companies go into the affluent 
eastern belt of China, we deliberately chose to spread out. To- 
day, we are present in 58 cities, in 25 of the 30 provinces in 
China. In this country, selling education is like selling hope. In 
areas where the economy is slow, that is where people really 
crave for education. We are growing by signing up universities 
in each ofthe leading cities in these provinces. We will probably 
double enrolment by the end of this year. When we entered 
China, there was a sense inside NIIT that China could be a big- 
ger market than India. We are getting there. € 
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P.HARI 
EW were surprised, or at least said they were, when the 


taking a big chunk of the IT industry with it. There were 
expressions of anguish, but pundits offered clear expla- 
nations. Then biotech started going bust. We are now in 
the middle of one of the worst periods seen in this industry. 
The idea is still incomprehensible. How could things change 
so quickly? After all, it was just barely three years ago when 
biotech was red hot. The sequencing ofthe human genome 
had just been announced and biotech promised to 
change the way we lived. Period. But since 
then, it has been a steady slide. 

In two years, the market capitalisation 
of the US biotech industry has eroded by 
5096. Stocks of large biopharmaceutical 
companies like Incyte, Millenium Phar- 
maceuticals and Celera Genomics are 
now traded at less than 1096 of their peak 
value. In 2002, the biotech industry raised 
$12 billion. In contrast, in 2000, it had 
raised $32 billion. 

Two years ago, things were looking 
rosy in India too. Indian companies were 
busy announcing grand plans. DSQ 
Biotech, in the grandest plan of all, wanted 
to invest Rs 100 crore in a facility that would 
have 100 Ph.D.s working. Spectramind an- 
nounced that some day it would have a similar 
number of Ph.D.s analysing biological literature. 
In between there were plans of various magni- 
tudes, ambitions and illusions. 

Few reached their goal. 

These were plans in the air. The ground real- 
ity was quite different. Even in 2000, Indian ven- 
ture capitalists did not look at the biotech com- 
panies the way they did at the dotcoms. No 
biotech company could write a business plan 
on a Friday afternoon and get funded on a 
Monday morning. The biotech boom did not 





dotcom bubble burst quickly. Then telecom went down, | 
















happen in India. Or, to be precise, it happened only in the 
minds ofthe people. 

India was probably fortunate because it escaped the bust 
too. What do we have in India now? If you follow the strictest 
possible definition (a company that uses biological molecules 
or processes to make a product), as they do in the US and Eu- 


| rope, the Indian biotech industry is small. There are a few the 


pure biotech companies (Strand Genomics, Shan- 
tha Biotechnics, Metahelix...), part of Biocon 
(now a biotech-pharmaceutical company) 
and parts of pharma companies like Wock- 
hardt and Dr. Reddy's, whose primary busi- 
ness is not biotech, but are increasingly get- 
ting attracted to it. A more liberal definition 
would place the number of companies at 
about 700-800, but let us be purists for the 
moment. 
Biocon’s large size and complex business model 
protects it to a certain extent from the vagaries of a 
downturn. The two Hyderabad-based biotech 
firms, Bharath Biotech and Shantha Biotechnics, 
are trying to come to terms with a fragmented mar- 
ket for vaccines; their problems at the moment 
have nothing to do with the US downturn. We 
are left with only a few other companies, most of them 
in Bangalore: Metahelix, Strand Genomics, Banga- 
lore Genei, Gangagen Biotechnologies and a few 
others. 
The downturn hasnt affected them either. 

There has been a hiccup or two because their 
US customers wanted to conserve cash, but all of 

them are more stable than many US biotech 
companies. In fact, Gangagen, which is actually 
an international firm, may not have survived if 
it did all its research in the US. Research is 

too expensive there. 

There is a lesson here. Being in India at the 
time of a downturn is an advantage. In the long 
run, as the Indian biotech industry develops, the 
low cost of innovation could be its best bet. US 

biotech companies have realised this. Which ex- 


The world's gaze is on Indian R&D. We track four 
projects that promise to have a global impact 
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WHAT CAN GENETICALY ENGINEERED BACTERIA DO? 





@ Clean up Air 


It can convert carbon | 
monoxide into 
carbon dioxide | 














Improve Fodder 





It can convert harmful — 
methane into useful 
biomass 








[B Renew Energy (3) Purify Water house Gases 
It can convert biological It can reduce sulphates It can convert atmos- — — 
waste like grass and cow from water which are pheric carbon dioxide — 
. dung into hydrogen harmful to health into sugar 





plains the increasing number ofvisitors to Indian biotech com- 
panies these days. This is the time for partnerships. But what 
can Indian biotech companies offer? 

The answer could lie in research and not manufacturing. 
With one or two exceptions, biotech manufacturing is the 
weakest link even in the manufacturing companies. The US 
companies would realise, as they did in IT, that they could keep 
the cost of innovation down if they have partnerships with In- 
dian companies. Yet it may not be so easy because India’s repu- 
tation in biotech research is practically non-existent now. 

This situation will change with time, but slowly, not 
overnight. There is good quality research going on currently 
and we have picked four projects that promise to have a global 
impact. The list is not exhaustive, but we have not left out many 
either. All the projects are new. None of them use revolutionary 
concepts, but are nonetheless remarkable for the depth of sci- 
ence and engineering they engage. Research projects take a 
long time to fructify, but then it sets the foundation for good 
technology companies. 








cro-organisms for help. Even Craig Venter, one of the 
cleverest human beings on earth, found he couldn't han- 
dle the world's problems entirely on his own, or even with the 
help of his fellow human beings. He found an ally in bacteria. 
Venter, a biologist who helped crack the human genome, uses 
his old tricks in a new way. He and his team would first strip the 
bacteria of all the inessentials and then use it as a factory to 
make, among several things, hydrogen. 
This element is expected to be the prime source of energy in 
the future. Venter has plans to teach the bacteria more tricks 
like sucking up the atmosphere' carbon dioxide or cleaning up 


W HEN human beings run out of ideas, they turn to the mi- 


Laboratory Watch 





other wastes. It is not mere genetic engineering. The genes in- 
side bacteria would be artificial. However, there are other ways 
of doing the same thing. A Delhi institution is trying them out. 

Scientist Vipin Kalia and his team at the Institute of Ge- 
nomics and Integrative Biology (IGIB) have been working on 
hydrogen-producing bacteria for several 
years. Recently they started adding the 
power of bioinformatics tools to their 
equipment. They identified genes 
in escherichia coli, a known pro- 
ducer of hydrogen, and looked for 
similar genes in other bacteria. A 
similar gene sequence would im- 
ply that these bacteria could also 
produce hydrogen. They found a 
long list; even after eliminating 
known ones, the list had about 70 bac- 
teria that could be potential hydrogen 
producers. 

They found many other interesting traits as well. There 
were bacteria which could detoxify wastes, convert carbon 
monoxide to carbon dioxide, remove sulphates from water, 
produce organic matter from carbon dioxide and so on. There 
was an almost infinite richness in the bacterial world; they only 
needed to be found and used. IGIB plans to take this discovery 
further. In nature, the production of hydrogen is restrained by 
various factors. Feedback controls reduce the production 
when not needed. The hydrogen that is produced exerts a pres- 
sure and reduces its own generation. Many hydrogen con- 
sumers are also found around hydrogen-producing bacteria. 
But reactors can remove these fetters. 

Preliminary studies in IGIB have indicated that 40-80 litres 
of hydrogen can be produced from one kilogram of organic 
waste. What they intend to do next is not very different from 
what Venter is doing: take a bacteria and put inside it only the 
machinery needed to produce hydrogen, or do whatever other 
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tasks it is designed for. These bacteria then become hyper-pro- 





ducers of hydrogen. One could go on from here. You could put | : 


several combinations of genes and use the bacteria for a variety 
of useful chores. 

For example, you have one set of genes that soak up the en- 
vironmental carbon dioxide and convert it to organic matter. 
This can be used in conjunction with genes that convert or- 
ganic matter into hydrogen. At one stroke you have converted 
today's problem into tomorrow 's fuel. Are there any takers? 
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| N the late 1990s, Varaprasada Reddy was a hero. His com- 


7 





pany Shantha Biotechnics had brought the multinational | 


SmithKline Beecham to its knees by developing a genetically- 
engineered Hepatitis B vaccine. The price dropped from 
Rs 1,500 a dose to Rs 300 a dose. But more than anything else, 
an Indian company had mastered a difficult technology. Bu- 


reaucrats and politicians still talk about the achievement as- 


one of the best things that has happened to Indian biotechnol- 
ogy. That was the end of Act One. 


Act Two was a bit different. Several other Indian companies | 


also started making the vaccine, and the price dropped even 


further. The vaccine market got fragmented. Nobody could | 
make decent profits by making the Hepatitis B vaccine. Anyway 


it was not an Indian product, but the liberal Indian patent laws 
allowed the vaccine to be manufactured in the country. 

Things would have been different if the intellectual prop- 
erty of the product also rested with the Indian company. What 
would have happened if Shantha 
could sell the product exclusively 
for a few years? Even if you ignore 
the commercial problems, the 
question of ethics still remains. Is 
it possible to develop vaccines 
here without violating patent 
laws elsewhere? 

Bharath Biotech, originally 
one of Shantha's competitors, is 
now coming up with its own vac- 
cine for another dreadful disease: 
Hepatitis A. Right now this vac- 
cine is made by only three other 
companies — Merck, Glaxo- 
SmithKline and the Swiss firm 
Berne. If it succeeds, Bharath 
Biotech will be the fourth one. 

However, the story is a bit dif- 
ferent from that of the Hepatitis B 
vaccine. The Hepatitis A vaccine 
is developed from a strain of the 
virus that is found only in India. 
This strain was isolated by the Na- 
tional Institute of Virology (NIV) 
in Pune. 

NIV owns the intellectual 


Bharat Biotech MD Krishna Ella | 
feels the market for the "m. 
Hepatitis A vaccine will be big u m 





| 











property; so there is no question of 
infringing the patents of other 
companies. However, a vaccine 
made from this strain is serologi- 
cally the same as any other vac- 
cine. In other words, it provides the 
same protection as any other He- 
patitis A vaccine. 
NIV has signed an agreement with 
Bharath Biotech. Under this agreement, Bharath Biotech 
would conduct pilot plant trials, scale up and then manufac- 
ture the product. But it would get exclusive rights for two years 
after commercialisation. The price of the vaccine is now 
around Rs 1,000, but it is expected to drop to at least Rs 400 in 
two year's time. The project cost is pegged at Rs 11 crore; the 
company has got a soft loan of Rs 4.75 crore from ICICI Bank for 
commercialising the technology. 

The Hepatitis A vaccine market is still small. ICICI Bank has 
estimated the market size would be about Rs 50 crore by the 
year 2005. Yet the potential is big and opportunities unlimited. 
There is an annual demand for 1.4 million doses in Asia and 
400,000 in India. Indian hospitals get at least 1 lakh cases of He- 
patitis A every year with about 1,000 deaths. 

Yet the vaccine is important for other reasons as well. In the 
future, all Hepatitis vaccines are likely to be given together. He- 
patitis A is an important constituent of this combination ther- 
apy. And it would be good to have an indigenous product then. 
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Technology Leadership Initia- 

tive (NMITLI) started as a very 
ambitious programme. The aim 
was to make India a leader in 
some select areas of technology. 
NMITLI introduced a new speed 
and rigour in technology devel- 
opment funding in the country. 
The projects were chosen with 
care and sanctioned only if there 
was a high chance of success. 
Monitoring was very strict. 

Bioinformatics was a thrust 
area. In one of the largest of 
NMITLI projects, TCS, IGIB and 
other labs started developing a 
suite of bioinformatics products. 
This suite, when ready, would en- 
compass almost all aspects of 
bioinformatics research. Yet one 
area was untouched — visualisa- 
tion. Anew project has begun to 
plug this gap. 

Strand Genomics, a bioinfor- 
matics company that came out of 
the Indian Institute of Science 
(IISc) in Bangalore, is developing 
a visualisation platform that can 
integrate, analyse and finally visu- 
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alise complex biological data. It has 
four partners in this 12-month, Rs2- 
crore project; Indian Institutes 
of Technology (IIT) at Delhi 
and Mumbai, the Indian In- 
stitute of Science and the 
National Centre for Biological 
Sciences (NCBS) in Banga- 
lore. Research institution- 
industry partnership is a key 
requirement of NMITLI. 
Visualisation is one of the 
most challenging problems in computer sci- 
ence. Visualisation of biological data is par- 
ticularly difficult because of the 
sheer variety and mass of 
data. The size of bio- 
logical data has been 
going up rapidly after 
the sequencing of the 
human genome. The data is of 
various kinds: sequence of genes and pro- 
teins, clinical data, experimental data about structures of pro- 
teins and other molecules, and so on. Biological data is increas- 
ing every nine months, at twice the speed of Moore's Law. 

Searching through this morass and finding useful informa- 
tion is challenging in itself. Often, even this information comes 
at levels of complexities a human being cannot comprehend. 
Imagine a typical problem in drug research: to examine how a 
potential drug molecule can attack its target protein. For each 
combination of protein and potential drug, the researcher has 
to do a series of complex calculations. There are usually hun- 
dreds and thousands of molecules to try. 

Visualisation removes this complexity at one stroke. The re- 
searcher can see on the computer screen images of how the 
protein and the drug interact. He can also do several things 
with this image — turn it around, flip it backwards, look at it 
from the sides. There are no complete visualisation tools avail- 
able in the market. There are products for specific categories 
like microarrays (gene chips) or molecular modelling, but one 
product cannot be used for another application. What Strand 
and its partners are building is a visualisation platform — 
called Darshee — suitable for any application. One needs to 
write algorithms for specific applications on top of this plat- 
form. When ready, Darshee is to be integrated with the bioin- 
formatics suite now being developed. It could then become 
one ofthe most powerful tools in bioinformatics. 


Oralinsulin 





already got tired of injecting insulin every day. It 

would be wonderful if you could consume in- 
sulin in a capsule. Four companies in the world 
are trying to make this a reality. One of them is 
the Indian company Biocon. Even if you disre- 
gard the pain of injecting insulin everyday, 
this practice is actually a compromise. There 
is a risk of hypoglycemia (excessively low 
sugar levels). Injected insulin also does not 
reach the peripheral tissues properly. Some 
companies have tried inhaled insulin as well, but 
the absorbed dose is very low. Oral insulin is also not 


| F you are a diabetic, chances are that you have 
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the perfect method, but it is supposed to be superior to the in- 
jection method and inhaled insulin. The only problem is that 
the digestive tract comes in the way. 

Enzymes like trypsin and chymotrypsin in the stomach 
break down all proteins consumed orally before they reach the 
intestine. Being a protein, insulin is also not spared. Drug com- 
panies have tried hard to overcome this problem. Several ap- 
proaches have been tried out, and two of them have now 
reached clinical trials. Another one is in pre-clinical studies. 

All these approaches fundamentally use the same princi- 
ple; attach insulin to anther molecule. This combination pre- 
vents degradation in the stomach to a certain extent. The three 
companies trying this method are GlaxoSmithKline and the 
US-based Emisphere Technologies and BioSante Pharmaceu- 
ticals. The first two are in Phase II clinical trials.Biocons 
method is completely different from that of these companies. 
This method has been 
developed by the Scot- 
tish institution Hannah 
Research Institute, 
which specialises in 
food technologies. 

Biocon now has a 
partnership with Ffast 
Solutions, a spin-off 
from the institute. The 
method of attaching 
insulin to another mol- 
ecule, called the APSET 
(Acid Protein Stabilised 
Emulsion Technology) 
technique, puts the in- 
sulin into a hollow ball 
of modified protein 
and fat that protects it 
from digestive en- 
zymes. Studies done in 
the laboratory have 
shown that 99% of the 
insulin will pass 
through without degra- 
dation. This protection 
can happen only in an 
acidic medium like in 
the stomach. The cap- 
sule dissolves once it 
reaches the duodenum 
(the part in the diges- 
tive tract after the stomach and before the intestine), the acidity 
levels decrease and the sphere breaks releasing the insulin. 

Biocon has to do a lot of testing in animals before the prod- 

uct reaches clinical trials. It has to see whether insulin re- 
mains stable within the APSET capsule. Even if all 
goes well, it will be a year or two before the p roduct 
reaches clinical trials. 

Biocon is already betting big on insulin, It 
has a joint venture with Shantha Biotechnics. 
This company is expected to launch the prod- 

|J uct some time next year. Oral insulin would 
strengthen its portfolio. Research indicates 
that oral insulin when given to Type II diabetes 
patients (normally not on insulin) decreases 
blood sugar levels. The market for oral insulin 
may thus be bigger than the one for injections 
(now at about Rs 50 crore). 





Biocon’s R&D head Sreekumar 
Suryanarayanan says there’s still 
lots to be done on the oral insulin 
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Is Selfishness < 
A Virtue? — 


CEO Vinay Bari wants to build teams, yet — 
promote aggressive competition. HR man Nakul 
Pandit, prefers cooperation to competition - 






muy 


MEERA SETH 


AKUL Pandit listened with great interest as Vinay 
Bari spoke animatedly about his anxiety over 
topline growth at Lezco India. Bari, the CEO, had 
reason enough to be worried. Sales growth this year 
and even profits seemed lower than the previous 
year. That meant that Lezco might not be able to de- 
clare dividends. This made Bari nervous as he had a 
huge expansion plan lined up in two years time and 
he needed to keep his shareholders pleased. 

“I can't have a year without dividends, Nakul,” said Bari, 
"and ifsales do not increase quickly, I will not be able to pay div- 
idends! We must crack the whip on sales now — that's the only 
way to do it! Apart from appeasing the shareholders, dividends 
will sustain investor confidence. We need that, Nakul, espe- 
cially since we plan an expansion in 18 months! Last year, you 
said 'Build teams, work on team effort, but nothing happened. 
Where are my sales, my profits? How can I think of dividends?" 

Nakul tried to calm him down. “Vinay,” he said, “don't forget 
this has been a tough year for everyone. Then again, teams are 
not magic pills; it takes a good two years for teams to establish 
themselves." But Bari would not be appeased: "No more of this 
team nonsense, please. I don't care about team results. I want to 
see individual performance. Lezco does not have the luxury of 
putting such experiments to test. So forget this grandiose plan 
of building teams. I want to see individuals perform! You have 
to pit them against each other in competition; that's the only 
way to extract performance! Given our situation, we must 
modify our performance appraisal system to demand individ- 
ual performance more sharply." 

Nakul said: "Remember, we decided to encourage team- 
work not just to enable sales growth, but to build a healthier fu- 
ture. We discussed this when the expansion plan was proposed 
by our parent company and we agreed that mere money 
growth is not enough. Managing a larger base requires a certain 
ethos of cooperative effort because, like many before us, we do 
not want to collapse for want of stamina. Life-cycles of every- 
thing — be it product, corporations or even systems — have 
shrunk today, Vinay. I reiterate that view. And the only way to 
stay up is by being calm and keeping an eye on the future. Our 
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last 4-5 years have been very good. Now we are at the peak, but 
also at a point where we have stretched our resources and en- 
ergy to the maximum. In fact, this was exactly why I had said 
that this is the time to introduce change, because the all-round 
happiness is congenial to adopting change.” 

Bari shook his head: “I would agree with you if all was well. 
But it is not so; even you can see that. And now I will go down in 
history as the man who led Lezco downhill! Is this the time to 
make changes to our systems?” Nakul leaned forward as if to 
encourage Bari and said: "It will appear discouraging, but this is 
the time for you to stay focussed, Vinay. Don't worry about div- 
idends, worry about keeping employee morale up. I would call 
this a renewal phase and it requires you to worry less about 


your image with shareholders and more about how Lezco will | 


look three years from now. Therefore, you must continue to en- 
courage cooperative effort. That is the only way to carry the 
glory ofthe last five years into the future." 


AKUL was able to see Bari's dilemma. He had to choose be- 
tween the urgency of today's needs and the needs of the fu- 


ture that seemed unrealistically distant. But somewhere, — 


organisations need to draw aline between what is good for now 
and what is immensely good for the future, he felt. With Bari 
monitoring sales by the hour, he knew it was tough to snap his 
vision from the present to the future. Addressing the present, 
Nakul said: "I agree we must be profitable, but should that in- 
clude declaring dividends? You have a choice of declaring divi- 
dends or ploughing them back, right? If you don't declare divi- 
dends, your shareholder is unhappy and thinks Lezco is not 
worth it. So he decides to sell. Naturally, such shareholders be- 
lieve in the ‘bird in hand’, rather than the ‘two in the bush’ that 
will bring in retained profits! 

"But the difference is, when you don't declare dividends, 
you, the CEO, don't look good to today's corporate community. 
But look at it this way: the future of Lezco will be healthier. Now, 
is your satisfaction with your image more important than hav- 
ing a healthier company tomorrow? This is what I meant when 
I said last year: ‘Selfless interest in the organisation.” 

Bari now recalled those earlier chats on this subject of 
growth and said: "So what is your drift, Nakul?" 

Nakul said: "This pushing for sales today by fostering ag- 
gressive short-term competitive behaviour will, no doubt, 
bring home the bacon and you will declare dividends and look 
good. But then you will also encourage quick, even crafty, addi- 
tion to numbers by endorsing desperation and mindless com- 
petition. As direction-setters, we need to be aware that we are 
not mere shepherds, but good shepherds. We not only have to 
find the pastures, but also tend the flock, i.e., our people and 





our company. So what will be valuable for the flock and the fu- | 


ture is setting into motion a sense of cooperative effort." 

Bari waved his hand in a manner of disapproval: "My share- 
holders won't buy this evangelical idea, my friend. Try selling 
them this idea!" 

"And why not, Vinay?" said Nakul. "If we want to push sales, 
would it not be more in order to buy peace with the sharehold- 


shareholders to share your vision of an ethically strong Lezco, a 
healthier business, then won't they see merit in letting go of to- 
day's dividends? They must with you, like you must with your 
team, have this vision for the future. And part of this vision is 
wanting to build managers, not sales collectors. Managers are 
not just those who manage your ‘today’, but also people who 
can manage the future. And that future is going to be so differ- 
ent that your team of debt and sales collectors won't be enough. 

"In short, we need people who don't quail in the face of fail- 


| Baris belief that selfish- 





| ure, low sales and a reluctant economy. We need managers who 


can read the signs and cooperate in the diagnoses and treat- 


| ment with clarity; we need to build teams that take pride in 
| building a healthy organisation and not pride in competitive 


performance appraisals and promotions." 
Bari shrugged. "It's a selfish world, Nakul," he said, "and 


| selflessness has nothing to do with building teams. And when I 


get the sack, will you call Lezco selfless? You are saying organi- 
sations can be selfish, but individuals have to be selfless, isn't it? 
No, Nakul, it does not work. Ultimately, it has to be each one for 
himself, for that is the way ahead both at an organisational level 


and for an individual!" 


Nakul shook his head: “Then don't have teams; because 
selfishness and teams don't go together. The very idea of teams 
means cooperation for a larger good. And to introduce indi- 
vidual competition that will foster selfishness or self- 
interest in this situation seems paradoxical to 
me." Bari said: "Where is the problem? We 
will work as teams, but we will evaluate 
individual effort. It is simple." 

And, thus, they were back to 
square one. Nakul felt Bari's deci- 
sion to create yet another per- 
formance appraisal system 
without thrashing out his 
doubts about teams was 
premature, even knee-jerk. 
But he wondered about 

























ness was a virtue. He 
wrote later: "In most or- 
ganisations, people talk 
of teamwork, depending 
on each other, etc., but all 
evaluation systems — be 
they business evaluation 
or individual evaluation 
—are based on whatan in- 
dividual firm or person 
does. Very often, what you do 
is at the expense of people 
around you. If you are a sales- 
person grabbing customers; if 
you are an organisation manipu- 
lating your structure and systems to 
achieve corporate ends. So the whole 
system that derives the evaluation system 
and defines performance implies a certain 
inherent strain of selfishness at all levels. 

"At the business level, people talk of social responsi- 
bility, sharing with stakeholders, etc., but finally, a firm is eval- 
uated on what it achieves. They talk about sharing with trade 


. partners, giving back to society what you took from it and so 


forth, but the evaluation by Wall Street and Dalal Street, is de- 


| pendant on what you are able to keep for yourself! Not what you 
ers? Or do you have other concerns? Whereas, if we can get the | 


gave away like price subsidies, cheaper goods, sharing profits 
with the trade, research costs, development endeavours, noth- 
ing! So this implies that all the rewards are based on the selfish- 
ness paradigm. So there does seem to be a virtuousness in selfish- 
ness, for that's how you get rewarded, whereas all the extolling 
that you do is about partnership and teams. But the truth is that 
that, too, derives from selfishness, When you extol your partner- 


| ship with the trade, the real reason for that is personal reward 


and aggrandisement, both for you, the individual, and the firm 
as an extension of your personality and what you stand for." 
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Gradually, it appeared to Nakul that every system was de- 
rived from a selfish motive. For example, all customer loyalty 
programmes, he thought. That itself reeks of a selfish view that 
I want the customer to be mine. The selfless view would be 
what is my loyalty to the customer?’ So there cannot be a cus- 
tomer loyalty programme. If at all, there should be an organisa- 
tion loyalty programme — for the organisations loyalty to the 
customer. The selfish viewpoint over time had engendered a 
customer loyalty programme, where you evaluated A-class 
over B-class customers and, thus, generated differential ser- 
vices according to classification, then waved a carrot to entice 
the customer to stay with you. Thus, companies played dog 
and bone with customers and consumers, he thought. 

He wrote: "We know that the only selfless relationship is that 


between a parent and a child and we also know that kind of 


relationship cannot be fostered in corporate life. Ifa 
parent-child relationship is what you agree is the 
absolute in a selfless relationship, and on a 
scale of 1-10, you give it 10, is your rela- 
tionship with customers or employees 
or colleagues at 6, 7 or what? Where 
on that scale do you place your 
other relationships?" That, felt 
Nakul, would indicate if Lezco 
had an inherent ethos for 
working as a team. 
Nakul noticed the cor- 
porate credo of Lezco 
standing on Bari's desk. 
Among other things, it 
said: "We are here to 
build society; we are all 
partners in that cause, 
customers of each 
other.” It was all about 
sharing, social develop- 
ment, social benefit, cus- 
tomer benefit and so 
forth. Echoing this were 
the gurus of society — 
thinkers, philosophers, 
bankers and leaders. They 
said: "Organisations must 'give' 
to society. They must share, build, 
develop, grow." Yet, when it came to 
aay evaluating those very organisations, 
E they were evaluated on the basis of what 
p they managed to keep back for themselves, 
that is PBT! 
Nakul now asked Bari: "What is the real world all 
about, is what I am asking you, Vinay. Should one be selfless 
in one's thinking or be selfish? Let us frankly debate this. In the 
real world, we seek our individuality at the expense of another; 
another person, another brand, another company, another 
country, another religion or another community. The variables 
are conveniently many. And the bigger your canvas, the easier it 
becomes to justify collective selfishness, individual selfishness 
being the means of achieving it. Competition is an outcome of 
selfishly chasing performance byundermining the competitor, 
 beitanother firm or even your own colleague! And as a com- 
pany, we, too, are primarily selfish. Even in the disguised nepo- 
tism we practice here at Lezco, there is a selfish motive. So your 
banker recognises your clan through your surname and 
chooses to help you because he thinks you will reciprocate 
some other day. Isn't that why we woo him the way we do?" 






























During moments like these, Nakul felt his personal philoso- 
phy clashed with that of his organisation. "When I look at the 
culture of an organisation,” he said, “one of the things I should 
view is my own philosophy: whether I view organisations as 
selfish or non-selfish. We say employees do not share the values 
of the firm. But we do recognise that at the heart of such value 
clashes lies the employees' own dilemma about his position in 
that range spanning selfless to selfish. Someone who sees him- 
selfin the middle, and has to make a decision forthe firm's good 
over his own personal good, will naturally experience disso- 
nance. And, thus, teams will not work. 

" When you design an organisation, you also define its phi- 
losophy on quality, customer satisfaction, etc. (Later, he wrote 
in his notes: "We resort to teamwork when we, as individuals, 
are unable or unwilling to assure quality and customer satisfac- 
tion. A team then becomes a fig leaf”) A friend had once said: ‘If 
teamwork does not work in an organisation, then I would say 
its selfishness index is very high and vice versa.' Typically, these 
are companies driven by individual performance as a parame- 
ter. Yet, team effort to grow sales and profits seems to work only 
when individuals are pitted against each other in competition." 


tions of yesterday won't work, how networked organisa- 

tions perform better. "But it is not so much about hierar- 
chies and networks," he said to Bari. "If anything, hierarchies 
and networks engendered selfishness and selflessness, respec- 
tively. Therefore, it is more about asking organisations to shift 
from yesterday's selfishness (the best leader declares divi- 
dends, the best man wins, the best man leads) towards selfless- 
ness and, thus, cooperative teamwork. 

“In my personal opinion, Lezco will achieve what it wants if 
it becomes more selfless. It's not a question of matrix organisa- 
tions and networks or hierarchies. In fact, the moment you talk 
about a matrix organisation, there are stricter evaluation sys- 
tems. Its very structure then becomes an oxymoron like, *we are 
going to have a flatter structure, we will work as a team...' and, 
promptly, you find HR working to make it more focussed and 
defined, appraisal systems that become more individual-dri- 
ven in spirit. That is why most of these designs fail. It proves my 
point: you want collective teamwork; but your solution for that 
is through appraising individuals for individual effort!" 

Bari grew thoughtful. He said: “But then, in the final analy- 
Sis, individuals are driven by personal gains and benefits, and, 
hence, their need for self-enhancement and, recognition as 
good performers — successful people wanting to be seen as ca- 
pable, efficient and glorious. Everyone wants a halo around his 
head, wants to own credit for his efforts. Therefore, we must fan 
this particular need and exact performance from them. In any 
case, building teams does not take away the need for individual 
appraisal, does it?" 

Everyone has some vested interest that he is protecting, con- 
sciously or unconsciously. Even in relationships, there is a vested 
interest, although we may den y it. Knowing about this self-inter- 
est and refusing to change it is what causes organisations to de- 
teriorate. Changing from selfishness to selfless interest in organi- 
sational goings-on is a change. But when your attitude of 
self-interest has earned for you rewards, successes, glory and pro- 
motions, why would you want to change that attitude? Not 
wanting to change is being conservative. Change is risk; risk- 
taking is adventurous, progressive; risk-averseness is conserva- 
tive. Choosing to stay with acquired success is also selfishness be- 
cause the moment you choose to move away from it, you risk 
losing thesuccess to another. Thus; you stay rooted in selfishness. 

Said Bari: "I don't see how you mean we are resisting 


Vic today they talked about how the hierarchical organisa- 
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change. Haven't we brought in ERP and CRM, and changed 
structures to adopt these? Haven't we changed our HR prac- 
tices to become more employee-sensitive? Is it not in the same 
spirit that we are now changing the appraisal system?" 

"Yes, we have,” said Nakul. "But what we call ‘changes’ are 
only tweaks to the periphery, to the external boundary. And we 
adopted these changes because the rest ofthe industry is doing 
so. But deep within, as a people, have we changed? Are we be- 
coming selfless? Are these changes generated by a desire for 
common good or for making easier attainment of individual 
good? Thus, are we changing the appraisal system so that we 
can develop our employees by knowing where they need devel- 
opment or so that we can numerically quantify their contribu- 
tions and, thus, justify sacking them?" 

Bari said: "You are raising an age-old rhetoric — is the or- 
ganisation there for employees or employees for the organisa- 
tion! And you are suggesting we must not get rid of dead wood!" 


AKUL shook his head: “We call them dead wood, but do we 
know them closely? No we don't. It is our deep desire for se- 
curity that stops us from knowing them better. Every em- 
ployee who cannot rate 4-5 on a scale of 10 is dead wood and is 
cancerous to the system. But because I live in that system, I 
want it to be healthy and it can be healthy if] have the methods 
for discarding dead wood. That way I am protected. 

“So it is our desire to protect our own selves first that blinds 
us to others around us, including our employees. Our ears are 
trained only to hear what we want to hear. And when we don't 
hear about all this — our self-interest, our profits, our stock 
prices — we rush to create systems that will bring those satisfy- 
ing sounds. So we create tighter systems that can create the 
sounds of success as well as squeeze out the misfits. Because 
tight systems feel snug and that is what we can cope with. 

"All I am saying is as leaders and direction-setters, we have 
to go beyond creating reforms all the time. I have seen that re- 
form of any kind leads to more systems and more reforms. 
What we have thus ended up with is a series of disconnected re- 
form systems! And each reform, be it CRM, ERP or whatever, 
only solves problems in the immediate term. And that too, only 
for the time being. When other variables change, and they al- 
ways do, these reforms become redundant. Look at all the re- 
forms from customer loyalty programmes, to ERP and what 
not; we tested the waters and then lost enthusiasm. Each time 
we create a new system, we are shutting ourselves from a real 
change in the way we think. Each new system satisfies us for the 
moment and we sit back, pleased that we have introduced 
change. So even now, a new appraisal system will essentially re- 
solve our conflict with the old one. That's all. So you see, it's 
again that old self-interest." 

Bari was beginning to like this argument. He said emphati- 
cally: "Yes, I am deeply interested in myself, in furthering my- 
self, my position, my power equation, my image and what not. 
Is there anything wrong with that?" 

Said Nakul: "This debate is not about you or me. But about 
what we govern and how. At the heart of all this is a fear that 
maybe we are not governing the way we should be. So when we 
are faced by declining sales, we invent systems — escape 
chutes for our fear — to cover them, to straitjacket employees, 
then further systems to track and trap deviants. Having done 
that, have we made any real change? 

"That is why I say, let's stop creating newer systems that will 
only manage what is outside of us — customers, employees, 
competitors. Instead, let us create an ethos for the organisation 
based on cooperation, not competition. Scary, but sustainable, 
believe me." 
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ANALYSIS 1: 





Zahid Gangjee heads Zahid Gangjee & 
Associates: Organization & H.R. Consul- 
tancy. It is based in Kolkata and spe- 
cialises in helping organisations manage 
change. 


thinking that a complex, modern 

work-life has put into our minds. 
Throughout the case, situations are seen 
as bipolar — they are governed by the 
tyranny of ‘or’. 

HR head Nakul Pandit and CEO 
Vinay Bari talk about “short-term or 
long-term", “profits or morale" and “in- 
dividual or team". But the reality is that 
for an organisation to succeed, we have 
to deal with both short-term and long- 
term goals, profits and morale, and indi- 
viduals and teams. 

Teams are not like porridge where 
every grain looks and tastes the same. 
Teams are like good biryani where you 
can taste the rice, meat/vegetables, 
zafran, etc., separately but their combi- 
nation is unique and produces a quality 
that none of the ingredients individually 
possess. 

Teams are usually defined as 'a small 
number of people with complimentary 
skills committed to a common goal, to 
achieve which they hold themselves in- 
dividually as well as mutually account- 
able'. The challenge lies in managing the 
tension that almost always exists be- 
tween being an individual in the group 


T HIS case study highlights the fuzzy 











and putting group membership before 
individuality. 


because of the unique skills he/she pos- 
sesses. If these are suppressed, the very 
reason for his being in the team ceases to 
exist. However, if the individual focusses 
only on his/her contributions and loses 
sight of the collectivity, the team degen- 
erates into a ‘group’ — a mere collection 
of individuals. Both Bari and Nakul 
seem to have got locked into two ends of 
this reality. 


Bari talks about introducing “healthy | 


competition” between various members 
of the same team. To begin with, the 


term "healthy competition" is itself an | 


oxymoron. The very definition of com- 
petition is 'high assertion and low co- 
operation. When we compete, we are 
basically saying: ‘I don't care what hap- 
pens to you. I must win even if you have 
to lose. There is nothing ‘healthy’ about 
competition as far as the target of our 
competition is concerned. It is impossi- 
ble to manage between members of the 
same team. 

Even in separate teams within the 





most recently identified seems to be of 


| consequence to this case. This is 'basic 
An individual is invited into the team | 


assumption: me’ where individuals in 
the group behave as if only they exist — 
‘Only I matter. If I’m okay, the world 
doesn't matter’. This state is very de- 
structive to organisational growth. 

Organisations are constituted by a 
network of roles that are interdepen- 
dent. The final outputs can only occur if 
people in each role execute their own 
tasks competently and interact effec- 
tively with relevant, connected roles. 

The business environment has be- 
come so complex today that no one can 
achieve anything of significance by 
working alone. They need to work ina 
team. Anyone who says: “I did it” is ei- 
ther a fool, or a liar or both. And this is 
where Bari wants Lezco to move! He be- 
lieves "it's a selfish world... it has to be 
each one for himself". This extreme view 
does not translate into human or organ- 
isational reality. 

Nakul seems to be swinging between 
the two extremes — sometimes he 
swears by ‘teamwork’ and ‘selflessness’, 
and he is sometimes attracted by the ap- 





same organisation, any hint of competi- 
tion leads to sub-optimal results for the 
whole organisation. 


petitive and turbulent, there is a ten- 
dency for groups to cope with it by re- 
gressing to more primitive states. W.R. 
Bion had done seminal work on groups 
that were not working effectively. He 
found that in situations where enough 


group members felt threatened, helpless | 


or impotent, they regressed to powerful, 
primitive unconscious states that gov- 
erned their behaviour in the group. 

He termed them as 'basic assump- 
tion' states. Some groups behaved as if 
one member knew everything and 
would show them the way (basic as- 


sumption: dependency) or indulged in | 


discussing topics/events unrelated to 
the group's task (basic assumption: 
flight). Some spent their time fighting 
over inconsequential issues (basic as- 


sumption: fight) in order to feel active | 


and potent. 


There are a few other basic assump- | 
tion states, but the one that has been | 








parent logic for ‘selfishness’. Strangely 
enough, it is Bari who provides us with 


| some direction. He says: “...building 
As the external world gets more com- | 


teams does not take away the need for 
individual appraisal, does it?" 

Bari and Nakul should call the sales 
team and give them a detailed picture of 
what the current financial situation. 
They should emphasise if there is no 
profit, there cannot be any rewards for 
anyone. 

But they should also build and com- 
municate a formula that gives individual 
rewards if the organisation shows a 
profit. Since money is not the only moti- 
vator, they should also appeal to the pro- 
fessionalism and positive self-image of 
the sales managers. 

The sales team cannot deliver alone. 
Therefore, the same exercise has to be 
carried out with all the other teams that 
support sales. It must be made clear that 
there will be mutual and individual ac- 
countability. 

Rather than get caught by the 
tyranny of 'or, Nakul and Bari need to 
shift to the synergy of ‘and’. * 
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ANALYSIS If; 





Rajan Chhibba is the managing director 
of a global strategy, supply chain and 
change management consulting firm, 
Intrim Business Associates. He can be 
contacted at rajan@intrim. net. 


teamwork debate that Bari and Nakul 

are having. At its root is the evalua- 
tion of selflessness that exists in an or- 
ganisation. Organisational values as a 
key driver of a firm is accepted as a tru- 
ism in management literature. At the 
core of organisational values is the de- 
gree of 'self-centricity' an organisation 
displays in its functioning with both its 
internal and external environments. 
This 'self-centricity' manifests itself in 
the degree of selflessness an organisa- 
tion displays in its day-to-day working. 
Selfishness and selflessness are two ends 
of the same spectrum and these drive 
key actions of any organisation and can 
be viewed as a scale from 1-10. Any or- 
ganisation exists somewhat between 
these points on the scale. The organisa- 
tions normally perceived high on the 
selfless side are seen as ‘professional’ 
and those high on the selfishness scale 
as ‘unprofessional’. Most companies fall 
in the middle ofthis scale. 

The degree of selflessness on this 
scale (extremely selfish as 1 and selfless 
as 10) can be measured from three per- 
spectives: those of stakeholders, admin- 
istration processes and individuals. 


T case goes far deeper than the 








CASE STUDY ANALYSIS 


W Stakeholder selflessness: This refers 
to the selflessness displayed by the or- 
ganisation in balancing the needs of all 
other stakeholders like consumers, em- 
ployers, suppliers and the community 
versus that of the promoters. Lezco 
comes across as a typical organisation, 
which is in the middle of the spectrum in 
normal times, but its instincts are to slip 
towards the high-selfishness mode in 
tough times as demonstrated by Bari 
due to his focus on dividends. 

Companies like the Tata group, In- 
fosys Technologies, Wipro, etc., stand 
out as organisations, which do not shift 
their selflessness index even during 
tough times. They take all stakeholders 
into confidence and continue at the 
original level on the scale staying on 
course with the core values on which 
they were founded. It is no surprise that 
these organisations are high on team- 
work in both good times and bad times. 
Bari needs to emulate these organisa- 
tions and not let dividends be the driving 
force of organisational values. 


@ Administration selflessness: In to- 
day's world, most organisations extol the 











Normal 











 Intough | Desirab 


Nakul and Bari need to borrow from 

the GE model, in which helping others 
perform is a key element ofthe appraisal 
system itself and the selfish competitive 
spiritis actually measured by the "degree 
of selflessness displayed". Jack Welch 
used to often say: "If you have done a 
good job and have not encouraged five 
peers to copy it, you get poor marks in 
your appraisal." Perhaps Nakul needs to 
evaluate if his HR department has not 
mistaken "teamwork" for lack of ac- 
countability. If so, Nakul has to make his 
employees accountable for both results 
and teamwork. 
W Individual selflessness: Just as organ- 
isations stand somewhere on the self- 
less-selfish spectrum, individuals, too, 
stand on the same index. A dissonance 
occurs in organisations when the posi- 
tion on the scale of the organisation 
(generally driven by its CEO) is not 
matched by the position on the scale of 
its key employees. 

This leads to behaviour mismatches 
in day-to-day situations, e.g., Bari may 
see a slip-up as a tool to sack a staff 
member against Nakul's view that the 
slip-up should be used as 
teamwork-building effort to 
: ensure non-recurrence in fu- 
le ture. Most attrition at top levels 


times times score actually occurs due to mis- 

| f | - . matches in the organisation's 
Stakeholders 7 4 7 selfishness index vis-a-vis that 

| — | —— —' A of senior officials. In this case, 
Administration 5 4 7 Nakul's index, if not aligned 
individus) P ] j with the organisation's, will 


|1 — Extremely selfish 


virtues of teamwork, but when it comes 
to administratively putting teamwork 
into practice, they resort to setting up in- 
ternal processes that nurture the selfish 
instincts of employees. 

Performance appraisal systems, re- 
wards and punishment systems which 
make peers competitors, and sales in- 
centive programmes which destroy 
teamwork are envisaged just to achieve 
short-term goals. Lezco's main issue of 
debate stems from this. Bari seems to be 
seeing this as a choice between team- 
work and a ‘prima donna -run organisa- 
tion that kills team spirit. He seems to 
forget that in the recently-concluded 
Cricket World Cup, champions Australia 
had no best batsmen, bowlers or man of 
the tournament, only the best team. 
Even to dig itself out of its current prob- 
lem, Bari needs to understand that none 
of us is smarter than all of us’ and that re- 
quires a selfless mindset. 


10- Extremely selfless 








eventually lead to his exit and 
Bari may lose a good executive. 

Given this background, 
what does Bari need to do to 
resolve his teamwork versus competi- 
tion dilemma? He should reflect and as- 
sess the selflessness index of his organi- 
sation from each of the three 
perspectives discussed. (See 'Lezco's 
Selflessness Score’.) 

He needs to ensure that in terms of 
the index on the scale, indices from all 
three perspectives are aligned and con- 
gruent with each other. This requires 
great effort in terms of assessing his ad- 
ministration and key employees and 
stakeholders indices and then using per- 
suasion and communication to align all 
the three, whatever that may be. Lastly, 
Bari has to be strong enough to ensure 
that he does not vacillate and change the 
index when the going gets tough. 

If he ensures stability and congru- 
ence of the three indices, he will achieve 
his goals of performance improvement, 
teamwork and retention of talent and, 
consequently, declare dividends. Ed 
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Who is considered to be the father of the Sony Playstation? 
(a) Ken Kutaragi (b) Kaz Toyosato (c) Kunitake Ando (d) Takeshi Mitarai 










2. Which Indian test cricketer heads the US-based Entrack group of companies? 
(a) Farookh Engineer (b) Dilip Doshi (c) Brijesh Patel (d Manoj Prabhakar 

















Haler is a major white goods maker of which country? 
(a) Taiwan (b) USA (c) Sweden (d) China 






4. Which lady is behind the recent launch of insurance monthly insurance Watch? 
(a) Anupama Modi (b) Gita Piramal (c) Amrita Patel (d) Ritu Nanda 


5. Which of the following is not a US company? 
(a) Heinz (b) Motorola (c) Sara Lee (d) Vivendi Universal 





Who was the first governor of the Reserve Bank of India? 
(a) Chintaman D. Deshmukh (b) James Braid Taylor (c) Osborne A. Smith — (d) H. VR. Iyengar 





7. Who, along with Anthony G. Athos, wrote the famous book The Art of Japanese Management? 
(a) Dave Ulrich (b) Keniche Ohmae (c) Masaaki Imai (d) Richard Tanner Pascal 









Malaysia has banned a pan-Asian Toyota ad campaign starring which Hollywood actor? 
(a) Mel Gibson (b) Brad Pitt (c) Pierce Brosnan (d) Bruce Willis 


me ver de me 


8.* Which Credit Lyonnais Securities equity strategist came out with a report Asía's Baby Boomers on the 
spending binge in Asia? 


(a) Daniel Peris (b) Joe Kalinowski . (c) Christopher Woods (d) Markus Rosgen 





10." Who is the president of the Federation of Indian Export Organisations (FIED)? 
(a) Rafeeque Ahmad (b) Kishore Chokhani (c) D.K. Mittal (d) Senthil Kumar 
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Answers to AMITY BIZQUIZ # 81 


Which company wo 
. Who is the brand ambassador for IBP? Jackie Shroff 

. In which book did Charles Handy introduce the concept of a 'shamroc 
. Who is the chairperson of the National Dairy Development Board? Amrita Patel 
. Which company does not have an animal as its logo? Audi 

. Pick the wrong combination of brand and company? Sweekar-HLL 
. Futures and options trading in a stock exchange is called: Derivati 
. Which company has launched a cricket credit c 


. This Harvard Business School associate professor wrote Selling 
economy led to the massive inflows of FDI into China. Yasheng Huang 


40. Who owns Red, the radio channel in Mumbai? Living Media 
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Hindi) has been splashed across news- 
papers. That is not surprising. The esti- 
mated Rs 60-crore NDTV still stands for 
founder and president Prannoy Roy, the 
man who personifies news television in 
India. His charisma remains undimin- 
ished even without Star News. So it does 
not matter that he is the last news broad- 
caster to come in. 

That is evident in the buy positions 
that many major media buyers are plac- 
ing on his channels. Sandeep Vij, presi- 


Prannoy Roy 

is by far the 

.. best-known 

. talking head on 
— Indian TV. Can 








Story 


VANITA KOHLI 


AAEN r nA a aanspannen tte IO IN Nr 


S launches go, this one has been a 
bit of a damp squib. NDTV an- 
nounced that it will launch its two 


dent of Optimum Media Solutions (Mu- 
dra's buying arm), had already booked 
Rs 4 crore worth of ad time on NDTV 


he hold his own 
in a market 
hat will have 
45-odd news 
channels by 
the year-end? 


24x7 about a month before its launch. 
Half of that is for Samsung and the other 
half for a host of other clients on shows 
like News at 9:00 (hosted by Roy), The 
World This Week, Gizmos Unlimited and 
Nightlife. Vij has bought chunks of air- 
time over the coming vear, a long-term 
buy by news standards. "We are invest- 
ing in these properties at one-fifth the 
price we might get a year later,” thinks 
Vij. In the absence of numbers, all he is 
relying on is his gut feel that "Prannoy 
and his team have enough equity". More 
significantly, Vij is yet to buy into any of 


news channels — NDTV 24x7 

(English) and NDTV India (Hindi) 
— on 1 April. Then it postponed the 
launch to 14 April. So when they do go 
on air, they will be following the 
launches or relaunches of other news 
channels — Star News, Sahara Samay 
and Aaj Taks Headlines Today. (See 
‘News: Hot & Happening’). That has not 
taken away from the hype and sheer an- 
ticipation around the launch. Every little 
tidbit of news about NDTV, from TAG's 
designing of its logo to A.R. Rahmans 
composition of its signature tune (for 
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the other newly launched channels, 
which he will “wait and watch’ like other 


buyers. “The brand is strong because of b 5 - : 
Prannoy Roy," agrees Girish Menon, e p 0 n | n | 
general manager (South), Mindshare In- " 


dia, the largest media-buying agency in 


naiten (English In A Year? 


There is no doubt in media circles, even 
among competitors, that Roy will de- 


liver, especially on the English channel. PRANNOY ROY, Indias first citizen of news broadcasting, answered BW ques- 
His formidable reputation has been tions six days before his new channel was set to roll. Excerpts. 

built on 15 years of presence on televi- 

sion. NDTV, set up by Roy and wife and When and why did NDTV finally make the decision to £o on its own? 

chairperson Radhika (the backbone of We made the final decision to 80 on our own after Star TV insisted on taking 
the company, say insiders), has the most - editorial control ofthe news on the channel. They had agreed to let NDTV have 
reliable name in the news business. So editorial control... and it wason that basis that we agreed to start discussions on 
there are no questions on the editorial continuing. In December 2001, Star changed its mind. So we decided to break as 
pedigree, the quality of anchors or the we believed NDTV, as an Indian company, should retain full editorial control. 
news reportage. 


The questions from an investor's position have been on NDTV's ability to 
work without a cost-plus model and market itself. Any comments? 
NDTV has been a corporate entity for nearly 15 years... It is only for the 
last few years that we have had the Star contract... Before that we were 

doing our own marketing... So we have the knowhow and feel for the 

market... But this is one area we had to build up after the Star News con- 
tract ended. The head of marketing of the entire Star TV bou- 
quet, Raj Nayak, joined us... (subsequently Star TV took 


The ones on the business remain 
though. NDTV's ability to sell air- 
time, to work outside a cost-plus 
model and to distribute a channel — 
in short, to actually run a broadcast- 
ing company, are questions that the 
next few months will answer, 

Remember that Roy has 













































always been commis- him to court)... and (so did) a team of over 20 of the best TV 
sioned to do programming marketing professionals to form what I feel is now the best 
and he has never had to do marketing team in the business. 


it for his own channel. He 
started his career with 
election news on Door- 
darshan, then The World 
This Week among other 
shows. In 1998, NDTV 
signed a five-year contract 
with Star TV to provide 
content for its 24-hour 
news channel. That gave 
NDTV a comfortable 
fixed fee with a built-in 
escalation even while 
Star continued to lose 
money. (See ‘Reclaiming His 
Kingdom’, BW, 4 November 
2002). Over the years, NDTV 
has acquired the reputation 
of running a people-heavy, 
high-cost operation. Can it 
become a cost-conscious 
profit-making broadcaster? 
Roy reckons it will (See 
‘We'll Be No. 1 In English & 
Hindi In A Year’), 

He points out to the 
advertising sales team, 
"One of the best in the 
business" he says 
about it. Media buyers 
agree. Much of the 
NDTV team, points 
out Menon, comes 
from Star, which has 


Who will be heading marketing and ad sales? 
Once Raj Nayak is clear of the legal hurdles ... he will head the 
marketing team. 


Will they be sold as part of the One Alliance bouquet or will they be 
sold with other channels or independently? 
The ad sales and marketing will be independent of One Al- 
liance... that's for distributing our signal to cable operators. 


What has the reaction been from advertisers? Any deals yet? 
We have signed deals worth over $2 million... and have an- 
other $2 million (of deals) about to be signed... 


You're in an overcrowded market, how do you rate your chances? 
We plan to be the No. 1 channel in Hindi and English in one year... 
The reason for our confidence is our record, it speaks for itself. 


The biggest challenges for NDTV in the coming months... 

To produce two genuinely world-class news channels... ] believe 
We were at 5/10 by international standards... We now want to 
push ourselves to 8/10. 


What satellite are you on? What is its footprint? 
W eare on a terrific hot bird... PAS 10... its footprint is all over In- 
dia... all cable operators have a dish pointing at it... and its foot- 
print stretches as far as England in the west... South Africa in 
the south... Australia and south-east Asia in the east. 


Any plans to take these channels to other markets? Will there 

be an NRI focus to NDTV world? 

By the end of the year, NDTV's channels should be available 
to all... nations that have an emigrant Indian population. W 
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some of the best TV marketing minds. 
That automatically puts buyers who 
have dealt with these middle and senior 
level people at ease. For example, there 
is Raj Nayak, Star's advertising sales 
head, who will be associated with NDTV 
once the court case against him is settled 
(see "We'll Be No. 1 In English & Hindi In 
A Year’). Nayak has a formidable reputa- 
tion among buyers. Then there is Raj Ka- 
math, Vikas Khanchandani and approx- 
imately half-a-dozen others. Most of the 
pre-launch deals are arguably a result of 
the comfort buyers have not only 
with the content that they have already 
seen on Star News, but also with the 
team selling it. 

Now take the question of distribu- 
tion, for which NDTV has an agreement 
with Sony's One Alliance. It remains. In- 
siders claim that the launch was delayed 
because there was a problem with the 
NDTV decoders. Some cable operators 
in Delhi and Mumbai claimed that they 
had not got any boxes for NDTV. All 
Shantonu Aditya, president, One Al- 
liance, tells us is that he has got ‘excellent 
response’ to the channel so far. But that 
will not satisfy all buyers. 

The last question hinges on NDTV's 
ability to master Hindi, not only the lan- 
guage, but also the texture of news that 
people prefer in the North. It is a need 
that Zee News and, more recently, Aaj 
Tak have met very well with aggressive 
reporting and language. It is not a lingo 
that goes easily with what we have seen 
of NDTV over the years. Notice that most 
buyers are gung ho about NDTV 24x7, 
but maintain a polite silence about 
NDTV India. Or they talk about buying it 
ifitis thrown in with the English chan- 
nel. With intense competition from Aaj 
Tak, Star News, Sahara Samay and Zee 
News, NDTV India is going to have a 
tough time. And it will take more than a 
smile from a charming bearded gentle- 
man to overcome it. 


Who's launched what 


Channel Feel 


Hindi, mass, 


Launched 


Star News 31 Mar 


Sahara Samay 28 Mar 


(7 channels) Hindi, mass 


Headlines à; 
Toda 7Apr X English 
(from Aaj Tak) 
English, 
upmarket 


Hindi 


NDTV 24x7 14 Apr 


NDTV India 14 Apr 





tabloid on TV : 


: Rising ratings & share 


i * Projected 


News: Hot 
& Happening 


AVINA Raj Kohli's eyes keep straying 

to the TV set that dominates her of- 

fice at Star News Centre in south 
Mumbai. Finally she switches it off. 
"Otherwise, I will keep looking at it," says 
the CEO of Star News. You cannot blame 
her. It has been only five days since Star 
News has made a ‘seamless transition’ 
from being a half-English, half-Hindi 
channel for which NDTV had provided 
content to an all-Hindi mass-market in- 
house content-driven one. So Kohli is 
worrying about everything from a ticker 
from Israel to conditional access. 

We ask her about the negative reac- 
tions to Star News' 'tabloid on TV' look, 
and the glitches and she bristles. "People 
who write about this have driven them- 
selves into small boxes and cannot get 
out. If you look back at other channels 
and us in the first week of launch, we are 
miles ahead," she retorts. On a softer 
note, she asks: "What is news? News is 
what matters to me (the consumer) and 
how it makes a difference to my life. The 
idea is to make news more interesting, 
informative and relevant, it should be- 
come the topic of conversation." 

That it certainly did when Star News 
telecast actor Vivek Oberoi's press con- 
ference where he railed against Salman 
Khan. It is the kind of news that would 
have got little attention on the old Star 
News. Now it 
was breaking 
news. The que- 
stion on every- 
body's lips is: 


(On the basis of total viewing of 


existing news channels during Jan) : 
: 1,200,000 


2.69 } 


Share 


2001 2002  2003* : 


Source: TAM Peoplemeter System £ 


2000 





‘Is Star dumbing down too much to be- 
come a mass-market channel and take 
on Aaj Tak?' "Our challenge is how to 
make news more acceptable to the fam- 
ily, to make it viewed by appointment as 
it used to be (in the DD days),” she says. 

The subtext is that in a growing mar- 
ket where Aaj Tak has already taken away 
Rs 100 crore or 4096 of the news ad pie, it 
is time to go for the jugular. Everybody is. 
Last week, Aaj Tak launched Headlines 
Today, an English news channel. NDTV 
24x7 (English) and NDTV India (Hindi) 
will be on air this week. Sahara Samay 
has just launched one national and six 
city-specific Hindi channels. There are 
24 more in the offing from Sahara. The 
market is bursting with activity and win- 
ners are far from being announced. 

But the buzz in media is around two 
brands, NDTV 24x7 and (surprise) Sa- 
hara Samay. NDTV has the reputation, 
so advertisers have punted on the chan- 
nel. (See ‘The NDTV Story’). But it is Sa- 
hara Samay, with its serious look and de- 
liberately non-sensational reportage 
that is grabbing attention. “We are get- 
ting very good feedback on it," says Arpita 
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Menon, director, Lodestar Media. She is 
one of half-a-dozen of India's largest me- 
dia buyers who told us that. 
That must sound sweet to a channel 
nobody thought would get launched. 
" Most rivals did not even consider us in 
any SWOT analysis they did of the com- 
petitive landscape," says Arup Ghosh, 
head of Sahara Samay's national news 
channel. He doesn't reveal it, but Sahara 
has been one of the largest investors in 
the business with about Rs 230 crore al- 
ready spent and another Rs 70 crore to 
go. "Even we have got three choppers 
but we haven't tom-tommed it," says 


Ghosh, tongue firmly in cheek. The ref- | 


erence clearly is to NDTV's recent press 
release on its fleet of choppers. 

What is working for Sahara Samay is 
its combination of one national and six 
city channels in (its home base) Uttar 
Pradesh. It is a combination that buyers 
reckon would i impact what happens to 


| 
| 





Hindi news channels. “The guy who will | 
take a beating is Aaj Tak in UP” thinks | 


Madan Mohan Mohapatra, head of TV | 
and radio investments at Starcom. That | 


is because Aaj Tak's success has been led 
by local ad revenues, a market that Sa- 


hara Samay will now find easier to tap if | 









, Not every- 
Headlines NW one agrees. 

Today “Revenues 
expand to 


meet good content. When we en- 
tered, it was a Rs 100-crore market; 
today it is a Rs 250-crore market 
and nobody has shut down,” says 
TV Today CEO G. Krishnan. Kohli 
agrees. “You cannot build news as 
an (upmarket) niche in a one-TV- 
set-per-home market,” she says. 
The idea is to get families to watch news 
like they watch general entertainment 
shows. That means getting a bigger audi- 
ence and more advertisers like, say, 
FMCG firms, which usually do not go on 
news channels. Madison Communi- 
cations COO Punitha Arumugam 
agrees: “Over time, news channels may 
become part of most brand plans.” If 
that happens, then the market news 
channels fight over would grow to about 
Rs 4,000 crore, the total TV ad pie. That 
was Sonys reasoning for shows like 
Xtraaa Innings around the World Cup — 
it upset enthusiasts, but got results. 

So far there is little evidence news will 
be a broad-based genre. But as Kohli says: 
“The game is one year from now.” LÀ 


G. Krishnan 


it delivers on viewership. Add to that 
NDTV India and Star News, and the rea- 
son for Zee News' new look and Aaj Tak's 
drastic rate drop becomes clear. 

What does not is how these channels 
will survive. By end-2003, there will be 
45-odd news channels in India for which 
about Rs 1,000 crore-plus is being in- 
vested in a market where revenues add- 
ed up to about Rs 250 crore in 2002. Most 
planners reckon it will grow by 8-10%. So 
the market could grow to Rs 275 crore | 
this year. ^I don't see any potential cate- 
gory of advertisers coming up," says Mo- 
hapatra. "The market cannot expand to 
accommodate current news channels, | 
forget new ones," says Ashutosh Srivas- 
tava, managing director, Mindshare. 
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TECHNOLOGY | SEARCH ENGINES 









The following techniques are coim " ake 
a website for search engines, However, theya are ¢ site il 
result in the site being banned by Internet search ongit 


Don't use duplicate sites or the same content onc ent se 
search technology can catch this. If it does, you can beb panne 













2 Don't use cloaking software — it generates gibberish w vit 
keyword repeated frequently © | XI MEER 










3 Don't use reciprocal linking. Search engines dedde thei i pt 
site by the number of sites that link to it. Stay at from spu 


Don't stuff alt tags, linked text boxes that pop ur 
image. This box can be filled with text. But searc 


5 Avoid using layering. Search engines are yet te 








Se oe + 


legal. Layering puts invisible ET ctures c 


NIRMAL SHARMA 





SHISHIR PRASAD & RADHIKA DHAWAN 





HE hobbits were taking over the 
Web and Peter Jackson, the direc- 
tor of Lord of the Rings (LoR) was 
troubled. When Web surfers typed 
the term ‘Two Towers’ on Google, 
the search engine spit out thousands of 
fan sites, with discussions on the Indus- 
trial Revolution, scarred psyche of rural 
England and the Luddite mental make 
up of Tolkien. This was great if you were 
trying to brush up your Tolkien, but bad 
if you were trying to enter a LoR contest, 
or buy memorabilia. The official site was 
lost in the Wild Wild Web. LoR's pro- 
ducer, New Line Cinema (owned by AOL 
Time Warner), did not want boundless 
enthusiasm to override commercial 
sense. So they called Gregory Markel. 

Markel sleeps with search engines. 
He knows what turns search engines on 
and how to get their attention. He also 
knew LoR's problem could be fixed at In- 
dia street price rather than at New York 
price. He emailed his contact in India, 
Enfusen, a search engine optimiser in 
Pune. Enfusen set about cleaning LoR's 
official site's whiskers and trimming its 
eyebrows. Voila! Now the site appeared 
at the top of the heap on Google. 

Search, like email, used to be a basic 
service provided by portals. In this 
avatar it is reborn as a Web marketing 
tool. Search is the key driver of traffic to 
the Net, second only to email, and por- 
tals and search engine optimisers are 
falling over each other to monetise this. 
This is why globally Internet companies 
are investing in search technologies. Ya- 
hoo! acquired Inktomi. Overture, the 
largest paid-search firm in the world, 
bought AltaVista recently. 

"The worldwide search engine con- 
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As more companies look at search engines as 
marketing tools, ranking gains in importance 


solidation that started two years ago is 


accelerating as it is the cheapest way of 


getting business through the Internet," 
says Vishal Sampat, director, Convonix, 
a search-engine specialist. According to 
the Direct Marketing Association, US, 
the cost of every lead generated through 
search engines is half that of email mar- 
keting, a fourth that of Yellow Pages and 
a seventh of banner ads. "Companies 
have realised the value of using search as 
a marketing tool," says Prashant Deorah, 
CEO of Puretech International. 

Online marketing now means proper 
presence on search engines. Search en- 
gine optimisation (SEO) is the art of ma- 
king a website alluring to the search en- 
gine. "The beauty of SEO is that no 
matter what the surfing habits, it makes 
the bank more prominent in the search 
results," says Neeraj Swaroop, country 
head (retail banking), HDFC Bank. 

Business is good for the 15-20 odd In- 
dian companies — small outfits run by 


Brandtrix's Pillai says business for 
search engine optimisers has shot up 
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entrepreneurs — that are riding a global 
trend in SEO services. For example, Ra- 
jesh Tavakari's Website Promotion and 
Ranking Services employs seven people 
but nets Rs 25 lakh a year. Getting data is 
difficult, but industry sources believe 
that these companies have netted about 
Rs 3 crore-4 crore and that business has 
increased almost 2-3 times over the last 
-< Six months. "Business has just shot up 
.. over the past year," says Binoy Pillai, 
_ CEO, Brandtrix Pillai started off six years 
_ ago as a Web designer and in two years 





Us he migrated to the lucrative world of - 


|. search. He has hired four people in 
-. Mumbai and nets Rs 6 lakh-7 lakh a 
.. month, 50% of that from global clients. 
. .- Till recently, most of the SEO work 
Was outsourced to places like Singapore 
due to the perception that India was 
good at technical code but not the lateral 
. thinking that SEO work involves. Now, 
. companies like Brandtrix and Convonix 
have been able to get that work too. 
: The challenge is to stand out in the 
. clutter. Research shows 550 million 
searches are conducted daily, usually for 
a product or a service. The key charac- 
» teristic of any search behaviour is that 
~ people often don't go beyond the first 
= page. If they don't find what they are 
. looking for, they simply key in another 
. term. This is where the SEO comes in. 
: "SEO is really just 4096 technology 
.. and 6076 common sense,” says Pillai. An 
< -SEO has to understand the entire con- 
text within which a brand or a company 
is positioned. For instance, Abhay 
Mehta, who runs an encryption software 
business out of Mumbai, knows that the 
keyword 'encryption software' is not 
enough. His SEO also ensured that the 
terms 'how to hide my files' also threw 
up Mehtas product. Or a buyer may not 
search for HDFC Bank, but may be look- 
. ing for "debit cards India" An SEO, 
— through past searches conducted on 
various search engines, is able to de- 
scribe a company's website in all the 
ways a user could think of. 

Smart description of the site is Step 1 
and it takes a while for the results to 
come. In the interim, firms like Con- 
vonix advise users to undertake a search 
engine optimisation plan. They start off 
with the "Pay Per Click (PPC)" program 
on the search engines. This guarantees 
them a position at the top of the page as 

. "sponsored links" — the blue results that 
.are on the top of Google or AltaVista 
pages. And whilethe website's optimisa- 
tion starts taking effect in the monthly 
. ritual called Google Dance (See 'Dances 


. With Google’), the paid listings ensure, | 


_ quick visibility, particularly if an event, 
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like a movie release, is being planned. 

Post-event, the dependence on PPC 
is reduced, by which time the SEO starts 
to take effect. "In the long run, SEO is 
more important because users believe 
that the results are more objective," says 
Sampat. Take the example of Kamasutra. 
J.K. Ansell has been trying to promote its 
brand by creating an adult community 
online centred on sex, romance and sen- 
suality. The website, KSontheweb, offers 
online dating and adult chat and sells 
condoms (obviously) and lingerie. Two 
years ago, KS hired Pillai to grow traffic 
on the site. Says Piyush Bhargav, busi- 
ness development manager, KSonthe- 
web: "Today, 3596.of traffic comes from 
search engines and the cost is about a 
tenth that of banner advertising." 

Apart from the lowering cost of cus- 
tomer acquisition, HDFC Bank was 
looking to capture quality customers. “If 
you type 'debit cards India' in a search 
engine like Google, HDFC Bank appears 
in the first three results," says HDFC 
Bank's Swaroop. There are few better 


Once a month, Google sends out its spiders (algorithms) to trawl the Web and | | ^g 
adjust its ratings. This, the ‘Google Dance’, is a big event in a SEO's life. Khe —— 
got it right, a site could come out tops. Musings of a sleep-starved SEO. 


E" ND-FEBRUARY. Freshbot and Googlebot (Google spiders) were crawling. 
Be» my sites, but Google was not dancing yet. | was getting nervous, when is | 
Bim: the February dance? First week of March, and the discussion boards | 
erupt. It has started! Where? Scandinavia, Ontario. | click over to google- 
dance.com to check on the dance. Nothing. Visible overseas, but not to me. 
infuriating. Another day, another visit to google-dance.com, and there they 

are! My freshly-tweaked pages pop up on www.google2.com and | 

_ Www.google3.com (two different clusters of Google's servers), withtop —— a- 
rankings. Just as | finish whooping with joy, they vanish. Ten minutes later the Rm 
new index is back on www2 and www3. | 
real Google too. Through the day the index flip-flops. Google-dance.com, 

which can show all three indexes at once, still keeps switching between the — 
old and the new ratings. No sleep. Irritated wife. Try to nod off, but indexes old E- 
and new haunt my dreams. Then, Yahoo!, which uses Google for its Web | 
search, starts showing the new results. My sites are in top rankings for the 
right keywords, but still not on Google! Another breathless day. Morning, and 
all Google servers show the new index. Whew! Another hour and check. Still 
new pages, top rankings! Evening, check again, and it's stable! | post on 
discussion boards that the index has stabilised. Discussions erupt on apparent 
changes to the Google algorithm based on how pages are ranked in the new 
index. | sleep. | dream of spiders munching on sweet, optimised HTML. 
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Apart from KS, HDFC Bank and Tata In- 
ternational, few Indian companies have 
given SEO much thought. Today, almost 
all of the SEO business being handled by 
Indian start-ups is outsourcing work. In 
fact, Tavakari's entire business is from 
overseas clients. "Indian companies are 
slow to realise the potential this offers. 
They expect instant results, but some- 
times you need to fine-tune the key- 
words till you optimise the results. We 
prefer overseas clients," he says. 

And like Indian companies, the In- 
dia-based search engines and portals 
like Rediff and Sify, too, have not quite 
caught on to the opportunity. Custo- 
mers have been asking Rediff to accept 
paid placements, but Rediff has not gi- 
ven it much thought. Sify thinks search is - 
acommodity and merely a starting point 
for a user. Both portals are missing out, _ 
not only on the opportunity of using. 
search technology to increase reven iS, 
but also on revenues from SEO services. 

While the giants sleep, the minnows- 
are having fun turning one man's quest 
into another man's money. 
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Q. Nearly 70% of Punjab is 
in the villages. Given the 
internal and external trends 
in agriculture that are 
emerging, what is your 
policy on agriculture for to- 
morrow? 

A. Ever since the green revolu- 
tion, we have been producing 
over 50% of the nation's food. But 
we recognize that we cannot re- 
main an agricultural economy 
forever. Given the new pressure 
on grains and the world mar- 
ket having opened up, we have 
to diversify. Wheat is, for in- 
stance, today available in In- 
dian markets today from Aus- 
tralia at about Rs 460. And here 
we were giving an MSP (mini- 
mum support price) of Rs 640. 
We have actually asked for Rs 
790 because the inflation is going 
up and up and the price given to 
the farmers is not that much. 
Therefore, we have to get out of 
this. And so, we have submitted a 
proposal to the central govern- 
ment on a crop adjustment 
programme. We told the central 
government, if you give us Rs 
1,280 crore, we will change the 
cropping pattern in one million 
acres which will cut down your 
food storage costs. We are losing 
Rs 5,000 crore a year in food stor- 
age. We have shipped out some 60 
million tonnes and subsidised it 
to the tune of 8,000 crore. So we 
won't grow it for you. 

We are also going in for contract 
farming, where we have involved 
the private sector in a big way — 
players like the Mahindras, the 
Rallis group, the UB group and 
Tropicana. The idea is that Punjab 
will specialize in high-value crops. 
If government of India doesn't ac- 
cept our crop adjustment program- 
me, then we have to do something 
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3 E: The first revolution 
in Punjub was the green 
revolution. The second was the 
white revolution. And now, 
the third revolution is 
through value added 


agriculture 5 5 


Captain Amarinder Singh 
Chief Minister of Punjab 


on our own. Therefore, we are go- 
ing in for higher value crops like 
oilseeds, basmati, corn, orange. We 
have involved agencies like 
Markfed (Punjab State Coopera- 
tive Supply and Marketing Federa- 
tion) and the Punjab Agro Indus- 
tries. Punjab Agro is already test 
marketing fresh vegetables and 
fruits in the Middle East.We are 
doing through Markfed canned 
foods like sarson ka saag etc. 


Q. Besides agriculture what are 
the initiatives for the farmer 
community? 


A. We have succeeded in address- 
ing the power needs of our farmers. 
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om an interview: 
What our Vua in Punjab 
are interested in is that they 
should get continuous uninter- 
rupted power and not free 
power. In fact, a movement has 
been going on in our villages de- 
manding continuous power 
and we have managed to give 
it to them. We are giving them 
power for over 10 hours. Ear- 
lier when it was free, it was 
never more than four hours. 
Even when there was a 
drought, we gave continuous 
power for 12 hours. And de- 
spite charging them for the 
power, in the first month itself, 
we collected 94% of the electric- 
ity bills. I don't think any other 
state has got such high collec- 
tions. There were no irrigation 
charges also and we brought in ir- 
rigation charges from the canal 
systems. 


O. How do you see Punjab 
shaping up in industry beyond 
agriculture? 


A. One of the major areas we have 
tackled is red tapeism. So 17 laws 
we have scrapped. All the 
inspectorates — labour inspec- 
torate, etc - we just scrapped 
them. And we have allowed the 
industry — old and new — to get 
their own chartered engineers 
and get things certified. So this 
will be big step towards Inspec- 
tor-free Raj. 





For the sick industry, we have 
tried to give them facilities within 
our resources. Plus, for instance, 
they have been promised about Rs 
600 crore of subsidies by the last 
government. So what we have 
done is that we have given them 
10-year bonds that are redeemable 
in the bank against which they can 
borrow and get the industry 
started. Our steel industry here had 


-— —— — 4 


virtually collapsed because of 
cheap steel coming in from out- 
side. Gobindgarh has shut down. 
So we are trying to help these out. 


The two sectors that are holding 
their own are engineering, textile 
and hosiery, of course. The other 
thrust areas are in the new 
economy:. Biotechnology, IT parks, 
etc. We have already got Quark in 
Chandigarh. In three years time 
they will be employing about 
10,000 hardware and software en- 
gineers. And then healthcare is 
coming in a large way - we have 
bought Fortis group in, we have 
got Escorts in. And then of course, 
we have tried to smoothen things 
for the business investor. We have 
guaranteed full power and con- 
tinuous power to industry. And 
for investments in border areas 
we have given special incentives. 
Q. Taking stock of the work 
force issues - what is your ini- 
tiative on health and education 
aspects? 


A. We have 12, 486 primary sch- 
ools. But we are short of teachers. 


aisakhi marks the beginning 
B of the New Year as the sun 
enters Aries, the first sign of 
Zodiac. The day holds special sig- 
nificance for North Indians, more 
so the Sikhs. It marks the birth of 
the Panth Khalsa ('the order of 
the pure') and the time for harvest 
inthe primarily agricultural state 
of Punjab. 
On Baisakhi day in 1699, the 
tenth Guru of the Sikhs, Guru 
Gobind Singh, called for the sac- 
rifice of five heads at Anandpur 
Sahib (in Punjab) to restore the 
faith of the devotees and to pre- 
serve the Sikh religion. Political 
tyranny and caste system were 
causing human oppression. The 
Ig chosen five were baptized. The 
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The curriculum is ancient. The 
story in the middle schools is the 
same. There's no IT in the curricu- 
lum, for instance, in the govern- 
ment schools. But all the private 
schools offer IT right from kinder- 
garten. So the curriculum has to 
change — my emphasis is on IT. 
As regards healthcare - again we 
have a great shortage of doctors, 
nurses. I have asked the private 
sector to get in. Then we want to 
put in a little more effort on our 
tertiary centres - that's the medi- 
cal colleges and all. So that they 
can be up to date with the medical 
advances that are taking place 
world over. So both these sectors 
require a major boost. 


Q. The fiscal situation of 
Punjab has been in a sorry 
state. Is the government spend- 
ing too much? 


A. Unfortunately we have got this 
financial constraint on this state, 
which is really holding us back. 
The debt burden of the state is Rs 
32,000 crore. The PSU debt alone 


identity. The Guru gave the sur- 
name of Singh (Lion) to every Sikh 
and also took the name for him- 
self. From Guru Gobind Rai he be- 
came Guru Gobind Singh. He also 
pronounced that all Sikh women 
embody royalty, and gave them 
the surname Kaur (Princess). 
With the distinct Khalsa identity 
and consciousness of purity Guru 
Gobind Singh gave all Sikhs the 
opportunity to live lives of cour- 
age, sacrifice, and equality. 

Sikhs celebrate this history by vis- 
iting the gurdwara (Sikh temple) 
and listen to kirtans (religious 
songs) and discourses. The func- 
tion ends with langar, the commu- 
nity lunch served by volunteers. 
If you happen to be in a Punjabi 
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amounts to Rs 19,000 crore. Our 
debt servicing, pensions and sala- 
ries alone amount to 131% of rev- 
enue. So where are the resources 
to do anything? But we are going 
to tackle this soon. Having done 
away with freebies - we stopped 
giving free power, free water — we 
have opened ourselves to multilat- 
eral and bilateral funding. Hope- 
fully things should look up now. If 
the last year was the year of stabi- 
lization, this year is going to be the 
year of development. " 








the harvesting picture as well. 
The vigorous dance tells the story 
of the agricultural process, from 
tilling the soil through harvest- 
ing. As the dholak (drum) changes 
beats, the dancing sequence 
progresses, dramatizing plow- 
ing,sowing, weeding, reaping, 
and finally celebrating. 

Baisakhi is said to be among the 
few Indian festivals that are cel- 
ebrated on a fixed date. Baisakhi is 
always celebrated on April 13 (on 
April 14 once in 36 sioe It is cel; | 
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Company Showrooms : 


D plus KAJARIA PLUS LIMITED * Boreily Ph.: 0581-2510018 * Bangalore Ph.: 080-5350629 * Haridwar Ph.: 01334- 
* Hyderabad Ph.: 040-55611682 * Indore Ph.: 0731-5068839 * Jaipur Ph.: 0141-2 
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Bermuda Aqua Bermuda Crema Bermuda Grey 
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Bermuda Azzuro Bermuda Cobalt Blue 


Kajaria presents its latest range of wall tiles - BERMUDA in satin 
finish, to complement the aesthetics of your kitchen and 
bathrooms as never before. 


The 3D effect on the surface of these tiles is bound to enhance the 
beauty of the space and mesmerise you. 


K Kajaría 


Kajaria Ceramics Limited 


J-1/B-1 (Extn.), Mohan Co-operative Industrial Estate, Mathura Road, New Delhi-110 044 
visit us at http://www.kajariaceramics.com 
PHONE FAX E-MAIL 
NEW DELHI —(011)26946409-6Lines 26949544 newdelhi@kajariaceramics.com 
AHMEDABAD (079) 6465515, 6465516 6566669 ahm@kajariaceramics.com 
KOLKATA (033) 24763179/24763181 24748012 kol@kajariaceramics.com 








Sobhagya/030/2003 


CHENNAI (044) 28144324 28144323 chn@kajariaceramics.com 
MUMBAI (022) 28203506/07/08 28203509 mum@kajariaceramics.com 
COCHIN (0484) 2396433 2396433  coc@kajariaceramics.com 





20-2515818 e Raipur Ph.: 0771-5060169 * Varanasi Ph.: 0542-2503943 
For more information, visit us at : www.kajariaplus.com 
ike ne. Aii 


ata Ph.: 033-22808855 * Nagpur Ph.: 0712-2269157 * Noida Ph. 01 








REVIEWS 








IN GOOD COMPANY — 


MANISH KHANDURI 


ITH this book John Mickle- 
thwait and Adrian Wooldridge, 
editors at The Economist, carry 
forward their tradition of writ- 
ing about subjects that lie just 
below the range of the perception radar, 
subjects that you vaguely knew were 
relevant but didn't know whom to ask 
or where to research. 

Their latest offering outlines the his- 
tory of the joint stock company, that 
most ubiquitous of modern business 
entities, from the semi-legal partner- 
ships of Sumeria, to the guilds of Europe, 
the charter-companies of the 16th cen- 
tury that powered global trade and 
colonisation, the rapidly-evolving com- 
panies of Victorian England and turn-of- 





the-century America and, finally, to to- 
day's multinationals. 
It is an engaging study of how 
thejoint stockcompany came to oc- 
cupy centre stage in almost every 
aspect ofhuman endeavour and the 
power that it accumulated over 
time. The book is rescued from dry 
pedantry by the perspective and 
scholarship that Micklethwait and 
Wooldridge bring to the subject. 
They manage to combine history, 
legal frameworks, key individuals 
and even literature (Charles Dick- 
ens: Dombey and Son) into a deft and en- 
gaging narrative. 
In the evolution of the company, 
three periods that the book covers in de- 
| tail may be of particular interest to read- 

ers, specially in India: the European 
charter companies as ex- 
emplified by the British 
East India Company, the 


JOHN MICKLETHWAIT oversees coverage 
of the US for The Economist, while ADRIAN 
WOOLDRIDGE works for the journal in 
Washington. They co-authored A Future 
Perfect: The Challenge and Promise of 
Globalization and The Witch Doctors: 
Making Sense of the Management Gurus 


rise of the multinational 
corporation in America in 
the early 1900s, and the 
period between 1975 and 
2002 that has seen the 
greatest stress on the 





structure and character of 
the company. The pages 





— 





gamme COMPANY 


ames Short History Of A 
Revolutionary Idea 


By John 
Micklethwait and 
Adrian Wooldridge 
Modern Library 
Chronicles 

Pages: 227; 

price: $19.95 


that deal with growth of the company i 
America in the late 19th and early 20t 
century make for fascinating reading 
Did you, for example, know that Ida Tar 
bell, perhaps the first great investigativ 
journalist, began her 19-part expose c 
Standard Oil by alleging that the com 
pany had grown because of "fraud, de 
ceit, special privilege, gross illegalit 
bribery, coercion, corruption, intimida 
tion, espionage, or outright terror" 
Now, that's talking. 

The fact that the Enron scandal anı 
the Bertelsmann and Vivendi sagas o 
2002 are woven into its historical narra 








N his fairly long career as a foreign 
correspondent, Shyam Bhatia re- 
ported from Cairo, Jerusalem, Wash- 
ington and Delhi. He appears not to 
have visited Baghdad or to have 
met the notorious Saddam Hus- 

sein. Neither, it appears did 

Daniel McGrory. Yet the 

two spin a fanciful acc- 

ount of Saddam's 
reign. It starts from 


SADDAM'S 
BOMB 





but far from credible given its narrative 
style, its frequent lapses into the imag- 
ined — every other incident has not just 
the detailed conversations between the 
dramatis personae but also what 
they were thinking at the mo- 

ment. So we are treated to 
bizarre events involv- 
ing Saddam and what 

his devious mind 

was plotting. It is, 


the time Saddam AE however, Saddam's 
staged a coup aga- desire to build a 
inst president Has- By Shyam Bhatia nuclear bomb that 
san Al Bakr when and Daniel forms the nub of 
he was his deputy, MEI nee ent Time this book, al- 
to his various mili- MES edic dta though there is ple- 
tary adventures to ea 319: nty of prurient detail 
the present. Special price: £4.99 on his bizarre family, 

Saddam's Bo- prime among them his 





mb is a racy tale 


son Uday, his savagery with 








kith and kin, his womanising and imag 
ined enemies, his mediaeval despotic 
ways — in true Harold Robbins style. 

Its a pity because Saddam did spenc 
enormous amounts on this mad dream 
of having a bomb that could strike his 
enemies. A far better account is available 
in Saddam's Bombmaker: The Terrifying 
Inside Story of the Iraqi Nuclear ana 
Weapons Agenda written by Khidr Abd 
Al-Abbas Hamzah, the scientist who was 
involved in making the bomb. The Bha- 
tia-McGrory story pales because it is, at 
best, a third-hand account. Saddam is 
believed to have spent nearly $18 billion 
and employed several scientists in the 
secret laboratories he set up across Iraq 
in a bid to possess the ultimate weapon. 
Unfortunately, there is very little here on 
the so-called weapons of mass destruc- 
tion — biological and chemical warfare 
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tive gives the book a contemporary con- 
text. And, to their credit, Micklethwait 
and Wooldridge have managed to retain 












speak of the 'unbundling of the com- 


panya concept that essentially implies 


the movement from a central and com- 


mand character to a looser and more 
|. complex system of interrelationships 


X within and without the company. 

S In the last chapter, the authors argue 

-= against the perception that multination- 
- als are poised to take over the world in 

— the aftermath of globalisation. Their vi- 
_, Sion of the essentially benevolent and 

- progressive nature of corporations may 


^ notcut much ice in Third World nations 


, that know the malignant side of the 
- company. Our history teaches us that 
_ companies brought with them many ills: 
-- the slave and opium trade, imperialism, 
* and the destruction of local industry. 
. Along with the personal computer and 
___ the silicon chip, Napalm and Agent Or- 
- ange must also be counted as the by- 


products of corporate evolution, But for- 


. get the philosophising. The Company is 
< great reading for most people who are 
interested in the world ofbusiness. 8 


Eee RAKE * X9 e ER |o OEE EM ERE HERR yo 


————— TIERE E tT RNIN WA SEAVER MA OBL PAH 


SHYAM BHATIA, an experien- | 
_| ced foreign correspondent, is | 
^| senior editor of the New York- | 
based weekly India Abroad | 
| 

| 

| 


DANIEL McGRORY, an 
award-winning journalist, is 
staff writer of The Times 





pete a 


F agents — that Saddam is accused of hav- 


ing and which is the ostensible reason 
for the current US attack on Iraq. 

* This revised version of their 1999 title 
- Brighter Than The Baghdad Sun has two 
_ interesting snippets. One is that Monica 
«Lewinsky distracted Bill Clinton from 
-launching the attack that would have 
- finished off Saddam in 1998. The other is 
¿that Saddam is hiding in the under- 
-ground city he has carved out under his 
palace. The Anglo-American forces in 
- Baghdad must read this book. It will help 
them to find the man they are after. M 








their authoritative tone right into the | 
discussion of the present-day challenges - 
before the company. For example, they 







P | wa brand building. In this one, FC 
director looks at the role market research (MR) plays in 


MEINELY 





guages, conducting more than 150 million searches a 


UNDERSTANDING CONSUMERS 


By M.G. Parameswaran 
Tata McGraw-Hill 
Pages: 235; price: Rs 395 


(4) MTA PAR NLC 





APAA inata ra mar a AA S MM 


Bl .G. Ambi' Parameswaran strikes again. About bin 
0, he wrote a book on the role of advertising in 
CB Ulka's executive 





building brands. The book starts by asking what a brand is, before moving 
on to look at why it is important to understand consumer behaviour before 
brand-building. Parameswaran delves into MR, talking about primary and 

secondary research, qualitative and quantitative research, drafting ques- 
tionnaires and analysis methods. One criticism Parameswarans first book 
ran into was that it was a primer, something students not practitioners 
would find useful. There's a similar problem with this book. There is little 
that marketers wont already know. However, it will make a useful starting 
point for students. The explanations are lucid and Parameswaran takes 


pains to cite Indian examples wherever possible. The appendices deserve. | 


special mention. Here, readers will find templates on how to conduct in- 
depth interviews, quantitative surveys and focus group discussions. "n 


HOW TO MAKE MONEY OUT OF THIN AIR 


By Brian Sher 
Penguin Books India 
Pages: 211; price: Rs 195 


SPP VASE ADU NOUS ARRA TN pu IO marin aen ang S) Cruce ir 


T is tempting to dismiss this book as so much hot air. 

That would be a mistake, Think of all the things you 

will never learn if you don’t read it. You will never get 
to hear a rich guy with a major in marketing tell you that 
if you want to be rich, drop out of school. You would not be able to tell the 
difference between a moneyed surgeon with his own practice and a Duši- 
nessman who rakes it in because he has people working their butts off for 
him. You will not realise just how important it is for any business to operate 
in a large market, have excellent customer service and put in place systems 
that can run smoothly on auto-pilot. And it would never, ever (not in a mil- 
lion years) strike you that brands are thin air — an entrepreneur oe x to 
build a brand to get mega rich. ie 





GOOGLE HACKS 


By Tara Calishain and Rael Domfest 
O'Reilly & Associates 
Pages: 325; price: $24. 95 


mtn enamel eat atte tn Ife tomen 


E OOKING for data on the Web? Googie is by far the 
ff best tool you can use. This search engine indexes 
m more than 2.4 billion Web pages in more than 30 lan- 





day. But to take full advantage of the wealth of information Google has —— 
access to, you need to know how to get to it. Google Hacks will teach you | 
precisely that. It contains 100 tips, tricks and scripts that you can use to 
become more effective in your research. O'Reilly uses the term ‘hack’ in a 
positive way, meaning a clever technical feat or trick, and not in the sense of 
someone who breaks into computer systems. Each ‘hack’ is a standalone 
recipe demonstrating some aspect of using Google to find just what you're 
looking for. Most hacks also contain cross-references to other relevant hacks — 
in ui poonks so 939 booths dort "dave to dams it mome cover to cover. EO 
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FIGHTING OVER THE SPOILS | 


The UN must oversee the reconstruction of Iraq to stop the US from treating it as its war booty 





AR is always dirty. Even a warin which precision | have more than just reconstruction contracts to fret 
bombing and other sophisticated technology, | Their bigger worry is oil and what happens if the US g 
we had been told, would reduce the damage. | manage the world’s second-biggest reserves after $ 
That illusion has been shattered. What we are | Arabia. It’s not just a question of keeping the oil flo 
seeing now is not one army pitted against an- | (Iraq was pumping in 2.5 million barrels of oil daily int 
other. Instead, what we are witnessing is the unchangingre- | world market before the war started). For the Europ 
ality of war: of a human toll that is as bloody as ever and | there is their common currency, the euro, to be consid 
wrecked cities that look no different from Cologne after | Since 1999, Iraq has denominated its oil trade in ew 
World War II. To some, this war would appear to be a throw- | fact that has helped the currency to gain signific 
back to an earlier century, when armies fought for territory | against the US dollar. As Baghdad crumbles, there are c 
and commerce in distant lands. It's notjusta case of USsol- | of concerns about America's determination to have : 
diers cannibalising an Iraqi presidential palace in Baghdad | run in Iraq. Even its minor partner in the invasion, Aust 
or of the British forces casually appointing an unnamed | is deeply concerned over a $200-million shipment of v 
cleric as the mayor of Basra. Such things are, perhaps, to be | that Washington says is emergency food aid for the 
expected in a conflict of this nature. The real fight, anda | people. Canberra, however, could find a major mark 
much dirtier one, is shaping up far from this bloody the- its grain eroded by this gesture. 
atre of action — and it's over the spoils of war. But it would be unfair to say that commi 
At stake are deals worth billions of dollars. a concerns alone are prompting the lez 
This would make the contracts awarded anti-war triumvirate — France, Gert 
after the 1991 Gulf conflict look like and Russia — to seek the interventi 
chickenfeed. Unlike Kuwait, Iraq the UN. It believes the UN alone sk 
would have to be rebuilt from scratch. handle the political and econom 
The major disaster in Kuwait was the construction of Iraq along wit 
600-odd blazing oil wells that had to humanitarian assignment. So 
be capped; few buildings were de- British prime minister Tony 1 
stroyed. But Iraq will need new roads, who has been doing his best to 
schools, hospitals and practically the suade the US to step back onc: 
entire infrastructure. That's really rich fighting is done. Whatever rese 
pickings, and it's not surprising that the tions the world might have about it 
coalition partners are already squabbling dependence — or effectiveness, for 
over its division. The UK is unhappy that the matter — the UN offers the only hope: 
UShas begun farming out lucrative contracts to ANTHONY vem equitable dispensation in post-war Iraq. 
its own companies through its foreign aid agency, the US be stopped from pursuing its own agend.: 
USAID. Even Umm Qasr, the port secured by its forces after | aconcession to his ally, US president George Bush has: 
much fighting, has slipped from its grasp with the USusing, | cateda willingness to let the UN play a role — as long 
rather ingeniously, the USAID rules to keep foreign firms | confines itself to humanitarian assistance. 














from being prime contractors. Companies in any 'free Given the tone and tenor of Washington's pronou 
world country' have been promised sops by way ofsubcon- | ments, the interim government in Baghdad, will in all p 
tracts, but these will prove to be poor crumbs of comfort. ability, be American. The only uncertainty is whether 


The Americans are making no effort to hide the fact that | Pentagon nominee or the State Department's choice 
they consider Iraq to be their war booty. Last week, the US carry the day. What then are the likely implications? 
House of Representatives went a step further: it passed an | Britain remain with its war ally or will it throw its weigh: 
amendment that will effectively keep the fiercest critics of | hind the French, German and Russian initiative? Much 
the invasion out of the big deals. American agencies in- hinge on how the country assesses the costs of doin; 
volved in reconstruction are now banned from buying strategically and commercially. Meanwhile, is India ma 
Russian, French, German or Syrian trade goods orservices. | the right moves? Given the confusion in government 
In the face of such brazen aggrandisement, these nations paralysis in Parliament, it does not appear to have figi 
are now stepping up the pressure for UN involvementin | out which side it is on. By the time it makes up its m 
shaping the new Iraq. The Europeans and the Russians | Delhi could find itself left out of all the calculations. 
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Windovation inside. Suzlon MegaPower Series turbines are designed and perfected by the technological ingenui 
of the finest engineering talents from Europe, Asia and USA. Manufactured under a rigorous TQM system. 


Powerful engineering. Global orientation. Suzlon's high performance power solutions are guided by 'imagineering 
technology led by innovation. Easily configured for distributed power generation and utility scale projects. Maximiz 
for efficiency, grid friendly, micro-pitching resolution, large swept area and low stress, load distribution design. 


Peak Power from world ranker. Our 1000 strong team worldwide is credited with raising industry benchmar 


and delivering unbeatable power generation and efficiency for the lifetime of Suzlon wind turbines. 
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GOLDEN CHANCE 


EMBEDDED techno- 


logy is just coming to 


its own. Indian firms 


must make sure they 


grab this chance to be- 


MAHESH BAWEJA, New Delhi 


———————— —————————— "T" —— — n(— 


Wi Your story on the entry of Indian 
infotech corporations into embed- 
ded technology brings new hope. It 
comes at a time when we thought IT 
companies were facing survival is- 
sues. The bid to grow was marked by 
theentry into BPO because that wasa 
revenue opportunity. Does this prove 
the resilience of Indian IT compa- 
nies? We can't answer this rightaway. 
For now, these companies will face a 


| 
come world leaders. 
| 


ARE THEY HEALTHY? 


While preventive health check-ups 
(...Better Than Cure, BW, 31 March) are 
good for the health of hospitals offering 
them, they are not good for the health of 
executives who go for them! Nowadays, 
most executives go to clinics for check- 
ups more than for any other reason. The 
ostensible objective is to ward off dis- 
ease. While most people assume that 
this is a standard routine, a debate still 
rages in the medical profession regard- 
ing what tests ought to be performed, on 
whom, beginning when and how often. 
In order to be really effective, tests need 
to be tailored according to a persons age, 
sex, family history and personal risk fac- 
tors. Many clinics now readily pander to 
this demand by providing a wide range 
of ‘executive health check-up schemes’, 
but often these ‘schemes’ can be more 
harmful than beneficial. They have be- 
come popular as they bring in the 
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———— 


moolah. After all, much more money - 


can be raked in by screening droves of 


healthy people rather than by only tak- | 
ing care of sick patients. And then there | 


is the additional lucrative bonus that the 
screening tests will ‘pick up’ abnormali- 
ties, thus converting a formerly healthy | 


€ — —— À—À mee 










dilemma — focus versus diversifica- 
tion and managing the inherent 
complexities and contradictions in- 
volved therein. Striking a balance be- 
tween the real high-end and the low- 
end volume-driven businesses will 
give rise a whole lot of people issues 
and it will require real guts for the 
CEOs to face them head-on. 


person into a patient who needs medical : 
attention. 
ANIRUDDHA MALPANI 
Mumbai 


BEYOND THE GREAT WALL 


The interview with Yasheng Huang on - 
how China gets foreign direct invest- 
ment (Inefficiency Attracts FDI’, BW, 24 | 
March) paints a vivid picture of the other - 
side of China's growth. China's future 
growth depends on how productively it 
utilises its resources and manages to 
stop outflow of money. India should 
learn lessons from its neighbour and 
take precautionary measures in order to 


increase the pace of growth. 


S. FAROOK MUSTHAFA 
Neyveli 


TIME TO FLEX ITS MUSCLES 


i-flex must enter the $130-billion US 
market to realise its goal of being the top 
player in the BFSI (banking, financial 
services and insurance) software indus- 
try (‘i-flex: Next Big Star, BW, 24 March). 
This company's key strengths are its 
value delivery system and product-fo- 
cussed marketing. But is this enough to 
make a mark in the US markets? 

Tier I players should either remain 
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According to the readership surveys in India 
ever since 1990, : 
only one of the following newspapers. 


isread by more than 7590. — 
of the urban reading population of its state. 


(Tick the right answer.) 


Malayalam Manorama in Kerala 

Dina Thanthi in Tamil Nadu 

Eenadu in Andhra Pradesh 

Dainik Bhaskar in Rajasthan 

Dainik Jagran in Uttar Pradesh 

Ananda Bazaar Patrika in West Bengal : 1 


The Times of India in Maharashtra ME 











focussed on one vertical or become an 
integrated services player by enhancing 
the services rendered. In the case where 
either of the abovementioned strategies 
is adopted, another interesting trend 
seen is the quest for scalability. A num- 
ber of mergers and acquisitions are be- 
ing witnessed by the industry in this seg- 
ment — Tier I players acquiring Tier II 
players or creating entities to provide in- 
tegrated services in emerging areas like 
IT-enabled services. To enter the US 
market, i-flex will need a local partner as 
it would be aware of local requirements. 
Also, the kind of exposure and the learn- 
ing attained by the partner would go a 
long way in realising goals faster. 

R.S. MANI 

Coimbatore 


CONSUMERS IN THE LIMELIGHT 


The Indian consumer is finally coming 
of age (‘The Great Indian Consumer’, 
BW, 14 April). As the author says, the 
middle-class Indian has overcome the 
fear of spending and borrowing and 
then spending more. This trend is keep- 
ing the economy on the growth path. 
Yes, consumerism is happening in 
India. One factor that is promoting con- 
sumerism in the country is the policy 
adopted by the government. The Re- 
serve Bank of India’s expansionary mon- 
etary policy in the last quarter of 2002 
put more money in the housewife's 
purse. The government is definitely giv- 
ing the Indian consumer a clear direc- 
tion when it comes to spending. 
SHIKHA JAIN 
Pune 


ll An increase in consumption demand 
can be met either by an increase in im- 
ports or by a hike in domestic supply. 
With India having a current account sur- 
plus, the latter seems to hold true. 
Clearly, the increased demand is be- 
ing met by utilisation of excess capacity. 








The Indian consumer 
comes of age 


This is because other- 
wise, an increase in con- 
sumption would have 
translated into a rise in 
investment as well. 
What is more impor- 
tant, however, is that a 
consumption-led boom 
can be sustained only if 
the rest of the world is 
ready to finance it (capi- 
tal account surplus) as 
in the case ofthe US. But 
such a thing is rather 
unlikely to happen in India. 

SUMIT BAGRI 


| New Delhi 


FLAWED LOGIC 


The problems that would arise because 
of linking canals are discussed rather 
well in the column (‘A Patriarch Dreams, 
BW, 7 April). But the author proves he is 
an economist to the core by displaying 
what I term the 'economist's syndrome. 
Every economist is efficient enough to 
find errors in the plans of others, but the 
suggestions that follow are usually more 
ridiculous than the plan itself. A policy 
making the rich richer is just not re- 
quired at this point of time. 

KOMAL RAINA 

Via email 


WHOSE LIVES ARE THEY PROTECTING? 


The story on how insurance policies are 
sold ‘The Policy Decision’ (BW, 7 April) 
was engrossing indeed. Just imagine the 
plight of those who are taken for a ride by 
insurance agents. Insurance companies 
should conduct spot checks on their 
agents to identify those who are unfit to 
do the job. This should help solve the 
problem to some extent. 

RAKESH MITTAL 


| New Delhi 








E The story on insurance selling may be 
partially true, but it creates a wrong im- 
pression about private sector insurance 
agents. There may be a few who do not 
know how to do their job, but that is not 
true of the entire community. Just be- 
cause the author was unable to decide 
which product to take, it does not mean 
that the insurance agents were bad. 

S. SENGUPTA 

Via email 


WHAT ABOUT IRAQ? 


In the editorial "The Balance-sheet Of 
War' (BW, 31 March) you say that the 
mishandling of Iraq by US president 
George W. Bush would signal the begin- 
ning of end ofa unipolar world led by the 
US. This, of course, will be good for the 
world. But I doubt if this will happen be- 
cause there does not seem to be a deep 
rift within the US-led coalition itself. 

The US and the UK maintain double 
standards. They violate all conventions 
and treaties, and sidelined the United 
Nations to invade Iraq. And yet they pro- 
claim that Iraq has violated the Geneva 
convention. With his folly, Bush has 
demonstrated to the world that America 
is no role model. 

ARIF MOHAMMED 
Noida 


AVIVA CLARIFIES 


In ‘The Policy Decision’ (BW, 7 April), 
your correspondent says that Aviva Life 
Insurance did not respond when she put 
in a request to meet an agent through 
our website. This is incorrect. On receipt 
of her request on 5 March, we called her 
up thrice on the number she had given. 
When we did not receive any response, 
we sent her an email on 7 March re- 
questing her to get in touch with us. 
VIVEK KHANNA 

Director (marketing), Aviva Life Insurance 


@ Our correspondent replies: It is pos- 
sible that Aviva Life tried to call me up, 
but I received no email from them even 
though they have sent us a copy of what 
they had sent me. If I had, I would defi- 
nitely have got in touch with them and 
fixed up an appointment with their fi- 
nancial planning advisor. 


SHOPPERS' BOSS 


In ‘Conflict Street’ (BW, 24 March), San- 
jay Badhe was incorrectly described as 
the COO of Shoppers' Stop. He is direc- 
tor (operations). The error is regretted. 


Letters can also be sent to 
editor@bworldmail.com 


MAGAZINE OF THE NEW ECONOMY E63 BUSINESSWORLD 28 APRIL 2003 


No newspaper in India, has ever crossed 


the 75% landmark, except in Ra 


inik Bhaskar salutes Rajasthan for its faith. 


Rajasthan's No. 1 Daily. 


| The: time frame of measurement is all readership studies (both NRS and IRS) sin: 


e for the calculation is the urban readit ng popu lation ine 











Orientcraft's Sudhir Dhingra (L) 
is cashing in on the opportunity 
presented by global retailers like 
Sara Lee's Shishir Babu who are 
setting up base in India 


4 LETTERS TO THE EDITOR 
49 BIZQUIZ 
66 EDITORIAL 


IN THE NEWS 


12 REAL INTEREST RATES Are we headed for a nega- 
tive interest rates scenario? 


16 RETAIL Indias four major department store chains 
— Ebony, Shoppers' Stop, Westside and LifeStyle — 
show big growth in net profits. Is it time to celebrate, 
or are there a few more things to take care of? 


ECONOMY 


E 10 COMMENT: OMKAR GOSWAMI It 
seems a number of countries are 
erecting non-tariff barriers 
against Indian IT exports. 


20 ECONOMICS 2.0: NIRANJAN 

RAJADHYAKSHA The SARS 
epidemic promises to do more damage to the 
economy than the Iraq War. 
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COVER STORY 


o opin A New Yarn 


In the last two years, Wal-Mart, Burlingtons, Tommy 
Hilfiger and OTTO, among other international 
retailers, have quietly set up shop in India. They 
want to develop India as an important sourcing base 
for garments by 2005, when the new WTO pact will 
remove the restrictions on exports. India stands to 
gain as its exports are likely to jump threefold to $15 
billion by 2010. But is the industry ready to join the 
big league? Not quite. Only a few Indian garment 
manufacturers have invested in fresh capacity and 
upgraded design skills. Time is running out as other 
competitors like China, Bangladesh and Thailand 
close in on the global sourcing opportunity. 





BUSINESS 


42 STEEL The cancellation of some steel import con- 
tracts by China is being viewed as a short-term blip 
which is leading to lower prices. 


44 BRANDING To be meaning- 
ful, it must be treated very 
differently from marketing, 
argues McCann-Erickson 
president Santosh Desai. 


52 HR BPO Itisoneofthe 
biggest chunks ofthe global 
ITES sector and India hardly 
has a piece ofthe market. 
Can India change that? 


TECHNOLOGY 


56 THAT'S IT: MALA BHARGAVA With a 
device that has user involvement as 
high as a mobile phone, it was bound 
to happen. The days of the unisex 
models are over. Enter phones for 
men and phones for women. 


Santosh 
Desai 






Pa 
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A New Sourcing Hub 


LEAD STORIES 
& Surviving The Onslaught 


As more and more malls 
mushroom across our 
metros, the future of high 
streets like Connaught 
Place, Linking Road and 
Brigade Road becomes 
fraught with uncertainty. 
Can high streets survive? 


© Southern Sunrise 


Sun Network channels are 
market leaders in all the four: 
southern states. It is already in the 
radio business and plans to enter 
publishing soon. Founder and 
chairman Kalanithi Maran wants to 
make all of south India Sun territory. 
Businessworld finds out how. 


Mumbai’s Linking Road 





PERSONAL BUSINESS 


58 INSURANCE Buying an insur- 
ance product? Make sure you 
read the fine print — even if 
there isn’t any! Read the case of 
an aggrieved retiree who has 
taken the Life Insurance Cor- 
poration of India to court for 
misleading advertising. 


BOOKS 


62 THE REAL ENEMIES And you always thought that 
trade unionists are the only people who are dead 
against capitalism. Well, heres a book which de- 
bunks this notion and says quite the opposite — that 
industrialists with big monopolies are capitalism's 
worst enemies. 








Cover Design: JYOTI THAPA MANI 
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www.jobsahead.com/jobworld.html 


For advertising opportunities go to 
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HESE days, when you shop 
| for clothes abroad, you are 








Businessworld 


sure to find apparel made 
in India even in the biggest stores 
in, say, London, New York or 
Paris. Brands such as Wal-Mart, 
H&M, JC Penney and GAP rou- 
tinely buy garments from India. 
The lower costs of outsourcing 
help these brands to stay compe- 
titive. Last year, $5 billion of gar- 
ments were outsourced from India. That's the good news. 

















But the bad news is that India isn't the only country in this 
game. It is competing against Bangladesh, Pakistan, China 
and Sri Lanka to name just a few. Compared to them, our 
performance has been patchy. Despite its size, today Bangl- 
adesh exports as much as India does. At $50 billion in ex- 
ports last year, China is leagues ahead of us. We have many 
of the ingredients required to emerge as the world's largest 
garment factory. Our labour costs are low, we grow cotton 
and have a well-developed spinning and weaving industry. 
Moreover, our association with textiles goes back 150 years. 


Yet, we lack many of the things needed to become a world- 
beater. Our factories don't have the scale that allows foreign 
buyers to place huge orders, the machinery used is mostly 
outdated and garment exporters arent a united lot who can 
collectively lobby overseas and swing orders India's way. It is 
a moment of reckoning for India's garment industry; with 
quantitative restrictions set to go, the opportunity can only 
get bigger. But will India's exporters be able to seize the mo- 
ment? Assistant editor T. Surendar, who met over two dozen 
exporters across India, says: "Indian garment exporters 
grew up in a protected environment so far. To go out in the 
open market, they will have to change their mindset — get 
more aggressive." 


Meanwhile, India's high streets are feeling the heat from the 
swanky new shopping malls that are coming up all over the 
country. These high streets, places like Park Street in Cal- 
cutta and South Extension in Delhi, represent a way of 
shopping that belongs to an earlier era. Do they have a fu- 
ture? To find out, turn to page 22. 


Sh 


(AVEEK SARKAR) 
CHIEF EDITOR 
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N — COMMENT | OMKAR GOSWAMI — — 5 
À NON-TARIFF BARRIERS FOR IT 


HE first time James Bond and Auric Goldfinger Fourth, additional procedural costs are being imposed 
crossed paths was in Miami, when 007 sneakedinto | by US embassies and consulates in India. Those applying 
Goldfinger's comely assistant's hotel room, and dis- | for Blanket L-1 have to appear in person; so too do H-1B ap- 
covered how the fat man was using a powerful tele- ^ plicants who have worked in an IT company for six months 
scope, a microphone and an earpiece to cheat at | or less. There is talk that the Business Executive Program or 
cards. Bond embarrassed him no end, and then went off the ‘drop-box’ system will either be revoked or severely 
with the assistant to have a hot interlude that only he could modified. So instead of dropping the application in the con- 
have. The second time, Bond arranged to play 18 holes of sular letter-box, there may be need for personal appearance 
golf with Goldfinger at Sandwich, Kent. Here, 007 andhis | for all types of visas as well as additional security checks — 
caddy-in-crime substituted Goldfinger's golf ball on the | leading to delays. The US officials will insist that such pro- 
18th green, and forced him to lose the game. Thethirdtime, | cedures have nothing to do with non-tariff barriers for IT 
while sneaking around Goldfinger's heavily wooded and | professionals, and reflect higher security needs arising out 
well-guarded estate in Europe, Bond was captured by Ko- | of9/11. But these do raise costs in terms of delays. 
rean guards and hauled up to the fat man. It was then that The European situation is also ominous. On 31 July 
Goldfinger, brilliantly played by Gert Frobe, utteredaclassic 2003, Germany will withdraw its Green Card facility — one 
sentence: “Mr Bond, once is happenstance, twice coinci- | that was much touted by the German Chancellor only two 






dence, but thrice is enemy action.” years ago as the means to attract the best and brightest in IT. 
Goldfinger's adage rings true as one sees threats The immediate impact is that IT professionals who 
to the Indian IT sector from countries as di- need to work in Germany will have to factor in 
verse as Indonesia, Malaysia, the Nether- anything between eight and 12 weeks for 
lands, and even the US. This is certainly visa approvals. The UK has done some- 
Se ys dieci teal gin! THERE IS EVERY sr des mate et 
pricks. They represent a growing at- INDICATION THAT MANY ‘skill shortage’ category. Consequ- 
tempt to raise non-tariff barriers ently, clients and vendor companies 
seein India’s IT exports. DEVELOPED COUNTRI ES eel to undergo detailed Kaum 
Let's delve into some facts, ini- HAVE BEGUN TO ERECT that must demonstrate, through a re- 
tially relating to the US — the most cruitment process, the lack of local 
important country for Indian IT and BARRIERS TO INDIAN IT talent before being given the opportu- 
p ry any 88 HOPP 
the most liberal as far as outsourcing is EXPO RTS nity to ask for a work permit. 
concerned. First, while the New Jersey Then there are several grey areas 
bill to restrict state government-funded IT which, in an increasingly adverse eco- 
outsourcing to foreign companies was not nomic environment, can help raise entry bar- 
passed into law, it was the first sign ofresistance to riers. There is very little clarity, especially in Eu- 


outside IT professionals. Given the current US economic | rope, on what services can be offered by a person on à 
environment, there are reasons to believe that other states | business visa — the opacity that contributed to the i-flex 
will attempt to pass similar restrictive bills. imbroglio in Holland and the UK. Equally, nobody really 
Second, the Blanket L visa has been criticised in the US | knows what business services can be performed while on a 
Congress and several state legislatures for alleged misuse, | Schengen business visa in a member country which is not 
and is now under scrutiny. The US Immigration and Natu- the one that issued the visa in the first place. 
ralisation Service might introduce a quota or cap on such L All these barriers are being created in an unco-ordinated 
visas, define strict validity periods, introduce minimum or | manner. But, taken together, they represent a growing fear 
comparable wages for Indian on-site professionals, raise | ofjob losses in the US, UK and the rest of Europe. Just as 
the bar of specialised knowledge requirements, introducea anti-dumping measures are used to disturb supply lines 
‘no benching’ and ‘no displacement clause, raise the pro- | and induce importers to move to other suppliers, so toc 
cessing fees and increase the percentage of rejections. could these non-tariff barriers create problems for on-site 
Third, as far as H-1B visas are concerned, the quota | IT business. There is clear and present danger. And we hac 
might be reduced to 65,000 or less. This could be accompa- | better get prepared to deal with them. As Goldfinger woulc 
nied by more demands for evidence on educational qualifi- | say: “Letit not become enemy action." 
cations and work experience, greater scrutiny, an increase | ——— — ———————— eee 
in the number of rejections and, hence, greater delays. | The author is chief economist, Confederation of Indian Industr) 
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ECONOMY 


An interest 
in low rates 


S the Indian economy tantalisingly close to a negative real interest rate 
(interest rates adjusted for expected inflation) scenario? Last week, as the 
inflation rate surged to a two-year high of 6.24?6, economists round the 
country began to wonder if the rising inflation curve would inch higher than 
the falling interest rate curve, resulting in a negative real interest rate. 

Depositors are already facing a real interest rate of around 1.896 — the lowest 
level the economy has seen since 1998-99. The question that now arises is: could 
that rate fall even lower? They could if interest rates continue to fall and inflation 
continues to rise. (See graph.) 

Both are unlikely to happen. Interest rates have already fallen by around 
3 percentage points since last year. Hence, most analysts do not expect anything 
like that to happen this year. 

"It is unlikely that interest rates will fall that much this year, if at all," says Arun 
Kaul, head of PNB Gilts, a primary dealer in the government securities market. 
The Reserve Bank of India will, however, want to keep interest rates low to aid 
economic recovery. 

What about inflation? The current figure of 6.24% is high because of a technical 
reason — last year's inflation rate was low and that low base effect has boosted this 
year's inflation rate. Moreover, real rates of interest reflect expected inflation, not 
necessarily current inflation. 

So what is the inflation rate likely to be for the rest of the year? A look at various 
sectors shows that fuel prices are likely to soften in the post-Iraq War scenario and 
food prices, too, could decline if the monsoons are better than they were last year. 
That leaves inflation in prices of manufactured goods, which has been around 4%, 
says Saumitra Chaudhuri, economist at ICRA. "That's what the inflation rate is likely 
to be for the rest of the year," he predicts. The central bank, too, has made roughly 
the same forecast. 

If they are all correct, where does that leave real interest rates? Let us assume 
that in an extreme scenario interest rates will fall further by, say, two percentage 
points. Then the government will be borrowing at real rates of around 1.34% this 
year (an eight-year low). Depositors will be lending at interest rates of around 0.2% 
(the lowest since financial year 1999 when high inflation meant that the real rates 
on deposits were at -3.1%). And corporates will be borrowing at a real rate of 5.2% 
(the lowest since FY 01). That certainly looks like a tempting prospect for borrowers, 
does it not? 
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THE INFOSYS RESULT 


(Mis) 
Guidance 


"Is this a management credibility issue?’ 
- JP Morgan, Investment Thesis, 
11 April 2003 


T Morgan means is: did 
Infosys misguide investors? 
Let alone a premier foreign 


equity research firm, you wouldn't have 
thought that anyone would ever ask that 
question of one of India's most respected 
companies. But after 10 April, the day the 
software major announced its annual 
results for 2002-03, India’s investing 
community was lashing out in anger. 

For, rarely have so many analysts 


| gone so badly wrong on a company re- 


sults forecast. Infosys had forecast an 11- 
13% growth in earnings per share (EPS) 
for FY2004, whereas analysts had 
pegged the figure at around 18-20%. 
With billions of client dollars, reputa- 
tions and bonuses riding on the call, it 
was a misjudgment of epic proportions. 
The tech bellwether Infosys stock fell by 
40% and Rs 25,000 crore of market capi- 
talisation evaporated off the Bombay 
Stock Exchange in two days. 

“Where did we go wrong?" asked a 
CLSA Emerging Markets report on the 





SECOND THOUGHTS 
The truckers’ 
saga of 
nonsense 





DINESH KRISHNAN 
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NAMAS BHOJANI 


day Infosys declared its results. This was 
the common sentiment on Dalal Street. 
Analysts like Mahesh Vaze of Refco Sify, 
who had presciently downgraded In- 
fosys before 10 April, were the exception. 

But why blame Infosys management 
for an ostensible error of judgment on 
the part ofthe financial researchers? An- 
alysts say that all through the critical first 
three months of 2003, Infosys either 
withheld or gave wrong information on 
a vital component of their analyses: 
billing rate trends. In its Q3 (December 
2002) results, the company stated the 


pressure on billing rates had eased off. | 


But in Q4 (January-March 2003), it went 

on to show the highest-ever decline in its 

billing rates, to the extent of 5%. 
Analysts say Infosys gave no hint that 








there was any change from its guidance | 


ES cum 2 


| s UNI 


Is this whatthe next infosys 


analyst meet will look like? 
VV 


in Q3. Worse, Infosys management flatly 
denied any pressure on billing rates de- 
spite pointed questions on the subject. 
With state-of-the art MIS systems giving 
real time information, analysts allege, 
Infosys would have definitely been 
aware of the decline. “They screwed us,” 


says a senior analyst with a Mumbai- 
based foreign institutional investor. 


Infosys isn't talking. "We cannot 


comment on this," says a spokesperson. 
But some investors are thinking the un- 
thinkable: is Infosys, at an FY 2004 price- 


earnings ratio of around 16, any different 
from old economy stocks like ITC? Be 
that as it may, the last two weeks have 
been a major PR fiasco for a company 


that takes an almost obsessive interest in 
image management. 


MANISH KHANDURI 








E truckers in India don't want 
to pay tolls. We want lower 
diesel prices. We want old 


vehicles to be allowed to ply. We want 
to remain out of the value-added tax 
(VAT) net. We want minimum freight 
rates to be set by the government. Look 
closely and you will see why our 
demands are perfectly ‘reasonable’. 

Why should we, the truckers, pay a 
toll when a cess on diesel is already 
being levied? Who cares if the cess is 
charged to finance road construction, or 
that a toll helps maintain our highways? 
Let other vehicles — car owners, buses 
— pay both charges. We are special. 

We also want various other levies 
paid by us (like octroi) to be abolished. 
They say many levies will be phased out 
once truck companies come under the 





VAT net. But hey, we truckers don't want 


. to be bothered by VAT either. 


We want stable and transparent 
(Read: low) diesel prices. Never mind the 
free market. Or that truckers elsewhere 
in the world bear constantly changing 
prices. Remember, we are special. 

And now that we're on the subject, 
how can they phase out old trucks? 
Where will we go? Is it our problem that 
pollution levels will keep rising or that 


the accident rate will remain high? 


We transporters want the govern- 
ment to fix the lowest rates for freight so 


that there's no unnecessary undercutting 


of prices. And finally, it is of no concern 
to us if companies like Maruti shut down 
their plants because of our strike. Nor 
does it worry us that prices of essential 
commodities are shooting up. w 
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Mukesh Ambani, 
Reliance 





Winners & Losers 


A flurry of developments last week 
has changed the landscape of the 
telecom battlefield 


WINNERS 


Boom Boom BSNL Emerges as the 
new No. 2 cellular service provider 
with 2.25 million subscribers 


Trai gets tough The regulator has 
begun to assert itself. Has asked opera- 
tors like Reliance to offer uniform intra- 
network tariffs (so Reliance may have 
to rework its 40 paise per minute STD 
for new subscribers) 


Hot states Gujarat and Maha- 
rashtra Become the first two circles to 
have over a million cellular subscribers 
after the metros of Delhi and Mumbai 


Bully MTNL Need not pay compensa- 
tion for having stopped interconnect to 
cellular operators earlier this year 


LOSERS 


Reliance checkmated The Trai rul- 
ing on STD pricing could upset 
Reliance's low-price game plan 
Crying cellular operators Pulse for 
calls from BSNL lines to cellphones is 
lowered to 30 seconds. Pulse for calls 
to WLL phones is 90 seconds 


Hutch held-up BSNL overtakes it in 
the cellular subscribers game a 


ANUP JAYARAM 
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The roads 
more travelled 


AMIL Nadu is the latest state to 

be bitten by the build-operate- 

transfer (BOT) bug. The state 
highways department is upgrading 22 
strategic stretches, which it feels has 
enough traffic potential, into two-lane 
highways by handing them over to 
private players. The cost of upgrading 
these 2,000-odd km of roads will be 
over Rs 1,000 crore. The projects will 
be tendered out soon. Earlier, the 
Central government and states like 
Maharashtra and Karnataka granted 
road projects to private players on a 
BOT basis. 

The Tamil Nadu government may 
also give grants for some of these 
projects to enhance their commercial 
viability. Sources say the upgradation 
programme will be completed in three 
years on an "accelerated basis". 

That, however, will be tough. 
Many BOT projects that have already 
been implemented have not done too 
well. In many cases, traffic potential 
has not lived up to expectations. And 
in cases where traffic has been good, 
the operator has not been able to 
monetise the traffic (charge a toll on 
vehicles plying on such stretches.) The 
40-km stretch on the East Coast 
highway connecting Chennai and 
Mahabalipuram, where the task of toll 
collection has been entrusted to a 
private player, too, faced stiff 
resistance from users initially. It 
remains to be seen if the experience 
in the rest of the state is going to be 
any different. 7 
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Som Mittal, the CEO of Bangalore-based Digital Globalsoft, took over as the chairman 
of Nasscom last week. An-ex Wipro chief executive, Mittal is considered a diplomat 
and a smooth networker. Just the kind of skills that the Indian IT industry needs in the 
global arena. BW's Vidya Viswanathan spoke to Mittal about Nasscom's agenda. 


w You were saying that the Indian IT industry is at an inflection point... 
We were earlier selling India and the India advantage. That part is over. Today, we 
need to help customers with handling issues (that arise) while transitioning major 
work, how to handle job losses internally... We have to create awareness among regu- 
lators, policymakers, (US) Congressmen that we are creating long-term sustainabil- 
ity for American firms and saving jobs instead of the other way around. 

The potential is huge.... India is in a unique position. If we are transitioning work 
forone company in the US and other locations, 10 agents there does not mean 10 
here; it would be less if you consolidate. 


w You also talked about sustaining the competitiveness of the IT services industry... 
Customers are going to demand more for less. Newer countries like China and Rus- 
sia are going to enter the fray. We have to manage cost competitiveness. Share best 
practices across the industry. Get our act together. If the dollar depreciates, how do 
we offset it? What are the services where a customer will pay more? 


@ Will industry members really share information? And what are the issues? 

This industry has never seen a downturn before. This is a process of evolution. Now 
there is a lot more traction, lot more sharing of newer issues, ofthe tools we use for 
productivity. How do we control salary structures? We are now talking about it in the 
Nasscom executive council; When our customers begin to ask, 'How do we derisk In- 
dia?" we do not want to be caught on the wrong foot. We should ourselves leverage 
China. There are issues about operating there, but we need to solve that. 

The IT companies here are monoliths. Can we get tiered like other industries and 
use subcontracting? That could take care of costs and flexibility to some extent. To- 
day, India is very visible. A delegation from South Korea visited Bangalore and 
wanted to replicate it in a part of their country. So we have to be on our toes. 





m You were talking about an SME strategy... Is domestic industry subcontracting it? 
Nasscom will help SMEs get market access. If there is a $200-million opportunity in 
Argentina, large companies may not be interested, but SMEs will (be). Nasscom is 
generating country research reports. 





li You were talking about strengthening the India Inc. brand... 

It is only a year ago that industry analysts like Forrester and Giga began covering In- 
dia. We have to proactively work with them. We have to leverage people who have al- 
ready had positive experiences here, organise customer speaks' across the world 
where CIOs talk about their offshoring experiences and the cost and time advan- 
tages that they had. We have begun doing that this year. m 
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erseverance payoffs 


Why India's department stores are uncorking the bubbly 
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NDIA'S department store chains 
are coming of age. Last year (FY 
2003), the combined sales of 
Shoppers' Stop, LifeStyle, West- 
side and Ebony (Globus, the fifth 
chain, declined to disclose its financials) 
grew by 3096 to Rs 630 crore, according to 
exclusive company and industry esti- 
mates available with BW. More import- 
antly, profits doubled to Rs 40 crore. 

Shoppers' Stop is the flag-bearer of 
the good tidings. After a Rs 22-crore loss 
in FYO1 and a meagre Rs 14-lakh profit in 
FY02, itis expected to announce a Rs 10- 
crore profit this year. LifeStyle, too, has 
ended FY03 with an impressive 49% 
growth in profits. Ebony exceeded its 
targets to register a 25% increase in its 
bottomline. "It was a good year. It went 
better than expected, especially in the 
second half," says B.S. Narula, director, 
Ebony Retail Holding. That leaves West- 
side, which almost doubled its profits, 
though aided by some tax write-backs. 

This performance comes after five 
difficult years during which these chains 
pumped in close to Rs 400 crore, set up 
over 40 outlets and coughed up exorbi- 
tant rents for floorspace in prime loca- 
tions, only to see their business models 
run into trouble. 

But now, there is cheer. Says Pan- 
taloons' Kishore Biyani: "The experi- 
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mentation is over. Everyone has sorted 
out their formats.” Take Shoppers’ Stop. 
Till recently, Indian department stores 
relied mainly on sales from new outlets 
to spur growth. But Shoppers’ Stop's ex- 
isting outlets reported double-digit 
growth last year — a clear sign of matu- 
rity. A major reason for this could be the 
use of technology to spruce up back-end 
operations. Subsequently, inventories 
and shrinkage reduced substantially 
and stockouts fell from 20% to 10%. “All 
the investments we have made over the 
past few years in technology are paying 
off now,” says B.S. Nagesh, CEO, Shop- 
pers’ Stop. At LifeStyle, too, efficient 
sourcing raised net profit margins from 
2% (FY 01) to 5% (FYO3). 

At Ebony, incentives to counter-sales 
executives are linked not to the sale val- 
ue of the products sold, but to the profit- 
ability of the sale. Also, individual stores 
have been given more freedom in sourc- 
ing products. The result — the average 
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All figures in Rs crore. Company and BW estimates. *Figures are for the nine 
months ended December 2002 and profits include some extraordinary items 


bill size has increased by 10%. More imp- 
ortantly, Ebony's net profit margin has 
remained stable at 496 and the faster tur- 
naround of products has ensured a hig- 
her return on capital employed. 
Even as the industry was working on 
improving profitab- 
ility, a few external 
factors have hel- 
ped it register a 
healthy topline 
growth. Consumer 
spending has been high, 
accounting for more than 
half of India’s GDP growth. And 
as Ebony's Narula says, the 
low interest rates are leading 
to more spending than sav- 
ing. Finally, changing aspira- 
tions and lifestyles is leading 
to the proliferation of mall 
rats. “Consumers have be- 


2002-03 


6.75 come more conscious of de- 
Tu zb partment stores than before," 
3.20 


says LifeStyles Kumar S. 
Having said that, Messrs 
Nagesh, Kumar, Narula and 
(Noel) Tata (of Westside) 
aren't exactly jumping with 
joy. They now have to wrest 
with new challenges. Narula has raised 
the first alarm: "The product and experi- 
ence differentiation that department 
stores had offered till now is coming un- 
der threat. Other retailers are catching 
up." From now on, says LifeStyle's Ku- 
mar, the chains will have to "provide a 
wider range of offerings to consumers." 
Which is perhaps why he is taking the 
store into new categories like furniture. 
These problems, however, will not 
stop the chains from expanding. This 
year, Shoppers' Stop, LifeStyle, Westside 
and Ebony will add five, three, three and 
five new outlets, respectively. Last 
month, LifeStyle increased the sales tar- 
get for the year to Rs 250 crore. Shoppers' 
Stop aims to grow by 35-40% in FY04 and 
cross the Rs 400-crore sales mark. Ebony 
wants to go past Rs 100 crore without ig- 
noring profits. At this rate, another set of 
retailers too will be celebrating — those 
selling champagne. x 
M. ANAND & M. RAJSHEKHAR 
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US-EU TRADE 


A Chinese 
wall on Iraq 


RADE is not war by other means, 
believes the European Union. So 


even if France and Germany opp- 
osed the US invasion of Iraq, it will not 
affect trade. Herve Jouanjean, director 
(WTO affairs), EU, says: "We have agr- 
eed with our American friends to mai- 
ntain a Chinese wall on trade issues." 

But the official, who was in Delhi 
to discuss issues stalling the Doha 
Round, did not comment on the effect 
on the euro. With oil exports from the 
war-ravaged Opec state at a standstill 
— Iraq denominated its oil trade in 
euro in 1999 — and some of the EU 
members’ commerce with Iraq in jeop- 
ardy, there could be some problems. 
As it is, recently, the WTO ruled 

against the US on its steel tariffs on a 
complaint by the EU and others, en- 
raging US senators and steelworkers. 
If the US refuses to abide by WTO's fi- 
nal ruling in mid-May, there could be a 
far messier situation than Iraq for 
global commerce. Hence, the EU's re- 
luctance to push matters further. B 


NEW INDUSTRY ASSOCIATION 


VERYBODY 
loves emulat- 
ing successful 
people or insti- 
tutions. Nass- 

com has been a success- 
ful attempt at creating a 
vibrant software indus- 
try in the country. So it 
comes as no surprise 
that India's fledgling 
biotech industry, which 
hopes to repeat the suc- 
cess of thesoftware in-. 
dustry, has decided to - 
form a similar associa- 
tion to help it grow. The 
Association of Biotech- 
nology Led Entrepre- 
neurs (ABLE) was formed last week at 
Bangalore Bio 2003, Bangalore's annual 
biotech conference. Will it be able to do 
what Nasscom did to Indias IT industry? 
ABLE'’s objectives are fairly similar to 
that of Nasscom. Formed in 1988, Nass- 
com helped persuade the government 
to form the right policies for the growth 
of IT. One of ABLE' priorities is lobby- 
ing, although it avoids using this word. 
Like Nasscom, ABLE is also creatinga _ 
database of biotech companies, institu- 
tions and laboratories with links to their 





EnABLE biotech! 


websites. It is also trying 
to create partnerships, 
once again like its role 
model, between various 
biotech institutions and 
companies in India and 
. abroad. The Indian 
biotech industry needs 
help here: it badly wants 
to showcase its research 
capabilities to the rest of 
the world. 
— But the similarity 
with Nasscom ends 
thereas the two indus- 
tries are quite dissimilar. 
Thebiotech industry 
has a set of unique prob- 
lems. It needs a complex 


| and fair regulatory framework. It needs 





| funds that can seed new ventures. The 


software industry has no such prob- 
lems. ABLE will step in here to aid the 


| biotech industry. There are still thorny 

_ issues like IPR (intellectual property 

| rights), safety and ethics to be sorted out 
. before the industry can flourish. It is not 


| yetclearwhether the regulators will or 


should listen to the private companies, 
but ABLE at least creates a common 


| voice forthe biotech industry. E 


-Offbeat The curious case of the fat pay cheque— 


puses was not around who was doling out the fattest 

salaries but how much the recruits were getting. Ever 
since it was reported that financial services firm Capital One, 
the best-paying global recruiter, had offered a starting salary 
of $82,000 to an Indian Institute of Management-Ahmedabad 
candidate but $130,000 to an IIM- Bangalore graduate, this 


T HIS placement season, the buzz in management cam- 


I E Y 
— $ 


Campus talk: How much are thêyireally getting? T 
jh A WAT 





mystery dominated campus talk. Things got more bizarre 
when it was heard that the best paying domestic recruiter, 
Triniti Corporation, offered Rs 16 lakh at IIM-Kozhikode and Rs 
14 lakh at IIM-Calcutta for similar job profiles. 

But here is a simple clue, the 'cost to company' (CTC) that 
HR managers use to lure new talent, to solve the case. In a 
package that includes CTC, the money that a firm will spend 


on training you abroad, the office rental that it pays on a floor 


Y Nx 


area basis and long-term benefits like gratuity and pension 
get counted as ‘salary’. 

Some institutes go to town with the CTC figures. That is 
how the Faculty of Management Studies quotes a higher aver- 
age salary than some of the IIMs. IIM-A quotes salaries sans 
the fancy trimmings with only "realistic" CTC (benefits that ac- 
crue to an employee directly like pension, PF, etc.) taken into 
account. So now you have solved the mystery! ra 


SUPRIYA KURANE 
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GERMS AND THE GDP 


EWSPAPER headlines in these past four weeks have | nored and needs to be taken seriously. Some economists 
been dominated by scary tales of guns and germs. | have argued that germs can seriously affect a country's abil- 
But have we been paying too much attention to the | ity to grow its economy. John Gallup and Jeffery Sachs of 
gas masks in the desert and too little to the health | Harvard University, for example, say that malaria and 
masks in airports around the world? poverty are "intimately connected". Data from 1965 to 1990 
It is possible that the new respiratory illness spreading | shows that after taking into account other factors such as 
panic across Asia will do more damage to the world econ- | initial poverty, economic policy, tropical location and life 
omy than Gulf War II. Morgan Stanley's Stephen Roach — | expectancy, countries with severe malaria grew 1.3% lower 
an economist whose words move the global financial mar- | a year. A 10% cut in the incidence of malaria translated into 
kets — says that the SARS epidemic is like thelaststraw on | 0.3% higher growth per year. 
the camel's back. The world economy is already burdened Malaria, of course, is a long-term problem. The SARS 
with the effects of the bubble economy and rising fuel | epidemic mimics earlier episodes, when a dangerous virus 
prices. Asia's newly-discovered respiratory illness could | spread along major trade routes and damaged economies 
bring itto its knees. Roach has now forecast a worldwidere- | and societies in other parts of the world. (The one big ex- 
cession in 2003. Economic growth will be just 2.4%, alittle | ception is the influenza that killed 17 million Europeans at 
below the global recession threshold of 2.596. The world | the end of World War I. It was carried around by soldiers.) 
economy could actually shrink in the second quarter ofthis | Bubonic plague first arrived in Europe in the sixth century, 











year, says Roach. but did its worst as the Black Death epidemic 800 
Let us take a look at what investment banks years later, when a new overland trade route to 
have to say about it. ABN Amro has already China brought the plague from Central Asia 
cut its forecast for Hong Kong's growth to Europe. 
from 4% to 3.5%, assuming that the epi- It is the trade routes that still carry 
ge "| Mini com control by v Lad pepe: a the oni ron N T deles the 
end ofthis month. The government o worst health scares have been seen in 
J 
Taiwan says that the SARS scare will big trading hubs like Hong Kong and 
mean losses of a whopping $244 mil- IN ASIA THREATENS TO DO i | iced 
pping $ Singapore. The virus can spread very 
lion for its tourism industry alone. MORE DAMAGE TO THE quickly from here, thanks to the mil- 
Salomon Smith Barney has brought lions of global nomads who move 
down its growth forecast for China WORLD ECONOMY THAN around in jetliner caravans. This is the 
from 7.6% to 7.3%. And BNP Parib ft underbelly of globalisation. Y 
ida the SARS viria could bo i full THE WAR IN IRAQ dm ded bé e si s ahah 
percentage point off Chinas growth rate. worry. It could be a foreign exchange crisis. 
Are all these investment banks being too Orit could be a killer virus. 
pessimistic? Is the impact of the disease really Hong Kong's shopping malls are wearing a de- 
greater than the impact of the war? There's a simple way serted look. Hawaii's economy has been hurt by a lack of 
to find out. There are clear economic upsides to the war — | Chinese tourists. Airlines have already grounded large parts 


reconstruction contracts in Iraq and lower oil prices, forex- | of their fleets. Singapore’s government has stopped the 
ample. Can you list even one way that the Asian flu can ben- | night shift at a large semiconductor plant because it sus- 
efit the world economy? It is unlikely. pects workers there have been infected. And even Banga- 
Epidemics can do lasting damage to societies and | lore's technology companies say that new client visits have 
economies. In an astonishing book called Guns, Germs And | dried up in recent months. 
Steel, evolutionary biologist Jared Diamond has traced the And that's why economists like Stephen Roach are wor- 
interplay between war (guns), disease (germs) and eco- | ried. The Asian economies are the only power boats in a 
nomic development (steel) over thelast 13,000 years. He | cesspoolofglobal stagnation. And they are largely being fu- 
goes on to argue that the Europeans were able to colonise elled by tourism and consumption. And the SARS threat 
the world not only because of their superior weapons and looms large. “SARS is knocking the wind out of both,” says 
technology, but also because they decimated local popula- | Andy Xie, another Morgan Stanley economist. 





tions with their diseases — measles, typhoid and smallpox, That could lead to real shock and awe for the Woda 

for example. He calls these diseases “Europe's sinister giftto | economy, far more than the military fireworks in Iraq. 

other continents". een SHE NER Seat ee, DU MU HUE nz deca FX oa ee P 
Itis a controversial thesis. Yet it is one that cannot be ig- The author can be reached at niranjan_r@hotmail.com. 
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M. RAJSHEKHAR 


OR more than four centuries now, 
Delhi’s Chandni Chowk has re- 
tained its charm. Nothing quite 
matches its smells and sounds. 
When French physician Francis 
Bernier visited India way back in 1663, in 
Chandni Chowk he found shops selling 
fruits from Kashgar in Afghanistan, gold 
and silk brocades from Varanasi and 
Surat, jewellery and wine. He noticed the 
kahva khanas — tea houses where the 
locals would gather to sip the brew and 
talk about the events du jour. Bernier la- 
belled Chandni Chowk as the most im- 

portant commercial centre of the East. 
Its pre-eminence continued till the 
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HIGH STREETS - 


D 


1930s, when the colonnaded arcades of 
Connaught Circus stole Chandni 
Chowks lustre. And today, India's oldest 
high street has lost a lot of its allure. 
Shoppers from all over the capital still 
throng the market, especially when a 
wedding is round the corner. But for 
most part, it now caters to the needs of 
the citizens in Old Delhi. Chandni 
Chowk continues to survive, but the 
power and glory it had during the 
Mughal era remains only in tales that are 
recounted over glasses of sweet milky 
tea in stalls that are, at best, an apology 
for the kahva khanas. 

Today, a similar story of rise and fall 
could well be playing out across Indias 
major high streets, which have domi- 


nated the retail sector for several 
decades. Their names are all too famil- 
iar: Pondy Bazaar, Nungambakkam, My- 
lapore, Anna Salai and Commercial 
Street in Chennai. Brigade Road and In- 
dira Nagar in Bangalore. Linking Road, 
Colaba Causeway and Breach Candy in 
Mumbai. Connaught Place, South Ex- 
tension and Karol Bagh in Delhi, and 
"ark Street in Kolkata. 

With each of their annual turnovers 
anywhere between Rs 500 crore and 
Rs 2,500 crore, these bustling high 
streets determine the fortunes of several 
Indian enterprises. Take just one — ap- 
parel brand Arrow. Its business head, 
Janak Dave, says: “Seventy per cent of 
Arrow’s sales come from just 15 high 
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the limelight 





HEMANT MISHRA 


Bright lights of the big city — 
as dusk falls, the neon signs of 
of apparel and footwear shops 
come to life. But new-fangled 
shopping malls sprouting up 
all over town threaten to steal 


— 


HIGH STREETS 





Is it time to write a requiem for 
India's high streets, or will the 
customer keep coming back? 


streets (outlets) in India." 

But now, questions are being raised 
whether the hegemony of high streets 
over Indian retail can continue. Glitzy 
malls are coming up by the dozen all 
over the country. Delhi already has Ansal 
Plaza. Seven more are expected to come 
up in the satellite township of Gurgaon, 
Haryana, alone. Ditto for Mumbai, and 
every other Indian metro. With their 
snazzy interiors, an offering that is a mix 
of shopping, entertainment and leisure, 
and facilities like parking and childcare, 
the malls are beginning to pull traffic 
away from high streets. 

Two years ago, when Ansal Plaza, 
Delhi's first mall, came up 2 km away 
from South Extension, most retailers 
wrote it off. Today, it is proving to be a 
formidable competitor to South Exten- 
sion. Simran Singh, a Delhi-based retail 
consultant, says: "Today, the high street 
retailers are all feeling threatened (by the 
malls). They are wondering whether 
they should move to the malls." Of 
course, no one quite believes that shop- 
pers will simply desert retailers in high 
streets en masse. Even after being in 
business for a decade, departmental 
stores like Shoppers' Stop, which are the 
anchor tenants for most malls and os- 
tensibly the main draw, do not cater to 
more than 2% ofa city's population. 

Quiet changes, however, are already 
taking place in the way generations of 
Indians have shopped. Today, we are 
much more comfortable with the quality 
that brands connote than with a shop- 
keeper's word about the quality of a 
product. Besides, as cities grow outward 
and urban lifestyles become more hec- 
tic, more families now prefer to shop on 
weekends, preferably not too far away 
from home and away from the madden- 
ing crowds and even more madding 
parking attendants. Harminder Sahni, a 
principal at retail consultancy KSA 
Technopak, agrees: "The consumer is 
ready now for organised retail." It is no 
surprise that malls are becoming popu- 
lar with city folk. 

So, will malls wean away more and 
more shoppers from high streets? To 
what extent will that affect business on 
high streets? How will high street retail- 
ers adapt themselves to the new chal- 


lenge? And will the high street as we have 
known it, continue to look the same? 


A Peek Into History 


some of the answers lie in the way high 
streets evolved in India. With the excep- 
tion of Colaba Causeway and Con- 
naught Place, the high streets in India 
were not even intended to be that. "They 
were local markets, which somehow be- 
came high streets as one marketer after 
another was attracted by the catch- 
ments profile,” says Devangshu Datta, 
founder of Creatnet Services and a retail 
industry expert. It’s because of poor 
town planning that high streets formed 
by themselves, says Arvind Singhal, head 
of KSA Technopak. The unplanned 
growth resulted in unplanned market- 
places with an erratic mix of shops and 
the inevitable parking snarls. 

Take South Extension. From a nest- 
like office above his shop, K.P. Malhotra 
has seen the market take its present 
shape. It began with little more than a 
few shops, all meeting the usual bou- 
quet of suburban demands — dry- 
cleaning, small eateries, household pro- 
visions, tailoring, and so on. Back in 
1967, Malhotra himself opened a super- 
bazaar, selling household groceries, toys 
and medicines. That began to change in 
the 1970s, as people from adjoining sub- 
urbs — New Friends Colony, Defence 
Colony and Green Park — began flock- 
ing to South Extension to shop, even 
though they had their own community 
markets. The high street was forming. 

According to Malhotra, the reason 
was simple. DLE which was developing 
that part of Delhi, had constructed 
much larger shops (2,250 sq ft) than 
what the Delhi administration was mak- 
ing. This allowed the shopkeepers here 
to offer a bigger range. Moreover, the 
market was located on Ring Road, a 
prime thoroughfare. In tandem, these 
factors pulled in people who lived far be- 
yond South Extension. And, seeing the 
numbers coming to the market, more 
and more retailers began setting up 
shop there. Jewellers and antique deal- 
ers came in, as did saree shops, shoe 
stores and garment outlets. In 1975, 
multibrand outlets were being set up. By 
1988 or thereabouts, when the multina- 
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tional brands began en- 
tering India, the first busi- 
nesses in the market — 
the kirana shops, 
chemists and dry clean- 
ers — were winding up. 
Their owners were realis- 
ing there were better 
businesses — like multi- 
brand outlets (MBOs) — 
to be run. Malhotra him- 
self forayed beyond 
household provisions 
into electrical goods, be- 
fore eventually setting up 
an apparel MBO — 
Gopaljee. 

By the mid-90s, the 
MBOS, too, were winding 
up. Companies were not 
happy with their perfor- 
mance. Says Rajendra 
Mohan, who runs Pall 
Mall, an apparel MBO in 
the market: "We pick and 
choose from a company's 
entire range, sometimes 
stocking just one cate- 
gory.” That forced com- 
panies to scout for exclu- 
sive outlets. That is when 
the real estate prices on 
the street went sky high 
and the balance of power 
between the brand-own- 
ing company and the 
shop owner tilted all the 
way in favour ofthe latter. 

In the first few exclusive outlets that 
were set up, the shop owner (or tenant) 
collected the stocks and ran the store. 
But as the demand for real estate kept in- 
creasing, the shop owners realised there 
was no pressure on them to sell. All they 
had to do was ask for a minimum guar- 
antee, a sum of money to be paid to 
them every month or year irrespective of 
how the outlet was doing, from the com- 
pany. If the company demanded higher 
sales, the shop owner could switch loyal- 
ties, especially since there were always 
some brands jostling to occupy that 
same space. 

As more new brands continue to en- 
ter the market, the fight for real estate 
on the high street is getting desperate. 
For two years now, apparel brand Pro- 
vogue has been scouting for space for an 
exclusive outlet in South Extension, 
without any luck. Provogues senior vice- 
president, Vishal Mirchandani, has as- 
siduously chased every lead and come 
tantalisingly close to finalising a deal on 
four occasions. But each time, the talks 
broke down. These markets are very gos- 
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sipy, he complains. Each of the four 
times he had finalised the deal with the 
shop owner, someone or the other found 
out what the terms were and offered the 
shop owner a sweeter deal that kept 
Provogue out. 

But, ever since Ansal Plaza came up 
in late 1999, it has created a scare among 
the retailers in South Ex. Ask Malhotra, 
who also heads the Traders’ Association 
of South Extension (Part II), and he will 








tell you that the mega 
mall has not affected 
sales. But that's partly be- 
cause he also helps com- 
panies find property on 
the street. But, towards 
the end of the conversa- 
tion, he said: "The market 
is crowded only on the 
weekends. It was not like 
this earlier. We used to get 
our bread and butter 
from this market. All we 
get these days is bread." 

Of course, South Ex is 
fighting back. Parking fa- 
cilities are being im- 
proved. Shopkeepers are 
also coming together to 
conduct their sales at the 
same time. 

But that clearly is not 
enough. South Extension 
(Part II) lacks an eatery 
like McDonald's or Pizza 
Hut. Malhotra and his 
team have been trying to 
get an eatery into the 
market for a long time 
now, but to no avail. Mc- 
Donald's was interested, 
but it baulked at the high 
rentals. In a market where 
rentals are about Rs 250 
per sq ft, it was unwilling 
to go above Rs 100. 

Forging a common 
strategy among a dis- 
parate bunch of shop owners is not easy 
either, even for an old-timer like Malho- 
tra. Most shop owners tend to actin their 
own self-interest. And they are not will- 
ing to settle for the lower rentals that Mc- 
Donald's offers, even if it is in the interest 
of the entire market. With all the shop 
owners pulling in different directions, 
getting the retail mix right on high 
streets is another huge problem. Or is it? 


DINESH KRISHNAN 


Skewed Economics 


Consider Linking Road, Mumbai. When 
the first Shoppers’ Stop came up in And- 
heri, many felt that this high street in 
Bandra was doomed. But that proved to 
be greatly exaggerated — the street con- 
tinues to flourish. In the years after the 
Shoppers’ Stop came up, the street has 
not died. If anything, it has expanded 
considerably. What has happened, 
though, is that the composition of the 
shops on the street has changed signifi- 
cantly. 

One, most of the multi-brand outlets 
have downed their shutters. Two, lots of 
exclusive (single brand) outlets have 
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been set up. Three, the kiranas, chemists 
and dry cleaners left the street for the 
smaller streets running parallel to it. 
Again, because their owners realised 
that there were more profitable busi- 
nesses to be run. 

From his ColorPlus outlet, store 
manager Harshad Thakker has seen the 
market change. In 1993, he recalls, shirt 
brand Arrow set up the first exclusive 
showroom on the stretch. Then came 
Weekender, Benetton, Nike, Woodland, 
Adidas and ColorPlus. During that pe- 
riod, real estate prices were very low 
(Rs 200 per sq ft), which increased, 
reaching a peak of Rs 400 in 1995-96. The 





high street extended to the north after | 
Titan, Arrow and Bata came in, followed | 


by a Satguru’s, Tresorie and Nike. To the 


south, a cluster began developing © 


around Blues Bizaar. Opposite that, a La- 
coste outlet came up. Followed by a Lee. 
The other thing Linking Road is known 
for is footwear. All the big names are here 
— Woodland, Nike, Reebok, Adidas, 


Brigade Road, ` 


Bangalore 


. With three new shopping malls 
coming up in the city, real | 

estate prices on this street, the 
- hottest shopping destination in 
town, are going south 





Bata. MBOs like Metro, Regal, Lords, 
Scandal, Citywalk and MB have been 
here since 1997. 

In other words, instead of widening 
the retail mix, Linking Road homed in on 
two main categories: apparel and shoes. 
You will not find bookshops or music 
shops on Linking Road. It is only now 
that household furnishing shops have 
started coming up. 

Intrigued? Much of this is linked to 


the hard economics of high street retail- _ 


ing and the returns that each retailer ex- 
pects. With current real estate costs on 


Linking Road at Rs 250-350 per sq ft, the _ 
only businesses with sufficient margins | 


were apparel and food. 

Both apparel and food brands com- 
pete fiercely to get on the high streets 
largely because of the sheer traffic that 
they pull in. Chetan Shah, the head of 


Pepe, adds: "Conversions on the high | 
street are much higher." As many as 75- | 


80% of the people who walk into his 


store on Linking Road end up buying - 


something or the other. 


But the rentals are now so high that | 


even the apparel and food brands are 
finding it hard to stay profitable. On an 
average, says Ashok Mukhi, who runs 22 
exclusive stores in Mumbai alone, “min- 
imum guarantees on the street have 
gone up by 5-796 every year’. He attrib- 
utes this to jumps in rentals and operat- 


market in M block in New Delhi's 
Greater Kailash Part I. Here, every 
month, two outlets on an average suc- 
cumb to the high rentals. Malhotra told 
Businessworld that a 3 ft by 3 ft shop in 
South Ex had been sold to a paanwallah 
for Rs 57 lakh! 

Somehow, despite the wonky eco- 
nomics, companies still want to be on 
the high streets. Notes Prakash Nedun- 
gadi, president, Madura Garments: “A lot 
of people see a high-street outlet as 
quasi-advertising — and take money out 
of their ad budgets to make the case for 
these.” Especially new brands tend to 
look at a high street presence to boost 
visibility. But the crowd makes it harder 
for the established brands. Take Pepe. 
Shah laments how hard itis to find a high 
street store that can be viable. “Negotia- 
tions always involve lots of horse-trad- 
ing with the owners. The ideal rent to 
sales ratio would be around 10%. But I 
doubt if anyone gets a rate like that on a 
high street." 


A Paradox On High Streets 


Till now, when a company walked out of 
a high street, three others were queuing 
up to replace it. That will change now. 
KSA Technopak’s Singhal says: "While 


|! South Ex is four times as expensive. The 


ing costs. Alternatively, he says, ifa com- | 
pany does not want to offer minimum 


guarantees, they can give retailers a flat 
40-45% margin. Comments Provogue'’s 
Mirchandani: "The rates in these places 


are ridiculous. All the shopkeepers think 


they are sitting on a goldmine." Take the 





turnover from these stores is not four 
times as high. It is probably twice as 
high. Earlier, companies had to beon the 
high street to get a good hit rate. Today, 
once the malls come up, it is likely that 
they will get that in the mall." Agrees 
Madura Garments' vice-president (mar- 
keting) Vasanth Kumar: "From our point 
of view, I can get three (shops) in malls 
for the price of one store 
on a high street." 

Margins for an exclu- 
sive store are already un- 
der pressure. As the sub- 
urban malls enter the fray 
in Mumbai and Delhi, 
more customers will stop 
travelling long distances 
for high-street shopping. 
New customers will not 
come to the high street, 
says Madura Garments’ 
Kumar. He adds: “They 
will go to the malls. The 
best the high street stores 
can do is retain their exist- 
ing customers.” 

So where does that 
leave the shops that were 
2 opened on high streets? 

g The options are lim- 
3 ited. Shoppers’ Stop CEO 
B.S. Nagesh says a new 
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marketplace forms when a mall 
comes up close to a high street. 
With the neighbouring shops 
offering categories that com- 
plement the mall, not compete 
with it. This could be a category 
like jewellery. Vasant Nangia, 
the founder of jewellery chain 
Oyzterbay, says his outlet on 
Linking Road has been doing 
much better business since the 
Shoppers' Stop came up on that 
street. He does not prefer a con- 
cessionaire stand inside the de- 
partment store, as there is not 
enough space to showcase his 
entire range. 

How do independent shop- 
keepers fit into this larger mar- 
ketplace? Well, Pall Mall's Mo- 
han is going upmarket with a 
vengeance. In the last three 
years, he says, “we have moved 
away from the regular brands to 
imported brands — Versace 
Sports, Calvin Klein, Zegna, Cerutti, 
Valentino." He is focusing on one seg- 
ment in menswear and going more up- 
market than Shoppers' Stop. 

But then, Pall Mall is able to fight 
back the threat from Ansal Plaza be- 
cause he works out of a 6,000 sq ft shop. 
Most retailers are not that lucky — their 
shops are barely 1,000 sq ft, which limits 
the range they can offer, or the cate- 
gories they can get into. What will they 
do? This is when things get interesting. 
When the retailers start casting about for 
new businesses, they will find they live in 
paradoxical times. While the high street 
is under threat, the retailers themselves 
have much more freedom to choose 
what they want to sell. 


A Question Of Real Estate 


The possible scenarios look interesting. 
On Linking Road, high real estate costs 
allowed retailers of only two categories 
— apparel and footwear — to survive. 
But real estate prices there will fall as 
malls come up. So retailing other cate- 
gories on the high street will become vi- 
able businesses once again. 

Take Brigade Road in Bangalore, for 
instance. The city has a very small retail 
market. And now, three malls are com- 
ing up in thecity. When they do, they will 
draw away business from the high street. 
Real estate prices on Brigade Road are 
already falling, says Anurag Munshi, as- 
sociate director (research), Jones Lang 
Lasalle, a real estate company. He ex- 
pects prices to settle down to the same 
level as the malls. 

In Mumbai and Delhi, retail prices 











will not fall as soon as new malls come 
up. Even so, the prices are heading 
south. There are two reasons for that. 
Not only is the supply increasing, de- 
mand, too, is falling. Companies like 
Provogue are already planning to con- 
centrate on malls from now on. “We 
have outlets in almost all the major high 
streets now,” says Mirchandani. Madura 
Garments, too, is looking away from the 
high streets. Kumar plans to open his 
2,000 sq ft exclusive outlets, Planet Fash- 
ion, in semi-commercial and residential 
areas. "We expect more business now to 
come out of the good residential areas," 
he says. 

In this scenario, a lot will depend on 
how well-to-do the immediate suburbs 
are. Take South Ex. It is bang on a prime 
thoroughfare like Ring Road, so traffic 
will stay high. Moreover, its local catch- 
ment comprises the moneyed class. 
Malhotra says: "The beauty of this mar- 
ket is that no one here questions the 
price. The people who shop here have 
tonnes of money — businessmen with 
black money, bureaucrats with bribe 
money." On streets like this, it is viable 
for shopkeepers to follow Mohan's cue 
and enter niche categories. He cited 
swimwear and sports goods as two likely 
categories. As malls force rents on high 
streets to fall, it might become possible 
for niche category stores to become 
profitable again. 

But that will not be possible every- 
where. Every high street cannot hope to 
sell Cerutti and Armani and Gucci. All of 
them do not have a clientele that is afflu- 
ent enough to support a premium 
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brand. That is when all the players who 
left the high streets earlier — the kirana 
stores, the dry cleaners — will come 
back. KSA Technopak's Singhal says 
shop owners on high streets moved out 
their own businesses when they saw the 
kind of money they were foregoing by 
not renting out the spaces to exclusive 
outlets. As exclusive outlets scrambled 
for space on high streets, minimum 
guarantees, money the owner of the 
space would earn irrespective of the 
level of business, came about. Now, as 
the rates fall, the drugstores, bakeries 
and gift shops will probably come back. 
Even internationally, high streets have 
been through the same cycle. They have 
become more mass, with a tenant mix 
consisting of plenty of middle-of-the- 
line brands. 

In other words, they will go mass. Just 
like Chandni Chowk. x 





With reports from Ranju Sarkar 
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T. SURENDAR 


N his office in the dusty Okhla Industrial Estate in Delhi, 
Roland Arvidsson often tends to get distracted. You could 
blame it on the sultry Delhi heat, but the 6'3" Swede has 
more pressing things on his mind to really worry about the 
weather. As the country manager for the $6.2-billion Swe- 
den-based fashion garment retailer H&M International, 
Arvidssons task is to identify Indian garment manufactur- 
ers who can make high-quality readymade garments for H&M. 
These skirts, shirts and blouses made in 
India will then be sold through the 900- ia 
outlet chain that operates in 17 countries E 
in Europe and the US. Sourcing from 
countries like India will help H&M shave 
off costs for the 550 million items it sells 
every year and allow it to boost its profits 
and stay competitive. 

During the 13 months that he has been 
in India, Arvidsson has located 40-odd 
suppliers. But he needs more. Last year, 
Arvidsson placed orders worth $100 mil- 
lion with Indian garment manufacturers. 
This year, the orders could grow by at least 
20%. But that depends on whether Arvids- 
son can find enough companies that can 
make garments to H&M's stringent stan- 
dards. So far, the going has been tough. 

It is the same story for the rest of the 
leading global retail chains. In the last two 
years, as many as 10 of them have quietly 
set up shop in India. Till even a year ago, 
many of them operated through local buy- 
ing agents. But now they want to reduce 
the number of intermediaries. The $220- 
billion Wal-Mart, the world's biggest re- 
tailer, set up a liaison office in Bangalore a year ago. US retailers 
JC Penney and GAP moved into the capital last year, while Ger- 
man mail order company OTTO is now in Mumbai. And British 
retailer Marks and Spencer is here too. 

It is yet another important signal that India is on every big 
retailer's radar. And a huge opportunity has suddenly come 
knocking on its doors. There's clear evidence too: in 2002, these 
megaretailers sourced $1.5 billion worth of garments from In- 
dia, up from $800 million in 1999. Of course, that's a lot less 
than what they sourced from China last year: $8 billion (Chinas 
total garment exports add up to $50 billion!). And if these big 
buyers are to be believed, India's share could grow substan- 
tially. Says H&M's Arvidsson: "We do not want to put all our 
eggs in China. At least one-third of our business could come to 
India." According to the National Textile Policy of 2000, if things 
go well, Indian exports could touch $25 billion by 2010, push- 
ing up India's share from 2.5% of the $200-billion world market 
to about 12.5%. That means creating from scratch — in seven 
years flat — a business that is as big as the Indian software ex- 
port industry is now. Textile consultants Creatnet Services puts 
the figure at a more conservative $15 billion. But even that 
means the industry will have to grow at a steady clip of 20% 
every year, double its current rate. 

The floodgates will open just two years from now. That's be- 
cause until 2005, retailers like Wal-Mart and JC Penney can only 
buy a fixed quantity of garments from exporters in countries 
like India, China, Indonesia, Thailand and Sri Lanka. In 1974, 
the US and European countries had imposed a quota system — 
referred to as the Multi-fibre Agreement (MFA) — to protect 
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(left) and 
(right) are on the lookout for quality producers 


Fa the first time, global retailers like the $220-billion Wal- 
Mart and the $32-billion JC Penney are setting up liaison 
offices in India, looking to source $3 billion worth of gar- 
ments from India in the next three years. 


The world’s garment trade will be freed from the three- 
decade-old quota system that restricted exports. Indian ex- 
porters can then use their cost edge to crack open the US 
and European markets and enlarge their share of the pie. 


Tie government has taken a number of hard decisions in 
recent times. Garment manufacturing is no longer reserved 
for the small-scale sector. 10096 foreign direct investment is 
now allowed in the industry. Last year, the government 
levied excise duties on the small powerlooms for the first 
time to create a level playing field among weavers. 
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Knock, knock... 


Who's Ready? 


Global retailers are out in strength in the Indian 
market, looking for garment makers with scale 
and quality. They aren't finding enough of them 
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their domestic industries. In another two years, thanks to the 
WTO pact of 1995, the MFA will go. The market will then be 
thrown open to competition — and India along with countries 
like China, Thailand, Indonesia, Bangladesh and Mexico is 
squaring off for a fair chance to slice off a large share of the pie. 

The stakes are huge and the race to emerge as the preferred 


sourcing destination has started. Wal-Mart has already set up | 


its own outfits in China, Thailand and Vietnam after snapping 
ties with its exclusive global buying agents, the Hong Kong- 
based Perl. Buyers from H&M, too, have fanned out to 17 coun- 
tries, including China, Bangladesh and Pakistan. "Interna- 
tional competition is strong. India will have to compete against 
16 other countries to win an order,” says Arvidsson. 


It will be tough. The biggest Chinese firms have a turnover | 


of $800 million-1,200 million, nearly three 
times the size of India’s biggest firm, Orient- 
craft. Bangladesh churns out as many gar- 
ments as India from a fifth the number of 
factories as India. Thailand does almost the 
same business as India with a workforce a 
third the size. India lags behind all of them 
on technology, productivity and scale. 

But India does have a few things going 
for it. A World Bank study says that Indian 
labour costs are amongst the lowest in the 
world. India has ready and cheaper access 
to the basic raw material. The technological 
standards in the Indian spinning industry 
are fairly modern, almost comparable to 
China. And Bangladesh and Sri Lanka do 
not have either spinning or weaving indus- 
tries and, hence, have to import the fabric. 

So, if India plays its cards right, 
garments made in Tirupur, Ludhiana and 
Delhi could flood the high streets and malls 
in the West. A few foreign manufacturers 
like Hong Kong-based Luen Thai and Sri 
Lanka's Mast Lanka plan to set up units in 
India. Says Luen Thai vice-president 
Richard Ellert: “If the policy is clear, we would certainly place 
India at the top of our list of potential manufacturing sites." 

But if the Indian garment industry fails to position itself 
right, it could lose even the $5-billion export business it con- 
trols now. As the 2005 deadline draws near, global retailers will 
increasingly seek to consolidate buying among a few exporters. 
Says Wal-Mart's general manager P Jagannath: "We are looking 
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for suppliers who can grow with us. They must have the ability | 
to invest in new capacity and build a transparent supply chain.” 


India's presence is largely confined to the lower end of the 
value chain, in making basic garments like T-shirts and shorts. 
China, on the other hand, makes the more value-added wom- 


en's formal wear and suits. Competition from Africa and (s 


unless Indian garment makers look for newer segments or find ced 


Bangladesh is now rampant at the lower end of the market. So 


ways to add value, it could miss this opportunity to be the gar- 
ment factory to the world. 

That would spell disaster for the 20,000-odd export-ori- 
ented units located across Ludhiana, Tirupur, Mumbai, Delhi 
and Bangalore. After all, over 3 million directly work in the gar- 


ments industry and another 4 million depend on it indirectly, | . 
making it among the biggest employment providers in the _ 


country. Besides, garment exports are India's second-largest 
net foreign exchange earner and a blip will be a big setback. 

Soare the Indian garment exporters ready for their moment 
of reckoning? 










tucked away in a row of hardware factories in Sector 18 in 

Noida near Delhi. The building's facade carries a layer of 
soot, typical of most industrial estates in India. A group of un- 
kempt factory workers hang around near the entrance. The dri- 
veway is choked with trucks and other vehicles. Nothing that 
would even remotely give the casual visitor any clues about 
Dhingras actual business. 

Dhingra's company, Orientcraft, is India's largest garment 
exporter with a turnover of Rs 450 crore. Stuff made in his fac- 
tory eventually sport the Armani, Espirit and Ralph Lauren tags 
and are sold in retail outlets across the globe. Dhingra started 
out in 1972 and has grown his business in a regime that dis- 
couraged global capacity factories. The result: he has a huge 


Qs Dhingra looks like he is. His factory-cum-office is 





HE GOOD NEWS 


Orientcraft’s Dhingra (above), one of the few people who 
have gone for size, is today India’s largest garment exporter. 
The Shirt Company’s managing director Shivanand Shetty 
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right) has set up an integrated factory in Manipal 
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aving spotted the opportunity, progressive companies 


“fike the Delhi-based Orientcraft and Mumbai-based The 
Shirt Company are investing in the most modem production 
facilities and upgrading their design Skills. 






Juyers recognise India’s inherent advantages as a cotton 
owing country that has a well-developed textile industry. 
This ensures that India’s garment chain is complete. Key 
competitors like Bangladesh and Sri Lanka do not have 
spinning and weaving mills. 
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: nlike China and Bangladesh, Indian garment makers 
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“can add value through designing and merchandising. This 
helps in speed-to-market, crucial in the fast-changing fash- 
ion business. 
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chain of 17 factories spread around the city, each of them a sep- 
arate legal entity. The reason? “Garment manufacturing in In- 
dia is fraught with labour trouble. Labour strikes work at the 
slightest provocation,” says Dhingra. With separate factories 
(employing 1,000-1,500 workers each), Dhingra could ensure 
that a problem in one factory would not spread to another. 
Dhingra has had to change. His order sizes — minimum of 


200 dozens as against 20 dozens for the rest of the industry — | 


are now becoming bigger. The logistics of moving work around 
smaller factories was a nightmare. That is why he is building a 
Rs 45-crore factory in Gurgaon. This factory, designed by 
Dutch and Korean consultants, can deliver the output equal to 
nine of his other factories. 

Not only will the factory have separate lines for each prod- 
uct, it will also combine the different stages of the garment 
manufacturing process — cutting, sewing, finishing and pack- 
ing — all under one roof. That way, Dhingra feels he can cut 
lead times by two weeks for his export orders. “Quicker turn- 
around time will allow me to charge a premium in the export 
market,” says Dhingra. He already extracts a healthy premium: 
a typical knitted garment from his factory sells for $7, com- 
pared to the industry average of $4, or the marginally higher 
Chinese average of $4.4. The trick: on-time deliveries and the 
ability to take on large orders. “Infrastructure problems will not 
change overnight. We have to change ourselves 
and look ahead,” says Dhingra. 

If Dhingra has the handle on the global-scale 
issue, Anupam Kothari is using technology to im- 
prove productivity. His name pops up whenever 
there is any discussion of how to use technology 
to automate the labour-intensive processes. At 
the Peenya Industrial Estate near Bangalore, 
Anupam Kothari himself is candid enough to ad- 
mit that he took a huge gamble in 1998 when he 
decided to fundamentally alter his manufactur- 
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Kothari decided to take a huge risk by spending Rs 25 crore 
to automate his entire process. The benefits have been tangi- 
ble. Take, for instance, spreading and cutting the fabric, one of 
the most labour-intensive processes in garment making. De- 
fects in fabric have to be manually marked. But now, FFI can do 
this by metal detection sensors, which scan the defect points 
and then splice the fabric automatically. The effect has been 
dramatic. Realisations have doubled from $6 to $12-13.5. "It is 
now easier for us to meet the peak season demand without 
adding a single person. But this is just the beginning as we have 
just stabilised the process," says Kothari. In the next few years, 
Kothari says the technology and product advantage will play 
out to combat Chinas scale advantages. 

Evidently, Orientcraft and FFI have seen the writing on the 
wall. There are a few others too — prominent among them are 
Zodiac Clothing, Leela Knitwear and The Shirt Company in 
Mumbai, Richa Exports in Delhi, Trident in Ludhiana and 
Gokuldas Images in Bangalore. Says Arun Roongta, editor, 
Clothesline, a leading apparel magazine: "The top 40-45 ex- 
porters have already made their moves. They have been invest- 
ing heavily in the last one year." Most of them expect to grow at 
20-2596 every year for the next three years. 

Much of the rest of the 20,000-strong garment export com- 
munity simply do not have the wherewithal to compete for the 
global sourcing opportunity. 

They look set to slide down a very steep slope. 


HE scene: a conference room at The Oberoi Hotel in Mum- 

bai just days before the World Cup cricket final in South 

Africa. Here, the representatives of Apparel Export Promo- 
tion Council (AEPC) got a chance to present their case to Arun 
Jaitley, the Union commerce and industry minister, who had 
stopped by at the city en route to Johannesburg to watch the fi- 
nals. This was an occasion for the minister to get to understand 
some of the issues faced by garment exporters. What he heard 
left Jaitley feeling completely depressed. "This is one of the 
gloomiest meetings I have attended in the recent times," he 
bluntly told the gathering of 60-odd people. 

Forone, the global sourcing opportunity before India didn't 
even figure once in the industry's parleys with Jaitley. Instead, 
they had a litany of complaints: unlike software companies, 
why did garment exporters have to pay taxes on their export 
profits? Then again, thelast Union Budget had forced exporters 
to pay excise duty in advance and claim a refund after the 
goods have been shipped. That meant funds would be locked 
up with the tax agencies, as refund of taxes was a long-winded 


UNTYING THE KNOTS 


Exports under quotas have been slower than under non-quota exports in 
the last two decades. Textile consultants Creatnet's Devangshu Dutta feels 
that exports will get unshackled after quotas expire in 2005 

Growth target: 20% 









ing strategy. Till then, Kothari's firm, Fibres and 17.9% 
Fabric International (FFI), was a Rs 36-crore op- u S 
eration, making jeans for the European market. ! — 8.83% re 
Kothari discovered the high labour intensity was | a 

hurting margins. Every time his turnover grew by Q1 9-5 c^ e TOM 

Rs 25 crore, he had to add 400-500 people. “There 1980-84 1985-89 1990-94 1995-2000 ber osa 

is lack of trained manpower in India. So training lll QUOTA EXPORTS = NON-QUOTA EXPORTS 

such alot of people is not feasible," says Kothari. — e = 
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process, often stretching six months to a year. At a 
time when the new WTO regime could threaten the 
existence of the garment industry, why was the gov- 
ernment coming down heavily on them, they asked. 
Jaitley parried the questions well — emphatically rul- 
ing out any tax sops. "You have to look ahead as an in- 
dustry and stop demanding concessions," he said. 

But this sombre mood is not surprising. Like the 
rest of the industry, most of the 5,000-odd exporters 
who make up the AEPC are faced with an undeniable 
truth: restructure or perish. For one, a large majority 
of the garment-exporting firms are minuscule in size. 
According to Premal Udani, president of the Clothing 
Manufacturers Association of India (CMAI), a mere 
0.596 of these companies have turnovers of more than 
Rs 100 crore ($21 million) every year. The bulk of them 
export garments worth Rs 20 crore ($4.2 million) or 
less. The biggest player, the Delhi-based Orientcraft, 
has a turnover of just Rs 450 crore. 

The level of automation in apparel-making is rela- 
tively low in India. A World Bank study in 1998 said the 
average investment per machine in a typical Indian 
garment factory was just $250 compared to $1,500 in 
China and $1,260 in Thailand. Naturally, productivity 
is lower among Indian garment manufacturers. For 
example, a Hong Kong manufacturer makes 20.6 
blouses per day per machine while the Indian average 
is 10.2. A McKinsey and Company study noted, using 
the number of shirts produced per day as a measure, 
that productivity in India is 16% of that in the US. 

As the level of competition intensifies, Indian gar- 
ment manufacturers will face two kinds of challenges. 
One, as buyers consolidate and, hence, place bigger 
orders with fewer suppliers, exporters must have the 
scale to compete on costs and quality. That will re- 
quire sizeable capital expenditure, which the smaller 
companies will be hard put to make. Two, manufac- 
turingunits will also need the flexibility and the ability 
to deliver orders on time. For that, the supporting in- 
frastructure required — from fabric sourcing and dyeing facili- 
ties to ports and customs — have to be perfectly synchronised. 


JAYANTA SAHA 





Already, the chinks in the armour are appearing. H&M's | 


Arvidsson and Wal-Mart's Jagannath say they are facing diffi- 
culties in finding enough exporters. Says Jagannath: "We would 
like to move big jobs to India, but the Indian manufacturers just 
do not have the size to take up business." Buyers for German 
mail order company OTTO say that even when they place or- 
ders for a few thousand pieces of a shirt of a certain design, 


mills take more than a month to deliver the fabric. In compari- | 


son, Chinese factories deliver in a week. Worse still, Indian 


processors sometimes use banned chemicals during weaving | 
and dyeing the fabric. OTTO's $2 million worth of supplies are | 


stuck with German authorities as they found a banned, car- 
cinogenic chemical, pentachlorophenol (PCP), in the fabric. 
The buyers are now moving to blacklist Indian manufacturers. 
H&M s Arvidsson has already banned four Indian suppliers as 
they were not able to deliver the promised quality. 

Even as the changes in the world market play out, a sizeable 
majority of the garment industry has still not woken up to the 
challenge. To survive, most of them still expect generous hand- 


outs from the government instead of securing their own future. | 


Arvind Singhal, head, KSA Technopak, says: “A large majority of 


Indian garment manufacturers have competed on price. But | 


now, value additions are critical. And most of them simply do 
not have the technology or the management skills to survive.” 
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The industry was almost killed off by bad government poli- 
cies, like that for (above). 
(bottom right) is now lifting some of the burdens 


ndian garment companies are small and fragmented and - 
cannot invest big capital to capture the new demand. The 
textile secretary says a shakeout is imminent and, after 
that, only 3,000 of the 20,000 companies existing now will 
Survive. The rest will either close or merge. 


| nfrastructure is very poor and hampers an efficient export 
operation. It takes seven days for a shipment from Delhi to 
leave the Mumbai port as against 24 hours in China and 

Thailand. Power cuts are rampant in Bangalore and Tirupur. 


«bo is running out. In the last three years, Bangladesh, 
Vietnam and some African countries have reformed their in- 
dustry and are today more cost competitive than India. 
China, too, could gobble up the entire demand if India does 
not wake up in time. 


BUSINESSWORLD 28 APRIL 2003 


GARMENT EXPORTS | COVER STORY. 


DILEEP PRAKASH 


* 


F course, that is not the full story. Much of the 
(Deis for the mess in the industry lies at the 

government's doors. Over the years, a series 
of weird policies have seriously impacted the 
growth of the industry. Says M.P Gajaria, an advi- 
sor to yarn makers, GTN Textiles: "You cannot 
just blame the garment manufacturers. Succes- 
sive government policies have led to the current 
problems in the industry.” Counters Janaksons' 
president A. Behl: "Steady business from quotas 
and government protection has dulled the gar- 
ment manufacturers into complacence." 

In 1980, when the textile strike was raging 
across Mumbai, the government took the deci- 
sion to encourage small, 'decentralised' power- 
looms (as opposed to organised mills) by offering 
them tax holidays. Today, over 70% of India's 
weaving is done in the 367,000-odd powerloom 
firms that till last year paid no taxes. Weaving was, 
therefore, unorganised with poor technology and quality. It 
also meant that there were not enough entrepreneurs who 
were interested in putting up big money in processing. “Our 
weakness in weaving is now holding back exporters — they 
cannot get quality fabric,” admits Subodh Kumar, textile com- 
missioner, Government of India. 

Now, broadly, there are four important stages before a gar- 
ment is made. Raw cotton is spun into yarn. Yarn is woven into 


China 


fabric. The fabric is then processed (dyed, etc.). Finally, the fab- | 
ric is converted into a garment or a made-up like a towel. In In- 


dia, except for the first stage of spinning, the other three are 
fragmented and under-developed. 

Garment manufacturing, too, remained fragmented be- 
cause it was reserved for the small-scale sector. Manufacturing 
units could not exceed more than Rs | crore investment in 
plant and machinery. This short-sighted policy ensured that 
the big organised sector did not invest in garment manufac- 
ture. In China, most of the companies are integrated players 
producing everything from yarn to garments. 

Two years ago, the government corrected the anomaly by 
throwing open garment manufacturing to anybody who could 
invest. In fact, it went one step further. It has now allowed 100% 
foreign direct investment without any export obligations to 
spur new investment in the sector. 
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A WARPED WEAVE 


India has a full garment chain — from spinning to garments. But a crucial 
part, weaving, is lagging behind. That is pulling down the whole industry 


Total New looms Rate of 
looms installed modernisation (%) 
(1998) (1989-98) (1989-98) 

1,726,590 29,710 1.6 

49,500 6,339 12.8 
133,400 12,648 9.5 
733,300 130,151 17.7 

32,000 94,059 294 

55,000 11,315 20.6 


Source: International Textile Manufacturers Federation 


To correct the skewed development of the industry, it also 
decided to tax the 'decentralised' powerlooms, a politically 
tough decision. However, the excitement is yet to catch on. First 
of all, the year after the government corrected the policy gaffes, 
exports fell and exporters were not willing to look beyond that 
year. Now, with orders flowing in, exporters like the Mumbai- 
based Kaytee Corporation are running at full capacity. The un- 
expected rush of orders redirected from China, Hong Kong and 
Singapore due to the Severe Acute Respiratory Syndrome 
(SARS) epidemic has temporarily eased the pressure on manu- 
facturers. In the meeting with Jaitley in Mumbai, Raju Goenka, 
aformer chairman of the AEPC, said: "This was a year of Indian 
fashion in Europe and so Indian companies did well. But the 
outlook is still very grim for the industry." 

Of course, there's a way for the government to atone for the 
sin of strangulating and almost killing Indias most promising 
industry: by making sure that poor infrastructure now does not 
come in the way of Indian industry getting its due in the global 
market, when opportunity has come calling once again. 

But huge bottlenecks do remain. Last year, on 31 Decem- 
ber, The Shirt Company wanted to air freight a shipment of 
shirts to Germany. The shipment had to clear customs by mid- 
night if The Shirt Company were to utilise that year's quota — 
quotas for the year compulsorily expire on 31 December. As the 
truck carrying the consignment wound its way through Mum- 
bai towards the airport, it got stuck in a traffic jam that lasted 
from 5 p.m. to early morning on 1 January. The reason: Hyatt 
Regency was opening its new hotel and the road was blocked to 
accommodate VIP guests. The Shirt Company lost that year's 
quota. This is not a stray problem. A few days ago, the comput- 
ers at the customs department in Mumbai broke down and did 
not come on for a full week. In the subsequent week, customs 
agents went on strike to protest against the customs depart- 


ment. While H&M's Arvidsson wants to crunch delivery time by 


a few weeks, it takes a week to transport goods from Delhi to 
Mumbai by road. A World Bank study says Indian transaction 
costs are 1596 higher than that of competitors. 

Labour laws in the country are yet another big stumbling 
block. Both Bangladesh and China have liberal exit policies for 
garment employees, while India has none. Says CMAI's Udani: 
"Exports is a cyclical business. There must be some room to 
move capital during an adversity.” 

Clearly, time is running out. So, unless both the industry 
and the government work together to develop and execute a 
common blueprint, it may well be a case of yet another missed 
opportunity. LA 
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VANITA KOHLI 
T 37, about a decade after he 
stormed the southern skies, 
Kalanithi Maran is just beginning 
to show the first signs of ageing — 
a wisp of grey in his sideburns. 
But his manner is still brusque, his tone 
staccato. When he talks, you have to re- 
ally pay attention, or you could miss 
something. And you better pay atten- 
tion. His 10 or so TV channels rule south 
Indian television. In Tamil there are Sun 
TV, Sun News, KTV and the cable TV 
channel SCV, in Malayalam there is 
Surya, in Kannada there are Udaya, Ushe 
*. and Udaya News and in Telugu there are 
— Gemini, Gemini Cable Vision and movie 
^... channel Teja. 
m" At an estimated Rs 500 crore in rev- 
= enues the Sun Network is around the 
: same size as Sony and ranks among the 
-Top 4 broadcasting companies in India 
after Star and Zee. However, if Maran has 
“his way, his empire could well become 
- bigger, possibly even one of India's Top 5 
media houses. Sun's FM Radio brands, 
* Suryan and Visaka, have just rolled out 
^. in Coimbatore, Tirunelveli and Visakha- 
patnam. His Chennai FM station will be 
- onairbyAprilend. By the end ofthe year, 
5. there will be at least one newspaper, ei- 
ther in English or in Telugu, from the 
company. (See ‘We Are Fighters’) 
x. Clearly, Maran has a masterplan that 
^ he refuses to reveal. All he says is: "Asa 
.. company we take very small steps at a 
time." In 2001, it was the launch of KTV 
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Kalanithi Maran has captured TVscreens in th 
- South. Now it's time to take over radio and print 


Graphics: ARPIT SHARMA 


(a movie channel) that disrupted the 
roll-out of Star's Vijay TV. In 2002, it was 
entering the cable market in Andhra 
Pradesh and going pay there, a big step 
in the free-to-air southern market. This 
year, it is radio and print. 

Why should it matter? If Sun’s tenac- 
ity in television is any indication then 
The Hindu, The Times of India, Star, 
Eenadu and every other major publisher 
or broadcaster with a presence in the 
South needs to take notice of Sun's 
moves. With just television and cable, 
Maran already gets a chunky 14% of the 
Rs 3,500-crore ad spend (on all media) 
directed at the South. That puts him next 
only to Fenadu (Rs 800 crore) and al- 
ready ahead of The Hindu (Rs 450 crore). 

If he succeeds with radio and print, 
he can become the most dominant and 
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influential media company in the South. 
Also, except for Living Media perhaps, 
no other Indian media company could 
come close to having the cross media 
presence that Maran will enjoy. 

See it in another context. Maran is 
the son of former commerce minister 
Murasoli Maran and grand-nephew of 
former Tamil Nadu chief minister 
M. Karunanidhi. Try linking his success 
to his lineage and Maran raises his 
hands in resignation and quotes an old 
Tamil saying: “Even when a man stands 


under a palm tree and drinks milk, 


everybody thinks he is having toddy.” 

To be fair, ratings, revenues and 
channel shares across the Southern 
market is proof enough that viewers are 
taking to Sun, politics or no politics. In 


each market, Maran has clawed his way 
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to the top. Take Kerala, his latest con- 
quest. Asianet was an established player 
for eight years there, in a market driven 
by a serious kind of programming. 
Maran jumped in and kept pitching 
movies and soaps against every popular 


show that Asianet had. By the end of | 


2001, he had captured a leading share of 


the market, which he hasn't let go of | 


since then. 

In Tamil Nadu, his home turf, Maran 
simply hasn't let anybody come close to 
Sun TV, even if that meant taking risky 
decisions, like countering Star's Vijay TV 
with the movie channel KTV. Today, Sun 
and KTV dominate Tamil Nadu com- 
pletely. If the highest-rated Sun pro- 
gramme Metty Oli gets a rating of 25, 
Kavyanjali, Star Vijay's top-rated show, 
gets 6.35 across Tamil Nadu. In between 
stands KTV that routinely hits 8-9 on the 
ratings charts. 


| 








It is a ploy repeated in Karnataka 
where Udaya and Ushe stitch up the 
market and in Andhra Pradesh where 
Gemini and Teja do it. “Our strategy is 
simple: you lock the No. 1 and No. 2 
channels in your network, so the guys 
who come in have to fight No. 2. That 
gives you space," says Maran. 


His obsession with everything he | 


does is the biggest reason why Maran 
makes for a formidable competitor. 
There are others. Let us quickly run 
through what works for Sun. 

One, paranoia. Maran and his team 
pore over reams of ratings data. While 





they don't admit it, if the ratings of any | 


competitor start rising, say, beyond two, 
they go into attack mode. Sun has the 
biggest library of films in the South since 
it buys out 80-85% of all the films made 
in the region (that is because it has the 
cash!). So when, say, a show on Vijay TV 


Sun Network's A-Team: S. Kannan, P. Laul, K. Shanmugam and W. Hansraj Saxena 


















| so Telugu 
T DIM 
ia Gemini 
20 
Eenadu 





D Uet- Qi 
.| 2000 


Q1 
2001 


273 
M her eaten St ATS Br 


Kannada 


ORE gps cM e 


e PARRA 








30 
Udaya TV 
20 
10] ETV Kannada 
0 
Q1 Q3 Q1 Q3 Q1 Q3 Q1 
2000 2001 2002 200 


; 
| 
: 


Source: R.K. Swamy BBDO & TAM Peoplemeter 


SUN NETWORK 





hits two or if Raj TV manages to buy the 
latest Tamil hit, trust Maran to ruin their 
plans by pitting one popular film after 
another against that soap or film. The 
idea, says Sharad Kumar, CMD, Gemini 
TV, is to dominate the numbers. "The 
(media) buyer can do a qualitative feel 
on Hindi, but not on Telugu. So I have to 
walk in through the door with numbers 
and walk out with numbers." 

Two, gut feel. Maran does not believe 
in structured research. It has misled him 
earlier. His research comes from visiting 
markets and the 500-odd letters that 
each of his channels get every day. These 
are taken very seriously. “We read all 
those letters," says W. Hansraj Saxena, 
vice-president (programming), Sun TV. 
Asarule, the praise is kept aside and crit- 
icism is forwarded to the producer. If he 
makes the changes and the show picks 
up, great; otherwise, the show could be 
yanked off air. 

Three, cash flow. 'Watch the cash 
flow,’ is Marans favourite line. He hates 
being stuck for money. In the initial days, 
Sun faced hell because, like all broad- 
casters, it commissioned programmes, 
paying money to producers. The time 
lag between the ad money coming in 
and payment made created stress for the 
then small company. Then Maran de- 
cided to opt for the 'telecast fee' model, a 
la Doordarshan. Sun gives 5096 of its air- 
time slots to producers for a fee. They 

then market the ad time. That gives 
Sun enough cash to keep rolling. 
Since the channel has pull, there are 
people waiting to buy a slot, claims P 
Laul, vice-president (marketing), Sun 
TV. Producers vouch for that, albeit off- 
the-record. Sun also makes money by 
marketing its own programmes that oc- 
cupy the rest of the airtime. 

Four, discipline. There are some sim- 
ple rules Sun has set. For one, no club- 
bing of channels. "That amounts to 
bonussing or subsidising one channel 
with another," says Kumar. No negotiat- 
ing on ad rates, though buyers crib 
about that. No long credit period — if 
you don't pay up, the advertising could 
be pulled off air. "If they set a rule, they 
don't break it," says K. Satyanarayana, 
media director, RK Swamy BBDO. As Sun 
is the leader, essentially it means the 
market has to play by Sun's rules. 

Five, Maran himself. "Worldwide, 
the media business is as good or as bad 
as the guy running it," says S. Srini- 
wasan, vice-president and co-head (in- 
vestment banking service), Kotak 
Mahindra, which almost handled the 
IPO for Sun in 2000. Maran has a reputa- 
tion. Across media circles he is known 
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for being canny, deciding fast, sticking to 
his guns and being hands on and ready 
to take risks. Reminds you of other me- 
dia heavyweights? Rupert Murdoch per- 
haps, or Sumner Redstone or even Ted 
Turner? Worldwide, some of the best 
media companies are run by men with 
strong personalities who will cut strange 
deals and take crazy risks. Of course, you 
could argue that while a strong person- 
_ ality at the helm has done many compa- 
‘nies a lot of good (News Corp) it has 
done some harm too (Disney). 

Now imagine what a man who domi- 
nates a market as strongly as Maran can 
do if he enters radio or print. Everybody 
agrees that radio has potential. Girish 
Menon, general manager (South) for 
Mindshare, India's largest media buying 
agency, points out that against the na- 
tional average of 296, radio in Tamil 
Nadu has traditionally got around 1096 
of client spends. 

After the first 
four radio roll- 
outs, Maran 
plans to bid for 
Madurai, 
Tiruchirapalli, 
Hyderabad and 
Mysore in 
round two, all 
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KALANITHI MARAN 


“We Are 
Fighters" 


Businessworld recently met up with 
the reclusive Maran in Chennai and 
spent over 90 minutes with him. Ex- 
cerpts from the conversation. 


@ The Sun network is a monolith in the 
South. What next? 
We have launched FM radio stations 
in three places, Vizag (Visaka), 
Tirunelveli (Suryan) and Coimbatore 
(Suryan), and then we have the Chen- 
nai one coming (end-April). The re- 
sponse in these markets is good. 
Whether we are going to break even is 
aquestion mark because of the high li- 
cence fees. 


B How do you hope the radio 
business will do in terms of its 
contribution to the topline 
and the bottomline? 

If costs keeping jumping 
by 15% every year, itis a 
question of time before 
we all say goodbye to ra- 

dio. Everybody has a 

cutoff point whether it 
is Times (of India 
group) or me. We can- 
not keep on draining 
money into some- 
thing that is 
not viable. 





@ Coming back to 
where you are 
headed... 

The next step: maybe 
in print because I still 
dont think itis the 
right time for Hindi 

(television). 





@ Publishing? 
The thought (in pub- 
lishing) is not to enter 


the regional market. 


the national market but 








| Therei is a synergy. Because of my news 


| channels in various languages and 


| 


news bureaus throughout the South it 
makes cost sense. I have a stringer ora 
reporter in every nook and corner. 

When I say regional it could be 
English or any other language. The 
New Indian Express is a regional news- 
paper and so is Deccan Herald. They 
still do well. In A.P (Andhra Pradesh), 
except for Eenadu, there is no other 
strong Telugu newspaper and it is a 
good market to start from. T.N. (Tamil 
Nadu) is a tougher market with four 
out ofthe 8-9 newspapers doing well. 
Kerala, too, has the same problem. 
The only market where there is only 
one paper is Andhra. This is the 
thought process. I am not going to tell 
you which I will do first. By the year- 
end, you will see me launching some- 
thing in print. 


@ Have you given up on Hindi (TV 
broadcasting)? 

No I havent given up on it, but it isn't 
the right time. The right time would be 
one when one player takes a bad hit. 
Then you come in and knock the other 
two off. Ineed a vaccum in the viewer- 
ship for me to enter... With the tightly 
packed viewership, there is no place 
for me; people have to watch my pro- 
grammes for me to get numbers. 


@ Will distribution contribute to rev- 
enues at all? 

It will contribute to revenues provided 
the cable operators declare the real 
numbers. But that may change with 
CAS (Conditional Access System). My 
sense is that operators hiked rates 
from Rs 150 to Rs 300-350 to make a 
killing with the World Cup just before 
CAS is rolled out. It is a ridiculous rate 
for Chennai and Tamil Nadu. Because 
they all know that from 14 July the 
game is lost. 
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BUSINESS | SUN NETWORK 


@ What will happen post-CAS? 

If CAS has to work, the leading 
channels have to be pay — Star in the 
North and Sun in the South. If they 
are free, consumers wont buy the set- 
top boxes to see the other channels. 
But, if CAS works, subscription 
revenues will be more than ad 
revenues. So, while I am all for CAS, I 
am still not looking at pay as a major 
source of revenues for the next two 
years at least. 


@ So where is the growth going to 
come from? Advertising? 

Largely. Surya literally trebled its 
revenues over last year. Last year we 
were fighting head-on with Asianet; 
this year we have totally 
overshadowed Asianet. Sun's revenues 





expected it to shoot up to 36 or 45. 

It became like a monster. Then we 
pulled back the movies, if you see now 
KTV is No. 2 and twice the No. 3 or 4. 


Bi KTV was launched to counter the 
relaunch of Vijay TV. Now, do you think 
it was an overreaction? 

It was not an overreaction. KTV was 
always on the plans. The idea was to 
have Sun, a movie and a news 
channel, package it, but I kept 
postponing the dates. The timing 
happened to coincide with Vijay TV. 
Usually, when we launch something, 
we don't make a hue and cry. In KTV's 
case, Vijay made lot of noise so we 
had no option but to do the same. 


B Do you think this centering of 


went up by 3596. It is entertainment 
standard for us to around movies will 
grow by 35-4096. As continue? 

a network, my For 10 years it has 
feeling is that I still happened. A diffe- 
have 3096 to pull rent form of movies 
away from other is soaps, which is 
players and I am doing well in Hindi 
able to do it and Tamil. Enter- 
without the ad pie tainment will revo- 
getting bigger. lve around films. 

B Why is your ad zin etw E if | asked you 
time being Asa " fork, what is the genetic 
underpriced? my feeling is that code of Sun, what is 
Aslongasyouhave Jj still have 30% to _ its DMA... 

ad time available : We are fighters. 
there is nothing pull away from Whatever we have 
wrong y Oda other players and started we have 
cdtmeisfuly lam able to doit qj 
booked then itis a without the ad ple ensured itis a hit. In 
different ballgame. etti 1 33 T.N. we have fought 
Why lose a certain S Ing bigger Zee, Star, Vijay.... In 
segment of A.P, we fought 


advertisers who will not be able to 
afford me and make him jump onto 
some other channel? 


@ What happened to your IPO plans? 
Two years back, I was gearing up for 
my issue with Kotak and Merrill 
Lynch. Then the market crashed. Now, 
even if I get 3-596 more valuation I 
would wait; I am in no hurry. 


@ Did KTV's initial success scare you? 
Sun dipped so drastically... 

It took us by shock. We always 
thought it will fight the other three 
channels (Jaya, Raj and Vijay). Our 
assumption was it would play around 
7-10 (96 channel share), we never 


Eenadu. In Kerala, we took on a 
company that had been around for 
eight years (Asianet). 


@ Aren't you too much in control? Is it 
time for you to start letting go? 

Gemini is run by Sharad (Kumar), 
Udaya by people in Bangalore, Surya 
is separate, Sun by (Hansraj) Saxena. I 
see the TRPs of all the four channels 
put together. When there is an issue I 
come in. I am more involved with the 
expansion — radio, cable, etc. 

This is not one, or four channels; 
we have 10 channels and four radio 
stations. In the first 3-4 years I did (get 
involved on a daily basis), now there is 
no way I can do it. i 








, WEE All southern channels 31.09 million i 
, Im Sun'sflagship channels; 2 
i (Sun, Surya, KTV, Gemini and Udaya) : A | 
. ^"»-$e ee sete è : 

13.29 million | 

| 12.33. million j i 
Is. 8:64 million] | 
l oe 
{4.6 million | 
j 4.35 million 
2000 2001 2002* | 


-.| "The 2002 data includes channel promotions. Also, the 
; number of channels increased in 2002 a 
i Source: Tam AdEx | 


virgin territories. The only competitor 
that Sun has, so far, is Radio Mirchi 
in Chennai. 

Publishing, too, is lucrative in the 
highly literate south Indian market. The 
Hindu, Tamil Nadu' leading newspaper, 
closed March 2003 with Rs 450 crore in 
advertising revenues. Its circulation is 
over 8.85 lakh copies against closest 
competitor (in English), The New Indian 
Express, which sells 
barely 33,000 
copies. 

So, to Maran's 
delight there is 
an opening 
there. Assuming 
he launches an 
English paper and it 
hits even half The Hin- 
du's circulation, 
chances are adver- 
tisers will happily 
opt for it. Most are 
thirsting for a 
younger, less conser- 






vative competitorto Suryan, the FM 
The Hindu. channel, and 

For years, there KTV, the movie 
have been rumours channel 


abent The wes of ^. — trae x3 
India entering Chennai, though nothing 
has actually happened. The story is re- 
peated in Andhra Pradesh, where the 
difference between Eenadu and its com- 
petitors runs into a few lakhs. 

Both of these represent the kind of 
opportunities that Maran delights in. 
Large gaps in marketshares or new mar- 
kets to crack. It will mean more of what 
he has done to create Sun TV. If it doesn't 
work... all it could do is add a few more 
wisps of grey to Marans hair. a 
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E recent news that China is can- 
celling. steel import contracts 
might be the first sign of a down- 
 turnin global steel prices. As a re- 
sult, Indian exporters are ner- 

/ously looking at their order books. 
< Till a few weeks back, the huge de- 
mand for steel in China had lessened 
some ofthe pain that the US anti-dump- 
= ing action against steel imports has 
caused over the last two years. The de- 
- . mandin China had led to a rise in global 
-~ Steel prices which had helped the trou- 
.. bled Indian steel industry get some 
. black back into the bottomline. The 
prices of hot-rolled coils, for instance, 
_ touched a high of $380 per tonne in 

-China iñ February 2003. 

a However, prices of hot-rolled coils 
have weakened in the last few weeks, 
— falling by $30 a tonne to $300. Recent 
quotes received by companies like 
Tata Steel and Ispat are as low 

;.. as $240 a tonne, sparking 

© fears that prices could 

crash to a low of 
$200 a tonne. 
-.. companies 









could be affected 
in two ways. One, In- 
dia's exports to China 
are bound to suffer. Also, 
the China factor could lead 
to a fall in global steel prices, 
thereby having an adverse af- 
fect on Indian steel exporters. 

As far as the first point is 
concerned, till now, there 
have been no cancellations 
of orders of Indian compa- 

nies including Essar Steel, Is- 
pat and Tata Steel. Yet, companies 
,'. are already taking steps to hedge their 
-<e tisks. Essar Steel is ensuring that the 
|... contracts have no legal loopholes that 
— allow trading parties to cancel them. It is 
also making sure that all shipments 
leave on time. Says K. Subramanian, se- 
nior vice-president, Essar Steel: “We are 
giving parties no excuse to wriggle out of 
the contracts. But we are worried." 
Companies like Essar Steel are also 
making it a point not to put all their eggs 
in the China basket. The company ex- 
ported just 15% of its 550,000 tonnes ex- 
ports to China and prefers to keep its ex- 
port strategy diversified. This way the 
<> company hopes to avoid the situation 
-> that occurred in 2000-2001, when the US 


a> 




















d 





With China cancelling import orders, 


steel prices are _ to drop; in 


dollars, 


clamped down with anti- 


45% of their contracts being can- 
celled. Says Subramanian: “We really 
burnt our fingers back then.” 

Now let us come to the second issue. 
Does this recent softening of prices in 
any way indicate that we have crossed 
the peak of the cycle? In other words, will 
the global prices of steel drop sharply? 

That question could be answered 
with a yes and a no. Experts agree that 
the days of $330-380 per tonne price lev- 
els are gone. Ashutosh Satsanghi, steel 
analyst, Cris Infac, says: “We believe that 
prices will probably fall further before 
they settle down at the $300-310 per 
tonne level.” 

Yet, the consensus is that the long- 
term potential of China as a powerful 
steel market will stay intact. In fact, the 
demand for steel in China will continue 
to grow as the country prepares for the 
Olympics in 2008 and domestic supply is 
inadequate to service this demand. Last 
year, the country consumed 200 million 
tonnes — a 25% increase over the previ- 
ous year — and imported 30 million 
tonnes of steel, 

So why were the contracts cancelled 
in the first place? For one, this is mostly 
due to traders who overbooked steel or- 
ders hoping to cash in on the rising 
prices. But, over the last few months, 
prices have fallen from $340 per tonne 
(hot-rolled coils) to about $240 per 
tonne and now traders are refusing to 
take orders. A.S. Firoz, chief economist 
(economic research unit), Union Min- 
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— Età 
istry of Steel, says: "Chinese 4/03 
traders have overbooked and | 
are now refusing to take orders, 
hoping that suppliers will reduce prices 
further." 

Two, a clogging at the ports in China 
could have led to an inventory build-up 
leading to cancellations. Satsanghi says: 
“We consider this a short-term blip in 
the demand from China. The market is 
still huge.” 

The reason for this optimism is the 
new quotas expected from China on 23 
May 2003. When the US imposed an 
anti-dumping duty, China feared that 
the world would dump into China all the 
steel that it couldn't get to the US. So it 
announced quantitative restrictions 
that limited the volumes each country 
could export to China. But as its domes- 
tic supply could not keep up with de- 
mand, these restrictions have been 
breached. So this year's quota is ex- 
pected to be much higher than the previ- 
ous year's, 

Once fresh quotas are released, 
prices should stabilise, although no one 


expects them to go to last year’s levels. 


Explains Firoz: “Growth is undeniable, 
but you cannot expect a 25% growth rate 
to continue. At the end of the day, steel is 
aninfrastructure product. You do not eat 
steel." Firoz believes the demand for 
steel in China could grow at 5-796, or, at 
best, 10%. — 

Steel companies should keep their 
fingers crossed. They may not like it, but 
a decline in steel prices, if not a crash, is 
in the offing. B 
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never comes to an end? 
YOSHIDA KENKO 


Business Case Studies 2001 





BUSINESS | BRANDING - 


— ——— E Im e 


Do you know your 





OES brand management belong in 


Traditional marketing theory marketing? Why i marketing s a 


. m f ' function, deemed to be qualified to 

brands? What all - 

is failing as it tries wring the oped wed naar 

to understand Mp eL i mre 

‘c u sto m e rs’ do better when it comes to manag- 

ing brands, then that is not saying 

| In my view, nothing in tradi- 

| Í ^h U m a n tional marketing science, cer- 

2 | ing texts that the 
N x ‘bel ngs 


























area of understanding and managing brands? 
point to is that marketers need to 
E 7 s very much. However, it runs deeper 
, rather than PG e 
=» tainly nothing in the market- 
te 


thirty-somethings who 
run marketing functions 
in India have grown up 
on, prepares marketers to 
handle brands. Marketing 
as most of us learnt it and, 
indeed, many of us practice 
it, has had nothing very 

much to do with brands. 
Marketing, as defined tra- 
ditionally, is about generating 
and fulfilling demand for 
products. Traditional market- 
ing done well is about good 
pe E = component thinking. Break 
p slays? E down the market into seg- 
wE j | ments and focus on the most 
promising. Break down the 
product into attributes and ben- 
efits and stress the most valu- 
able. Break down the brand into 
proposition and personality and 
manage these independently. Break 
down the marketing process into four 
(or so) Ps and study each of these vari- 
ables independently. Assemble each of 
these elements and you have a workable 

marketing plan. 

In this construct, brands are seen as ex- 


Photographs: DINESH KRISHNAN 
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BRANDING BUSINESS. 


Changing FACE tensions of products. Take a 
product, sprinkle some intangi- 
ble emotional seasoning, and 
you get a perfectly good brand. 
The idea of positioning, too, 
OF MARKETING — is part of this component think- 
ing approach. Reduce the brand 
to a word and then try and ‘own it in the con- 
sumer' mind, say our good friends (Al) Ries 
and (Jack) Trout. Flatten the complex world of 
a brand to a single point and hammer away at 
it. 





The role of advertising is to find the right 
message about the product and put it across 
persuasively. Even though we know that con- 
sumers have stopped believing in advertising 





plummet to an early death and Apple harks 
back to a David using a slingshot to bring 
down the Goliath that was IBM. 

When we try and understand brands, what 
is critical is to grasp the entire pattern. Once 
that is clear, all elements in the brand mix au- 
tomatically fall into place. That Apple must be 
irreverent, work at products that demystify 
technology, and celebrate individuality in all 
its whimsy is clear once its essential pattern is 
understood. 

What is critical here is that branding re- 
quires a completely different way of looking at 
life. It uses a different part of the brain, cele- 
brates wholeness and synthesis and thrives on 
instinct and the intangible. While traditional 


messages, we still focus all our strategic ener- — The author, Santosh Desai, is marketing divides, branding unifies. It seeks a 
gies on defining the brand message. - systemic understanding of the brand and 
This is what (Philip) Kotler and company president of advertising agency draws individual actions out of the brand’s 


have taught us. Marketing, as we have learnt it, 
is about selling things to consumers. Market- 
ing has come to be an empirical science, with- 
out any mooring in anything fundamental. 
Analysis is usually nothing more than cate- 
gorisation, the slotting of phenomena into 
grids or boxes and the act of calling different 
things by different names. 

Marketing viewed this way is a reductionist 
science, seeking always to grasp a complex re- 
ality by breaking it down relentlessly into little 
boxes and proceeding then to manage them. 
In fact, in some ways, marketing should more 
aptly be rechristened ‘market planning’, for 
that is what it really is. 

Branding works on the opposite principle. 
Brands are unified systems around a central 
motivating idea. Every signal, conscious or 
unconscious, emitted by the brand is synthe- 
sised into a single system of associations in the 
consumer's mind. Strong brands unify, syn- 
thesise, cohere. They speak to human beings. 

In fact, the brand is nothing more than a 
pattern of distinctive associations that gets 
formed around a motivating idea. Brands are 
archetypes and occur in every sphere of hu- 
man activity. As a concept, branding has noth- 
ing inherently to do with marketing. Gandhi is 
a brand, as are Protestantism, feminism, the 
ugly American, the femme fatale, the jhola- 
carrying radical, the Bollywood song and any 


McCann-Erickson core rather than the other way around. The 


brand's core is not formed as a result of the 
brands activity over time. Rather, the brand's 
core is in-built into its origin, it is genetically 
hard-wired. 

Questions like uncovering the meaning of 
a brand or figuring out which categories a 
brand extends into require a much finer and 
nuanced understanding of the brand system 
and, hence, elude most practitioners. The 
kind of intangible questions that are thrown 
up in a brand extension exercise are difficult to 
deal with because there is no vocabulary avail- 
able to discuss these. 

Clearly, as brands continue to drive the for- 
tunes of businesses, and as product differ- 
ences narrow, marketing will have no option 
but to ask whether it has the necessary skills to 
handle brands. It needs to understand fully 
the implications of what it would take to suc- 
cessfully navigate the choppy waters of the 
changing consumptionscape. 


Part 2 


If marketing were to acknowledge the needs of 
the brand, what implications would it hold? 
What needs to change and how? 

First of all, marketing would need to 
broaden its conceptual catchment area sub- 
stantially. It needs to see itself as a social sci- 
ence and draw much more from these disci- 


other archetype. Nothing in plines. The real expertise of the marketer 


The main principle behind branding is ri " should be the ability to synthesise all under- 
that there is a human need to store associa- traditional marketin standing about human beings, be it from the 


tions in a recognisable pattern. We decode the science certain! social or the physical sciences. 
world around us by seeking to form patterns. » a At its core, marketing is nothing but ap- 
And these patterns allow us to cope with an nothin in the plied anthropology. We try to not only under- 
otherwise impossibly large amount of discrete stand the humanness of human beings, but 
information. Ma In texts that also attempt to change behaviour patterns at a 
This is why most powerful brands in the mass level. It should require no great leap of 
world are base on ne universal human ar- marketers have logic to realise that those exists tine nad 
chetypes. Marlboro, Harley-Davidson and grown up on to understand what drives groups of people to 
Levi's are all brands that, in their own ways, ! behave the way they do. 
speak to the elemental male that hides under Moris them to In a market like India, it would mean un- 
the sophisticated veneer ofthe New Man. Nike derstanding the role of culture in building atti- 
speaks to the same spirit that made Icarus andle brands tudes and behaviour. So, much of what we do, 
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beitinterms ofthe kind of food we gravitate to 
(the preference for pizzas over burgers) or how 
we look for value (paisa vasool) or even how 
we cope with traffic (keep to the right regard- 
less) is a result of deep unconscious drivers. 

I find it astonishing that marketers feel no 
need to understand the cultural drivers in 
India. How can one market a hygiene product | 
without studying our attitudes towards ritual 
purification? Or, for that matter, how can one 
market a beauty product without understand- 
ing our deeply-held beliefs about ‘good | 
beauty’ and ‘bad beauty’? 

No wonder we find it so difficult to come 
up with real consumer insights. Insights re- 
quire us to see the old in a new way in a dra- 
matic flash of understanding. They require us 
to make connections across categories of 
knowledge, across rigidly-separated contexts. 
Existing marketing defines everything in 
terms of hard oppositions: FMCG versus B-to- 
B, high involvement versus low involvement, 
qualitative research versus quantitative re- 
search, and so on. 

The other implication of branding is that it 
becomes much simpler to define both the 
brand and the consumer in similar human 
terms. And by defining the brand in human 
rather than consumer or category terms, it be- 
comes possible for us to make connections 
across a wide sweep of human experiences 
rather than being confined to conventional 
category variables. 

For instance, till Dettol is defined as an 
anti-bacterial germicide, our enquiry is lim- 
ited to understanding consumers’ need for 
protection against germs. If we were, however, 
to see Dettol as a ritual purifier that speaks to 
our need for keeping our bodies free of exter- 
nal defilement, the enquiry opens up substan- 
tially. We can see the connections that exist be- 
tween the Indian need for ritual purity; we can 
understand why the brand is as strong as it is, 
in spite of a perception of being harsh; we can 
see the role played by the physical signifiers 
(clouding, sting, smell) in communicating the 
brand. By going to the source of the brand's 
meaning, we can 'open up' the brand system 
and see the links between all elements. 

Understanding brands is really about un- 
derstanding the process by which meaning | 
gets attached to objects. Branding is really | 
about meaning creation, and strong brands 
create meaning that we as consumers value in 
our lives. How does a computing machine 
called Apple become a symbol of individuality | 
or a fizzy liquid like Coca-Cola become a signi- . 
fier of universality? 

Is the meaning imposed purely by the mar- 
keter or is there something in the product or its 
construction that allows for some kinds of 
meaning to be carried by the brand and not 
some others? When we think of a cola why do 
we not see a couple under a garden umbrella, 
delicately sipping Coke from a glass? 
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Why is the archetypal cola image of it being 
poured down one’s throat from a bottle allow- 
ing it to sear down to our insides? Perhaps, the 
cola brands derive their meaning from the na- 
ture of the product: active, virile, every drop 
tart with bite. The cola, perhaps, allows for 
brand meanings that are masculine, active 
and challenging rather than those that are 
more passive. 

These meanings are not necessarily fixed 
or unchanging, they are a product of the way 
we decode the world around us today. Build- 
ing brands over time requires an understand- 
ing of how this process of meaning creation 
changes. Brands may need to alter what they 
stand for to stay current, but the new mean- 
ing, too, must be derived from within the exist- 
ing brand system. 

A good example is McDonald’s, which 
from being a symbol of packaged Americana 
is metamorphosing into a symbol for keeping 
families together in a world of fragmenting re- 
lationships. What McDonalds is doingis to dig 
deeper into its bag of meanings and root itself 
in a deeper brand truth: what made it Ameri- 
can was the idealised image of the predictable 
warmth of a family. 

What marketing needs is a stronger semi- 
otic sensibility: one that allows the marketer to 
get under the skin of overt associations and al- 
low him to steer a brand towards a more rele- 
vant set of meanings. 

This calls for a more refined view of re- 
search. Currently, research uses the time 
tested empirical method — develop alterna- 
tive hypotheses and let the consumer decide. 
In other words, since I do not have the means 
of understanding reality, let me throw some 
options at a wall and see which one sticks. 
Marketing avoids fundamental thinking and 
remains satisfied with these trial-and-error, 
let's-suck-on-it-and-see methods to decode 
the consumer. 

The trouble is, consumers are the worst 
source of knowledge about consumers. What 
they can tell us is what they know and, unfor- 
tunately, that is very little. And that is by no 
means a presumptuous view; all of us as hu- 
man beings have very little idea about why we 
behave the way we do. We have even less 
knowledge about how we will respond to 
changes in our lives. 

Starbucks understood the need for a new 
urban sanctuary and managed to get unbe- 
lievable prices for its coffee. The insight and 
the subsequent business model came from 
understanding people, rather than by listen- 
ing to what they said. We spend too much 
time studying consumers and not enough un- 
derstanding human beings. 

The human element in building brands is 
critical as is evident in the fact that some ofthe 
strongest brands created in the last decade or 
two are built by individuals. This flies in the 
face of the move towards teams and the struc- 
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turing of work processes in marketing. But 
brands like Nike, Apple, Virgin and The Body 
Shop are all brands that are the outcome of a 
single persons vision. 

The reason is not difficult to see. Any indi- 
vidual is instinctively coherent; it does not re- 
quire him any great effort to ensure that the 
central driving thought is embedded in all that 
the brand does. 

The need then is make marketing a life 
science and move away from component 
thinking to a more imaginative, organic syn- 
thesis of human experience. Marketing is 
about people, not consumers; about life, not 
the marketplace. 


Part 3 


Once one starts seeing the brand as a pattern 
of expectations generated around a central 
driving idea, itis easy to see the implications of 
brands on the way organisations are run. 
Brands, seen this way, are nothing but the out- 
ward representation of an internal reality. In 
other words, brands are the expression of the 
natural non-self-conscious workings of an 
organisation. 

This flies in the face of the traditional con- 
ception of the brand as the face of the organi- 
sation. This traditional view sees the brand as 
a mask, as a face donned by the organisation 
for public consumption. The brand is thus an 
organisation in its Sunday best; of course, of- 
tenitis an outright fabrication having no root- 
ing in any reality. The role of advertising was, 
therefore, to make claims, generate a hype (a 
word without a pejorative context only in mar- 
keting) and create demand for the organisa- 
tions produce. 

This division between the organisation as 
it really was and the brands as they were pro- 
jected is increasingly becoming difficult to 
sustain. In the product era, there was no prob- 
lem; products had nothing to do with organi- 
sations. Historically, the back room offices ofa 
youth brand and an oil major would look 
pretty much the same. The organisation was 
the machine and it could produce an infinite 
array of different-looking brands. 

The branding perspective unifies the or- 
ganisation’s internal and external realities. A 
brand like Apple can continue to make user - 
friendly computers with any internal organi- | 
sational culture, but it cannot be the brand it is 
without the organisation being in tune with 
the external brand. 

The Apple culture needs to be imaginative, 
irreverent and risk-taking, otherwise it cannot 
keep up with the expectations that the exter- 
nal brand has generated among its con- 
sumers. The more aligned the internal and ex- 
ternal brands, the easier it is for a brand like 
Apple to keep coming up with products that 
reek of Appleness. 

Looking at brands forces us to look at mar- 
keting as an integral part of organisational and 
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business strategy. It unites the areas of human 
relations and organisational design with that 
of marketing. Masaru Ibuka (the co-founder 
of Sony) in his prospectus for Sony way back in 
1945, defined one of the purposes of incorpo- 
ration as 'to establish a place of work where 
engineers can feel the joy of technological 
innovation. 

More than half a century later, the brand 
Sony is all about the joy of technology. This is a 
brand that sees technology not as a grim, seri- 
ous, self-important saviour, but as a playmate 
one can have fun with while finding use for it. 


. The seeds of the brand in 2003 were sown in 


the core idea at the time of its inception. Sony 
can consistently provide products that are 
quintessentially Sony because the organisa- 
tion is driven that way. All elements of the or- 
ganisation are branded; all of them are fired by 
the same driving idea. 

It is important to note that this relation- 
ship between internal reality and external pro- 
jection is also being made necessary by the en- 
vironment in which corporations are 
operating today. The consumer is interested in 
the inner workings of companies: witness 
Nike's troubles because of its sweat shops in 
Third World countries. We are in the world of 
glass kitchens; how we butter our naansis now 
everybody's business. 

Brands help us locate who we are and help 
us focus on how we can, without too much 
labour, continue to be who we are over time. 
Organisations can no longer afford to be 
brand-faced, they need to be brand-hearted. 

The brand-facedness of organisations ex- 
plains why marketing is not a top manage- 
ment function in spite of brands being a cor- 
poration’s most valued assets, Brands get seen 
as an externalisation of the organisations in- 
tent, as packaging for the real 'stuff' that the 
organisation produces. 

The emphasis that traditional marketing 
texts have placed on being consumer-driven 
has served to sever the link between the or- 
ganisation and its brands. The our-brands- 
are-what-our-consumers-want-them-to-be 
view is a gross simplification that makes mar- 
keting merely a packaging function. The truth 
is that most great brands have been driven in- 
side out. Great brands offer new, unimagined 
solutions. And great organisations are 
branded internally; they instinctively and ef- 
fortlessly deliver the brand idea in all facets of 
their being. 

This is where marketing must move. Exter- 
nally, it must provide human beings with a 
motivating solution to their life's little and big 
problems. Internally, it must articulate the 
brand in terms that allow for organisational 
strategies to be aligned. Marketing then gets 
redefined as the organisation's homeostatic 
device for keeping it in harmony with the 
external world. And that calls for some new 
thinking. DL. 
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| |. Which cricketer is the brand nineteen for Band-Aid? a 
(a) Rahul Dravid (b) Zaheer Khan (c) Virendra Sehwag (d) Yuvraj Singh | 
| 2. v Which h leadership guru coined the term cone leadership’? 1 
| (a) John P Kotter (b) Warren Bennis > —(c) Noel Md (d) James ania Burns | 
á. Which ae channel eee its first local iaraneined initiative in india in the form of the jns show z | 
| Everest Se Takkar? B 
LOW M (b) ML Dd Max (c) AXN (d) National Geographic | | 
4. Whois the chief executive of UK-based O company WoridTel? 1 
(a) Vinod Dham (b) Sam Pitroda (c) Ted Waitt (d) Bill Ford | 
: 5. Which company owns the sweetener brand d Equal? a 
| (a) Merisant (b) Nestle (c) Zydus Cadila (d) Merck 1 
6. Acme Clothing owns which famous brand? 1 
BÍ (a) d (b) oid Din (c) nae (d) Double Bull d 
ILI mE whem eis RE 2s E 
| f. Who owns a home accessories and "is m items store called This and That? B 
| (a) Sudha Murthy (b) Romi Dev (c) Priyanka Vadra (d) Anuradha Mahindra P 
| P 
8. Jet Airways has launched a co-branded credit card in association with which bank? a 
(a) Standard Chartered (b) State Bank ofIndia (o) Citibank (d) American Express 7 
| 9." Who took over as the managing director of GlaxoSmithKline Pharmaceuticals (India) sarly this year? ] 
(a) Hocine Sidi Said (b) Lars Walan (c) Rajiv Gulati (d) sina Sundaram T 
10." This. indian bank was ey granted permission to open representative offices in China to offer trade | 
| finance and project finance services to Indian and Chinese clients. 
(a) ICICI Bank (b) Canara Bank (c) Bank of Baroda (d) HDFC Bank 
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1. Which company makes the Mirage fighter planes? Dassault 

9, Who among the following is the founder of the companies Junglee and Purple Yogi? Rakesh Mathur 
3. Which company developed Japan's first commercial computer FACOM 100? Fujitsu 

4, Which singer owns the music company, Melody Music? Anup Jalota 

5. Which of the following does not belong to Viacom? Miramax 

8. With which ad agency would you associate Prasoon Joshi? McGann Erickson 

7, Whose first major book was Collective Choice & Social Welfare? Amartya Sen 

8. Which of the following is an Incorrect combination of company and its head? BSNL-Narinder Sharma 
9. Who Is the current chalrman of the Cellular Operators Association of India? Raleev Chandrasekhar 
10. This ministry in the Central government has Its own external publicity wing, External affairs 
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Tis boom time in busi- 

ness process outsourcing 

(BPO) in India. There are over 

200 companies employ- 

ing 160,000 people and 
providing services as diverse 
as customer interaction, data 
capture, financial services, 
GAAP accounting and trans- 
action processing. And annual 
growth rates have been 35-40%. 
Yet, a critical piece of action is miss- 
ing: human resource BPO (HR BPO), 
or, simply, HRO. Nasscom-MckKinsey, 
Gartner, International Data Corpora- 
tion, Ernst and Young, Goldman Sachs, 
Edelweiss Capital and their ilk put the 
HRO opportunity for India at $3.5 bil- 
lion-5 billion by 2008. 

That is big business by any standard, 
yet there is hardly anyone here offering 
such services. Only one major player, Ex- 
ult Client Services India, will start opera- 
tions soon. The company was set up by 
California-based Exult Inc. in Mumbai 
recently. Parent Exult's HR contracts in- 
clude a seven-year, $650-million deal 
with British Petroleum and a 10-year, 
$1.6-billion one with Bank of America. 
The Indian subsidiary employs 70 peo- 
ple and will go live on 14 May with four of 
.. Exult's 25 discreet processes: payroll, ac- 

. counts, learning and development and 


call centre operations. 


What is Exult India planning to do? 


... "We take over the complete HR depart- 


ment of a company," says Kellar Nevill, 


|. director (operations), Exult India. “The 


- client only does strategy; we do all the 

implementation and deliver to meet 
that strategy. We are looking at achieving 
about 4096 savings on onshore costs af- 
ter 2-3 years here." 

Barring this, there are some third- 
party companies offering services in 
payroll and some bits of benefits admin- 
istration for clients in India. These in- 
clude Ma Foi, India Life Hewitt (ILH) and 
Crossdomain Solutions. But even this 
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CLAIMS | 
IROCESSING:: 
B rely scratches 
the surface. Out 
of a potential 
170,000 compa- 
nies in India, only 
400 have . been 
tapped, says Leo Fer- 
nandes, vice-president, 
ILH. Other services of- 
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include medical leave processing, 
insurance, travel expense and social se- 
curity benefits. 

Which brings us to the all-important 
question. Why is HRO so important? 
Analysts say that even a conservative es- 
timate of the HRO opportunity in India 
of $1 billion by 2005 means the creation 
of 40,000 seats. "To begin with, 7096 


could be captive and 30% third party. We | 


are talking about 12,000 seats for the 
third- party players. If a BPO (company) 
has 1096 marketshare, this means 1,200 
seats and about $30 million in revenues 
— an average of $12 per hour per em- 
ployee," says Anup Kumar, head (HR - fi- 
nance and banking outsourcing ser- 
vices), Patni Computer Systems. ` 

By 2008, the global HRO market is ex- 
pected to hit $44 billion, say Nasscom- 
McKinsey. If even less than 10% comes 
to India, it will mean 56,000 jobs. And if 
third-party players take up 5% of this, 
they will earn revenues of $70 million. 

So why have Indian companies not 


tapped this potential goldmine? Exult’s | 





fered to Indian companies | 
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can tackle one of the 
most lucrative 
segments — HR 
outsourcing 





Nevill puts it suc- 
cinctly: "Deliv- 
ery capabilities 

— do not exist here.” 
That is mainly because 
HR is a mature model in 
the US. Says Sujay Chohan, 
vice-president and research 
director (offshore BPO), Gart- 
ner: "Companies here neither 
have process knowledge nor domain ex- 
pertise to sell HR to overseas clients." 

To compare, look at how HRO hap- 
pens in the US. HR was one of the earli- 
est examples of process outsourcing. A 
player like Automatic Data Processing 
(ADP) has been doing this for 53 years. 
ADP generates pay slips for 20.6 million 
US employees and has a 40% market 
share in payroll processing. 

ADP has standardised processes for 
payroll and sells its services to clients 
emphasising that clients adapt their 
payroll to what ADP offers. Other big 
players like Paychex, catering to small 
companies, and Ceridian, in payroll for 
the trucking industry, too offer stan- 
dardised processes. The revenue per 
payroll per employee is.$3-5 

The key thing here is delivery capa- 
bility and domain knowledge. For, in 





HRO, the higher you go up the value 


chain, the more complex the processes 
get and the more entrenched the players 
in the US. Financial services, too, are 
complex, but if you master GAAP ac- 
counting, you can follow the rules. In 
! 'in HR, there is no methodol- 
ogy that you can uni- 

formly implement in y 
all companies 
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BUSINESS. HR BPO 


companies like ADP, Paychex and Exult 
dominating the market so much so that 
Indian companies find it hard to get into 
the segment. 

Another reason is high data sensitiv- 
ity. Hence, companies prefer to set up 
captive units. Standard Chartered Bank 
and the World Bank, for instance, have 
their own centres in Chennai for HR 
back-office work. 

Even Exult did not partner with any- 
one due to data sensitivity and the strin- 
gent HR regulatory environment in the 
US. Penalties for non-compliance with 
the legal framework range from $10 to 
$500 per employee per day. Accuracy 
level requirements, too, are high, at al- 
most 096 tolerance level (compare this to 
1-696 in other services). Even the liability 
insurance cover sought by clients is high. 
That can ^make it difficult for small and 
medium players," says Sujit Baksi, CEO, 
HCL Technologies BPO Services. 

So how can India drive a wedge into 
this market? After all, though HRO is on 
the agenda of every Indian company, 
says Patni's Kumar, "bagging business is 
not as simple as getting a client to sign 
on for customer interaction or a host of 
other back-office services". 

Perhaps, the easiest way is to gain ac- 
cess to the big players, say analysts. "If at 
all Indian BPO companies stand a 
chance, it is via approaching these big 
players rather than end customers as 
they have been doing till now,” says Pi- 
jush Sinha, assistant vice-president, 
Avendus Advisors, an investment bank. 

Then there are the captive units, 
which will become poaching grounds 
for third-party operators, much like it 
happened in the other BPO domains, 
says Arvind Mishra, partner (human 
capital), Ernst and Young. Of course, 
there is a difference here. In the HR do- 





66 The issue is not so much 
about delivery but about 


understanding the risks 99 


Arvind Mishra, partner (human capital), 
Emst and Young 


main, major players have high market- 
shares, making it difficult for new play- 
ers to get in. In other domains like basic 
call centre and customer interaction ser- 
vices, the industry is highly fragmented. 
Even the largest player, Convergys, has a 
marketshare of only 6%. Hence, after 
poaching on the captive units of GE and 
British Airways here, it was easy for In- 
dian firms to approach US clients. 

Companies can also try to get more 
domain expertise. Basically, HR func- 
tions relate to hiring, training, manag- 
ing, administering and retaining staff. 
Records management across these fun- 
ctions can be outsourced. But it is the 
administration functions like benefits, 
payroll and tax administration, that offer 
big opportunities for outsourcing. 

Of course, any company undertak- 
ing benefits administration, says Patni's 
Kumar, “will have to be thorough with 
regulatory and compliance issues”. 

Ernst and Young's Mishra recom- 
mends offering a range of services. He 
says: “The issue is not so much about de- 
livery but about understanding the risks 
involved. Billing rates being low in pay- 
roll, you cannot possibly start off small 
and scale up in anticipation that work 
will come. You need a minimum of 500- 
1,000 records to start with. Offering a 
basket of services — say payroll with 
benefits administration and later ramp- 
ing up to policy administration services 
— will be a viable option.” 

Employee help desk, 401K plan (pen- 

sion options for employees) 

Be administration and HR data 
* analytics (employee records 

. analysis and management), 

with broad billing rates of $11- 
14 per hour, are some of the 
specific areas that companies 
could service, says HCLs Baksi. 

Alot of HRO is accounting- 
related. “So, to make a mark," 


$6 HR BPO is tough as 
big players dominate the 
US market and there is 


no tolerance for errors 99 


Anup Kumar, head (HR - finance 
and outsourcing services), Patni 
Computer Systems 





says Crossdomain's Ram, "you need ex- 
pertise in both HR and accounting." 

Crossdomain started off as a char- 
tered accountancy firm — Singhvi, Dev 
and Unni — before venturing into HR. 
Today, it claims to have 70 clients in In- 
dia and has recently kicked off pilots for 
overseas clients. 

Meanwhile, Patni had administered 
401K plan and pensions on the IT side 
before setting up its HRO practice in 
Noida. It plans to kick off two pilots for 
US-based clients — the first one will 
start in June. 

Of course, the best way to crack this 
business, say analysts, is to target middle 
market players in the US for benefits ad- 
ministration and look at partnerships 
with established companies. "Indian 
companies could even look at buying 
Tier 2 players (under 1,000 employees) 
in the US HRO market," says Kumar. 

Some like ILH, which has 300 clients 
in India, are targeting the Asia-Pacific 
market. ILH's Fernandes says: "We are 
going to the Asia-Pacific market as we 
can approach clients directly, unlike in 
the US, and this market has several simi- 
larities with the Indian market." 

Crossdomain's Ram is more bullish. 
He says: "American companies wanting 
to shorten time-to-market will look for 
partners (in India). While third-party 
(Indian) outfits will start small with basic 
data capture assignments." 

It could take 12-18 months before 
actual payroll and benefits administra- 
tion take off. So, come 2004, Indian com- 
panies will take on their toughest BPO 
opportunity to date. We will come back 
with the performance appraisal. * 
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MALA BHARGAVA 


FOR MARS AND VENUS 


T was inevitable that the mobile phone would becomea | phone striking in ruby red and silver, but its outer display 
fashion accessory. You keep it on your person most of | is lined with 32 cubic zirconia diamonds. Diamonds that 
the time and everyone around associates it with you. It light up Las Vegas-style in different colours when the 
was only a matter of time before handset makers took phone rings. This phones also available in pearl white, 
advantage of that and made sure the mobile became a- sapphire blue and topaz gold. Samsung is betting on the 
personality statement along with everything elseitssup- | idea that women like things that glitter. Other handset 
posed to do. Nearly every mobile company is busy | makers also have diamond-encrusted phones, and when 
“lifestyling” its phones. Motorola's just done a Harley- | they don't, jewellery designers can always do their bit to 
Davidson on one of its phones — the V60i. On the 100than- | cover a phone with platinum, gold or diamonds. 

niversary of Harley-Davidson, Motorola customised the The T500's menu is similar to many of Samsung's other 
V60i to look quite the male thing in clunk and chrome and phones like the True-i. The additional female features are 
leather with a Harley logo. Do visit a Harley-Davidson | a fatness calculator, biorhythm graph and the ‘pink sched- 
dealer for one of those limited edition phones. Harley- | ule’ or fertility cycle tracker. You can either find that patro- 
Davidson thinks the phone is a great addition to its line for | nising or fun, depending on your readiness to be amused. 
2003, seeing that mobile phones were one of the The phone is small, light and curvy. The outer 
most-sold lifestyle products in 2002. Men  ... display is white-lit and has animated scree- 
would love it. And Cher, , FT nsavers or a clock. When you flip it 
who drives one ofthese % open, the inner display doubles up 
bikes, would probably as a mirror! Now that's something 















be Diamonds are 
a girl’s best 


not say no to it either. friend. So Sam- women would love. All you have 

There's a school of sung’s SGH-T500 to do is press the C key. When it 
thought that says there's a ladies' phone . isn’t helping its owner fix her 
big Venus and Mars difference sports a few lipstick, the five-line display 


shows 65,000 colours in 
128x128 resolution. The T500 
has wallpapers and collections 


in the way men and women 
buy and use mobile phones. 
Men use phones in much the 













same way as peacocks use Motorola's done d of 40-polyphonic ringtones. 

their tails — to impress women a Harley- With all those fancy lights 

and give other men something Davidson on the and sing-song, the battery lasts 

to worry about. The other feelin V60i. Chrome for about two days of moderate 
g y 

is that the mobile is a toy and a joy. and leather usage. You get very little time bet- 


It has to be small and cool enough to appeal for men 
techno-dazzle women and have 

enough functionality to impress friends. 

And what do women want? Well, they want 

their mobiles to work unfailingly and be handy. They also 
like style. But their tastes vary. In a spot survey I conduct- 
ed, I found the women surprisingly keen on the way the 
Nokia 7650 looked and the men on Motorolas Rotomoto, 
which they thought was “cute”. You can never tell. 


ween the first and the last battery- 
finished warnings. The phone comes 
with a second slimmer battery that takes 
you through about one-and-a-half days. 
| There's a desktop charger, a finger strap, and 
| a nice headset with the phone. And a fancy little cloth to 
| clean the phone with. What this phone does not have is 
| GPRS capabilities, MMS, triband, Bluetooth, infrared and, 
most of all, no data cable to connect to the PC. The idea is 
Regardless, mobile phone makers have "lifestyled" some that any woman who wants that sort of thing would look 
phones to cater to women. If Motorola came up with a | ata different phone. But at around Rs 25,000, one would 
Harley-Davidson phone, it also brought out pretty little have expected at least the basic data cable and infra-red. 
pearly pink phones for girls. There are also mobiles with As handset makers try to add innovation to necessity in 
built-in lip gloss, a calorie counter, and other supposedly | a bid to keep the mobile markets moving, you'll see more 
female-friendly features. I've been living with a 'womans | interesting phones with unexpected features. Let's see 
phone' for two weeks now. Most manufacturers have | what consumers think of them. As for the T500, I found a 
phones they target specially at women; this one was from surprising number of men willing to take it off my hands! 
Samsung. The SGH-T500 isn't Samsungs first woman's | 
phone — there was the earlier "Queen" phone. 
The T500 doesn't pretend to be subtle. Not only was the 





Mala Bhargava is with Cyber Media (India) and edits 
Computers@Home. You can email her at malab@cmil.com. 
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B.R. Narula was looking ^ 
for a safety net. He got . 
a rude shock instead 


me 
| 


One man 


versus LIC 





B.S. Narula has hauled the insurer to court 
over its New Jeevan Akshay-I advertisement 


VIKAS DHOOT 


OW many times have you been 

warned by that adage — read the 

fine print carefully — when you 

set out to buy a financial product? 

Well, here's a case of a retired gov- 
ernment servant who bought a policy 
from the Life Insurance Corporation of 
India (LIC), believing the claims it made 
in an advertisement. Even as we write 
this, he is fighting a legal battle with the 
largest insurer in India. 

Noida resident B.R. Narula is but one 
of many pensioners who are worried 
about declining interest rates and won- 
dering how to manage their retirement 
finances better. Provident fund ac- 
counts, bank fixed deposits and even the 
generous dividend-paying bluechips of 
yesteryears are just not enough to en- 


sure a hassle-free retired life anymore. 
Which is why Narula and others of his ilk 
have been forced to look out for new 
pension-oriented schemes. 

LIC had been one of the first insur- 
ance companies to realise the huge op- 
portunity that exists in this area. Even 
before the private insurers scrambled in, 
it had three highly successful pension 
schemes running till December 2001 — 
New Jeevan Dhara, New Jeevan Akshay 
and Jeevan Suraksha. However, falling 
interest rates forced LIC to take a fresh 
look at the monthly annuities promised 
by these schemes. And having factored 
in the changes in the interest rate 
regime, on 1 February 2002, G.N. Bajpai 
(the then chairman ofthe insurance ma- 
jor and now chief of the Securities and 
Exchange Board of India) announced 
the relaunch of its popular pension 


plans as New 
Jeevan Akshay-1, 
=- New Jeevan Dha- 
— ra-1 and New Jee- 
. van Suraksha-I. 
A fresh ad cam- 
= paign was launched. 
- The imagery was fa- 
- miliar yet effective — a 
— couple walking into the 
. sunset, a man with grey- 
— ing hair sitting ona rocky 
sea shore, staring into his 
future, and so on. The ad- 
vertisement for New 
Jeevan Akshay 1 
(see picture 
alongside) 
talked about a 
two-step plan 
for a peaceful 
retirement. 
“Step 1: Invest in 
LIC’s New Jeevan 
Akshay-I. Step 2: Re- 
lax.” The salient features of the scheme 
were listed in a neat little box. Among 
other things, it mentioned a minimum 
purchase price of Rs 25,000 and a mini- 
mum pension of Rs 250. 

This was the line that attracted 
Narula, who decided to buy the policy. 
Even though his pension from the gov- 
ernment is regular and would probably 
increase with every passing Pay Com- 
mission report, he banked on the re- 
turns offered by the LIC scheme as an 
additional safety net. Oi 21 March 2002, 
Narula's proposal for a Rs 50,000-policy 
(for what he assumed would be a pen- 
sion of Rs 500 per month) was accepted 
by LIC (Unit 1 1E Delhi). But the policy 
was issued and sent to Narula only on 
4 July 2002, after he had paid several per- 
sonal visits to the concerned agent and 
the development officer. This meant a 
delay in the start of his pension inflows. 
The scheme is designed to start paying 
pension immediately in the month after 
buying the policy. That delay was just the 
first of his series of problems. 

When he finally got the policy in 
hand, Narula was in for a shock. For the 
Rs 50,000 he had invested, the policy 
would give an annuity of just Rs 277 per 
month. Sure enough, a week later, the 
monthly cheques that he received from 
LIC for March 2002-March 2003 were for 
Rs 277 each. A peeved Narula immedi- 
ately wrote to the branch manager ofthe 
LIC unit he bought the policy from seek- 
ing an explanation. 

The manager wrote back explaining: 
"As you had made the initial deposit of 
Rs 50,000 by cheque, we had to wait for 


MAGAZINE OF THE NEW ECONOMY P 58 Y BUSINESSWORLD 28 APRIL 2003 


Keep pace with the digital world 
If it's digital. It's here. Catch the buzz on the coolest technologies and hippest 


gadgets. Keep yourself updated on the latest gizmos from India's largest read 


computer magazine. It can change the way you live and work 


= Subscribe now to 
Computers@Home - 


Ew = iat? 
XR 
je me va 

: x^ 
à Ug S j 


and geta gorgeous 
Swatch chronogra ih 
alisolutely 


is 
La... m 0 M —LLLLD.£ÜALL D — A — ÁN 
Period Issues Stand Offer Price for Offer Price for 
Price (Rs) New Subscribers Existing Subscibers 
Premium Edition He coh Š mi: 
NM 4 Just fill this coupon up in BLOCK letters 
3 3 yrs $5 36 2880 Q Rs 2592 Q Rs 2470 E You save upto 10% and get a Swatch Watch free and mail it back to us at: 
) tyr 12 960 CRs 672 ORs 635 You save upto 30% Subscription Dept., Cyber Media (India) Ltd. 
Overseas Premium Edition | | Cyber House, B-35, Sector 32 - Institutional, 
"dy 5^1 ry QUSS 50 Q US$ 50 {USS 30 for Bangladesh, Bhutan, Myanmar, Nepal, Pakistan & Gurgaon - 122002, Haryana, India 
€ Send crossed Cheques in favor of Cyber 


Media (India) Ltd. (Cheques should be 
My Name 'want to O subscribe C] renew payable at Bangalore, Calcutta, Chennai, 


Addressee Name New Delhi, Hyderabad, Mumbai or Pune 
ra Area tia pin only. For other cities, please send drafts 
Delivery Address € Offer open until stocks last. 

City Gtate Country Postal Code(PIN/ZIP) ® The watch shown in the ad is just a 


sample and not the actual watch. 
ye x TR 2 os EX ® Please allow 4 to 6 weeks for your 


. E-mail Subscription number (for renewals) subscription to begin. The applicable 
1 Q | am paying Rs/US$ by DD/Cheque No. dated _____ payable at _ subscription gift will be sent 6 to 8 weeks 


after commencement of subscription via 
Q Charge my card for Rs/US$ T Amex 5 Visa a Diners Club uel Cu | courier/regd. post. 
i @ Renewals will be accepted only up to 6 
_ Card member name sha ue | I months in advance. 
card expiry date | | LA. | date of birth LE] E | ; = @ For any help, mail us at 
; DD MM DD. MM l , Mo ues =) rse@computersathome.com 
or call us at 95124-2381689 


ATIS EI BELT T 


T 
na 


ES 


ovat 


i g ea LE ad NEUE, avra 
c dene Pia EE AALAN ee Ey ree 








nee months before. sending in- 


ut advice.” Regarding the pen- 
ion amount of Rs 277 per month, 
the manager said: "As you had 
ypted for the option ‘Annuity dur- 
ng the lifetime of the annuitant 
with return of purchase price on 
death. (of) annuitant’, you have 
been issued a cheque in accor- 
dance with that." Whoa! Before 
-you begin to lose the thread, let us 
~ give you some details about the 
^." options the policy offers. 
= The scheme is essentially a 
single premium plan. Monthly 
payments are supposed to com- 
mence as soon as the policy is 
= bought. The purchaser has five 
<= options to choose from — pen- 
^. sion for life; pension certain for 
five, 10, 15 or 20 years and for life 
v thereafter; pension for life with 
... return of purchase price; pension 
: for life with an annual increase of 
3%; and pension for life with a 
_ provision for 50% pension to the 
spouse after the death of the pen- 
— sioner. The minimum pension 
. .. amount will be Rs 250 and the 
< minimum purchase price (pre- 
mium) is Rs 25,000. This is the in- 
formation displayed in the ad and 
-< =s still there on LIC's website. And 
(S this is Narulas main grouse: nei- 
ther the ad nor the website men- 
_ tion that the minimum pension 
. . amount depends on the option 
“chosen by the buyer. 

Narula shot off a letter to the 
branch manager repeating his 
complaint and bringing his atten- 
tion to the misleading ad. The 
manager' reply: "There are four 
different types of options avail- 
able under this plan and the pen- 
sion amount is likely to vary ac- 

-." cording to the option chosen by 
..« the policyholders. The advertise- 
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Unfair or misleading advertisement means and 
aes any communication directly or indirectly 
related to a policy that: 
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@ Fails to clearly identify the product as 
insurance 
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B Makes claims beyond the ability of the policy 
to deliver or beyond the reasonable expectations 
of performance 
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@ Describes benefits that do not match the 
policy provisions 


A————————— PÁG 


@ Uses words or phrases in a way which hides 
or minimises the costs of the hazard insured 
against or the risk inherent in the policy 
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@ Omits to disclose or discloses insufficiently, 
important exclusions, limitations and conditions 
of the contract 
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BI Gives information in a misleading way 
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& (illustrates future benefits on assumptions 
which are not realistic nor realisable in the light 
of the insurer's current performance 
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8 Where the benefits are not guaranteed, does 
not explicitly say so as prominently as the 
benefits are stated or says so in a manner or 
form that it could remain unnoticed 
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@ implies a group or other relationship like 
sponsorship, affiliation or approval that does not 
exist 
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8E Makes unfair o or incomplete comparisons with 
products which are not comparable or disparages 
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m." us D 
“Tt seems here has peen little : 


— bitof misunderstanding in inter- 


preting the wordings in advertise- - 
ment (sic).. . Taking note of your - 
letter, we may, in future, make the - 
concept of minimum annuity/ 
pension amply clear in the adver- 


^ tisements." 


The operative words here are - 
may and ‘concept of minimum 
pension. For his part, Narula is in- 
censed, He has now dragged LIC 
to a Delhi court. Three summons 
have been sent to LIC so far, but 
there's been no response from the 
insurance firm. Will LIC appear 
for the next hearing that has been 
set for mid-April? We would not 
bet on it. In the recent case of Air- 
Indias pensioners taking the 
company and LIC to court for 
bungling of pension funds, not a 
single LIC representative ap- 
peared for any ofthe hearings. 

Narulas is buta case in point. 
With private insurers launching 
their own pension product port- 
folios with more options and rid- 
ers to choose from, misleading or 
unclear insurance advertising can 
be a landmine for potential in- 
vestors. Either all insurance ad- 
vertising needs to be treated like. 
alcohol and tobacco advertising, 
or the Insurance Regulatory De- 
velopment Authority (IRDA) has 
to develop some very stringent 
norms to ensure that consumers 
are not misled. A lot of financial 
products’ advertising assumes 
that readers are financially liter- 
ate. But the world over and in In- 
dia, most people are not. And ad- 


 vertisers cash in on that by 


confusing them with jargon. 
Why we are worried about the 


LIC case is the implications it 


o - ment of any plan only brings out certain 
specific basic features and that is why a 












further details of the plan." 
. The LIC agents whom we spoke to 


: Narula chose (pension for life with re- 
-turn of purchase price) is the one that 
'they most commonly recommend to 
buyers. That the pension amount would 
change depending on the option se- 
5. lected is neither mentioned in the policy 
— .. form, nor is it communicated to the cus- 
4. . tomers by the agent. 


Seeing no positive response from | 


LIC, Narula had also complained to the 


footnote is always given to contact any | 
-LIC branch or LIC agent for obtaining | 


about the scheme say that the option | 


| 
| 
: 
| 
| 


finance minister in August 2002. That 


missive elicited this response, dated 11 - 


December 2002, from LIC’s executive di- 


rector (PR and publicity): “The wording - 
| regarding ‘minimum annuity/pension 


of Rs 250' in the advertisement of the 
plan is a condition which stipulates that 
if the pension comes to less than Rs 250, 
the purchase price and/or mode of pay- 
ment of pension will be altered suitably. 
This condition in advertisement does 
nowhere (sic!) construe that minimum 
pension of Rs 250 p.m. (per month) will 


——————— ÓM GARA AAA At a aana NT E ETE E RE et 


be payable on the purchase price of | 


Rs 25,000. We may also clarify that 


. might have on the insurance company's 


other commitments. In Budget 2003, fi- 
nance minister Jaswant Singh an- 
nounced that LIC would launch the Var- 
ishtha Pension Bima Yojana for senior 
citizens which will guarantee an annual | 
return of 9%, in the form of a monthly — 
pension scheme. Any citizen above the _ 
age of 55 years is eligible; and will get a 
monthly return in the form of a pension . 
for life. The minimum and maximum . 
monthly pensions proposed are Rs 250 © 
and Rs 2,000 per month. This monthly 
pension will start from the month fol- 


| lowing the payment of the lump-sum ` 
nowhere in advertisement (sic) isitmen- | 
tioned that the minimum pension of : 


amount by the citizen. Now, doesnt that - 
ring a bell? | 0s E 
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Baidyanath, the pioneer of Ayurvedic industry, manufacturing and marketing over 700 quality products. Having crossed 200 
crores mark, we need proficient and hard working people who can build on our strength of being a. muilti-locational entity 
with 11 factories and offices nation-wide. 
| LE Area Sales Manager - Six- 

Responsible for the State, stationed at Allahabad, Jaipur, Ranchi, Patna, Bhuveneshwar and Kolkata reporting to Sales 
Manager having 8-10 years of selling experience out of which minimum 2 years as second line manager having ability to 
implement sales strategy and achieve targets through. effective management of distribution network and field force. 
Preference to candidate having experiece in the Ayurvedic industry. 

ue Dy. Manager Product - Three 
Based in Delhi, Kolkata and Patna having independent charge and reporting directly to the Sales Manager. The candidate 
must have experience of minimum 3 years in Product Deptt. in any industry. Responsibilities involve new product 
development existing product management, promotion, marketing management having great ability to support field staf. 
Creative people willing to travel, age below 35 years armed with an MBA will be preferred. 


Dy. Manager Advertising and PR - Three 

Based in Delhi, Kolkata and Patna having independent charge reporting directly to Sales Manager. The candidate must 
have an experience of minimum 3 years in an advertising agency (Client Servicing) or similar department in Industry. Job 
responsibilities will be planning and budgeting of advertising, implementation and maximum utilization besides overseeing 
other activities like company magazine, conferences, and PR activities. MBA's below 35 years with a creative mind are 
required. 
Regional Manager- Sales - Two 
Team players who can manage a Region stationed at Delhi and Kolkata. The candidate should be willing to take on the 
responsibility of guiding and managing the dealer network and field force of his Region (two to three states). The candidate 
must possess great management abilities and effective controls. 
Sales Manager-Consumer Division Three 
To lead a new division of consumer products. Candidates are invited from FMCG background only, Each will be based at 
Delhi, Kolkata and Patnato appoint and effectively run a dealer network and field force under a designated plan. 
| Manager-Marketing 
The candidate will be based in Patna/ Delhi. Must have an experience of at least 20 years in Ayurvedic or FMCG industry. 

| Manager Production - Three 
For our units located in Kolkata, Allahabad and Patna the candidate must be independently looking after a large 
manufacturing set up, job involves planning and execution. Must have capability of dealing with Supervisors and workers. 
Manager - Purchase 
The candidate will be based in Patna. He will plan and co-ordinate all purchases for the unit. 
Manager - Finance 
A qualified Chartered Accountant based in Patna. Job entities financial planning, control and overseeing daily accounting 
procedures. 
General Manager 
G.M. for Patna to oversee co-ordination between all departments, besides general administration of the unit. The candidate 
will be reporting directly to the Director, Preference will be given to people of strong HA background and administrative 
abilities. 


seat 


All applications must be accompanied with a recent passport size photograph. 
The post and location should be clearly marked on the Envelop and the Bio-Data. Apply within seven days to: 


The Asstt. Manager-HR DGM (HRD & ADMN) The Director 
28, Ishwar Nagar, Mathura Road 1, Gupta Lane Baidyanath Bhawan Road 
New Delhi - 170065 Kolkata - 700006 Patna - 800001 
E-mail: shab@nda.vsnl.net.in E-mail: nature@ailayurveda.com 
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^"^Capitalisms biggest political enemies 

are not the firebrand trade unionists 

‘spewing vitriol against the system but 

the executives in pin striped suits 

extolling the virtues of competitive mar- 
- kets with every breath while attempting 
- to extinguish them with every action." 


HAT'S a surprising statement to 
make given the images we have 
been seeing in the recent years of 
anti-globalisation protesters 
across the world. These are 
- young people, workers, farmers and the 
disenfranchised, and they would seem 
to represent a far greater challenge to 
capitalism than the average Fortune 
500 CEO who is a part of the system. 
Not so, according to Saving Capital- 
ism from the Capitalists, which lays bare 
the politics of the free market. Tracing its 
growth, authors Raghuram Rajan and 
Luigi Zingales, both professors at the 
University of Chicago's Graduate School 
of Business, say the real opponents of 
the free market, the ones who have sti- 
fled its growth, are the fat cat industrial- 
ists with big monopolies protected by 
tariffs, the kind who thrive on an un- 
p savoury nexus with their financiers. 
* " Written in the wake of Enron, WorldCom 
-— -  andother big name corporate scandals 
that the authors fear have dented the be- 
lief of the public in free markets, the 
book concentrates on the financial mar- 
kets because these have proved to be the 













- No Detail In This Retail 


MV Wal-Mart writes a book on the art of retailing, it raises ex- | 
WV pectations. When the author declares that the book isa _ 
complete guide for those thinking of venturing into retailing, 


W HEN one of the management team at the $220-billion 











CAPITALISM FROM 


THE CAPITALISTS 


B By Raghuram Go- 
| Rajan and Luigi: 

| Zingales — 

B Crown Business. 

B Pages: 368; 

© price: $29.95 


most sensitive to political changes and 
have witnessed the most upheavals in 
the past few decades. Besides, these 
markets are also the least understood, 
they believe. 

Rajan and Zingales are unapologeti- 
cally pro free market, but they admit that 
the virtues of free markets are not self- 
evident. They also concede that the free 
market is not a natural development. On 


the contrary, markets have always beer 
shackled and repressed because the 
rest on fragile political foundations 
“While everyone benefits from competi 
tive markets, no one in particular make: 
huge profits from keeping the syster 
competitive and playing field level, Ever 
capitalists do not gain from defending it 
Indeed, in their continuous quest fo: 
government protection from competi. 
tion, they often turn out to be capitalis 
m's worst enemies." 

They point out (perhaps obviously: 
that opposition to a free market is at it: 
height during an economic downturn 
when workers are laid off and factorie: 
are forced to close, But the real threat is 
that to benefit themselves powerful in- 
cumbents in many industries use the 
prevailing public mood against free 
markets to get the government to restrict 
competition. And it is these very narrow 
interests which can organise themselves 
into small but powerful lobbies that of- 
ten do this. 

Thus, even in a democracy you have 






Tis only in recent years that economists have started paying attention "s 





to the institutions underpinning markets. Hence, it is perhaps not sur- 
prising how little the public is aware of their political fragility. But too 
many economists play with elegant models of perfectly competitive mar- 
kets without asking questions about how markets come about, how they 
prosper and how they die. Maybe this bias is simply because most promi- 
nent academic economists live in countries where markets function. 





| way off the mark. For instance, the critical topic of ‘preparing 
| a financial strategy’ is dealt with in a single paragraph sup- 
| ported with templates for profit and loss and cash flow state- 
, ments. That's not going to teach a prospective retailer much, 


| is it? Far from offering tips and insights that could be deemed 
valuable, the book proves to be out of sync with ground reali- 
ties. For example, it reports that the Vitan Departmental 
Stores, a retailer based in Chennai, has ambitious plans. How- 










those expectations rise further. So, when sev- 
eral thousand words later Lamba continues 
to expatiate on the fundamentals of retailing, 
_ annoyance sets in. Don't get us wrong. There 
. is nothing wrong with such an approach. It'll 
do quite well as a textbook for students or for 
those seeking to understand retail. The mis- 
take that Lamba makes is to position this 
book as a tool that will help retail practition- 
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ers improve their operations substantially. It's 
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ever, the truth is that Vitan has made no prog- 
ress in recent times. Its franchisees have bro- 
ken away and are doing well on their own 
while the parent continues to search unsuc- 
cessfully for a growth model. On the other 
hand, promising chains barely get a mention. 
Retail is all about detail, and Lamba simply 
doesnt get this right. |— N 
M. ANAND 
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cases where govern- 
ments enforce mea- 
sures that benefit only 
a small section of the 
people and hurt the 
rest of us. We don't complain simply be- 
cause it is too costly to do so — both in 
terms of time and money. The most re- 
cent example they cite is America's steel 
tariffs last year, a measure that purport- 
edly protected jobs of steel workers, but, 
in reality, ended up hurting the jobs of 
many more workers in industries which 
use steel as an input. 

The book is full of examples of how 
markets have emerged and been chal- 
lenged: from the emergence of free mar- 
kets for land in Tudor England to the 
growth of the German model and the 
Anglo-Saxon models of capitalism in the 
later part ofthe 20th century, termed the 
relationship model and arm's length 
model, respectively. Indeed, the descrip- 
tion of how these two variants of capital- 
ism emerged after the end of the Cold 


Iraq Is Not Saddam 


M IDDLE East expert Sandra Mackey 





provides an excellent picture of the 
historical, religious, ethnic and po- 
litical forces that produced Saddam 
Hussein's dictatorship. The Iraqis have 
never had a national identity or a sense 
of common purpose, says the author. 


Therefore, the removal of Hussein will not solve the problems confronting the na- 
tion and could instead escalate the Arab-Israeli conflict. A solution to the Palestine 
question must, therefore, be part of the Iraq policy. She also questions whether the 
US is up to the task of putting the country back on its feet. Mackey's understanding 
of Middle East history and her perceptive analysis ofthe Iraqi situation makes this 
book stand out in the welter of reissues on Saddam in the wake of the US invasion. 
Footnote: It was the British who first pulverised Iraqi villages in an air attack, and 
Winston Churchill who advocated the use of poison gas against its tribes. g 


RAGHURAM G. RAJAN, an expert in banking and com- 
parative financial systems, is currently the director of | 
the American Finance Association and programme e 
director at the National Bureau of Economic Research (NBER) 


LUIGI ZINGALES, an expert on corporate governance, is 
a fellow of the European Corporate Governance Panel. 
He is also faculty associate at NBER and research fellow 
at the Center for Economic Policy Research 










War and how the 'relationship' model 
lost its relevance in the 1970s after the 
collapse of the Bretton Woods system 
and the threat of stagflation is one of the 
best parts ofthe book. 

Ultimately, this is an uneven work, 
with the latter sections (on the setbacks 
to the free market after World War II) be- 
ing far more interesting and insightful. 
The initial part of the book is given over 
to whatis, in effect, a paean to the virtues 
ofthe free market — basically stuff we've 
all heard or read before. 

Rajan and Zingales round off the 
book with policy recommendations on 
how governments can ensure broad- 
based political support for free markets. 
Some, like the one on improved corpo- 
rate governance, can hardly be called 
radical. Others, like the recommenda- 
tion calling for incentives to enable peo- 
ple to re-educate themselves through- 
out their lives so they can adapt their 
skills to changes in the marketplace, are 
far more interesting. + 
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Biographer Dearest 


AMKRISHNA Dalmia is, at best, 

a faint memory. His once large 

business empire — sugar facto- 
ries, cotton mills, private railway, 
private bank and insurance com- 
pany — was decimated in his life- 
time. His prized possession, 
Bennett Coleman and Co., which | 
publishes the Times of India, was — 
snaffled by his son-in-law, a 
teacher at a Delhi college who his 
headstrong daughter chose to 
marry. His business deals, especial- 
ly those involving Bharat Bank and 
Bharat Insurance Company, made 
the headlines and rocked Parlia- 
ment and earned Dalmia the wrath 
of Pandit Nehru, who found him a 
repulsive man. A friend of Jinnah 
and Mahatma Gandhi, Dalmia vis- 
ited various capitals to promote his 
One World Mission. He was finally 
jailed for his financial 
misdemeanours. 

These events are 
hardly covered in Fa- 
ther Dearest — The 
Life and Times of 
R.K. Dalmia (Roli 
Books), written by 
his daughter Neel- 
ima Dalmia Ad- 
har. The 262-page bi- 
ography is nothing more than this 
Marwari businessman's many wives 
and liaisons and his 18 children. Ad- 
har is no Christina Crawford, whose 
scabrous expose of her mother Joan 
Crawford in Mommy Dearest ap- 
pears to have inspired this book. It's 
spiteful alright. If you are competing 
for the attention and riches ofa man 
with five wives, along with the ghost 
of his first one, and 18 children, it is 
bound to leave you bitter, as this 
somewhat prurient book reveals. 

It might also explain why Adhar 
has created such ripples in the staid 
world of Indian publishing where 
tell-all books are a rarity. Despite her 
limited talent, the book is coasting 
along nicely on the titillation offered 
in her feverish account of Dalmia's 
love life in a style that is dictated by 
Adhar's foetus-fixation and a pen- 
chant for the paranormal. So unless 
you are kinky and, unaccountably, 
curious about details about the © 
fumblings of a long dead Marwari, 
skip this. 
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tion on the Severe Acute Respiratory Syndrome 
(SARS) and India's position on its economy. Both 


HERE is a striking similarity between Chinas posi- _ 


Survey 2002-03 said the economy was infected by | 


; 
| 
| 
i 


| 


the global slowdown, uncertainty (due to Iraq), problemsin | 


Latin America and Turkey, and drought at home. The Re- 
serve Bank of India's Report on Currency and Finance has 
the same refrain. But for these, says arecent government ad, 
we would have met the Tenth Plan target of 8% GDP growth 
and become “a developed country in 2020". 
Incidentally, 8% GDP growth requires industry to grow 
at over 10%. The range of real growth estimates for 2003-04 
is 5.5-6,5%. The Iraq War is over, Having decided to “de- 
plore" the US action, India will probably miss out on the re- 
. . construction contracts. Still, exports should grow at 
-< more than 10% in dollar terms if, as expected, oil 
prices fall and the US economy recovers. 
From the low levels of 2002-03, agricul- 
. .ture and allied activities should grow at 
496 in 2003-04. This would increase 
rural demand after the first two quar- 
ters and benefit industry, which will... 
also be helped along by the export 
impact. Hence, industry willgrow by — , 
6-795. Combined with a services sec- | 
tor growth of 7%-plus, this could take 
^. the GDP growth rate to over 6%, Now 
that oil prices have dropped, inflation 
will also settle down in the 4.5-5% range. 
|o. Butare we on the upward swing of the busi- 
-. . mess cycle and is the industrial sector recovery 
5... as broad-based as the Report on Currency and Fi- 
- -nance would have us believe? 


— 





How serious is the Severe Acute Respiratory Syndrome (SARS) aicting the Indian economy? 





gests the present upturn: is fragile and cannot be compared 
to the April 1995-August 1996 growth brought about by fi- 
nancial sector liberalisation and the removal of entry barri- 


claim that there is nothing wrong. The Economic | ers. Subsequently, there were no major structural reforms to 


showcase. The last upturn is slightly different because there 
was a policy-induced boost to highway and housing con- 
struction coupled with an export stimulus. 

Itis precisely because the growth base is thin (food prod- 


, ucts, beverages, textiles, transport equipment, basic metals, 


———— ————P n 












ANTHONY LAWRENCE 


A study of industrial recovery by Dharmakriti Joshi of | 


|. Crisil’s Centre for Economic Research suggests otherwise. It 
argues that since the slowdown of 1997-98, there have been 
-> several occasions when manufacturing showed signs of re- 
: covery and then. stalled, and these: signs became weaker 
over time. - 
. Between April 1995 sud january 2003, there ` were four 
separate periods of manufacturing buoyancy. The first, dur- 
- ingApril 1995-August 1996, was robust and broad-based. 











: has been lower than during the preceding one. Sectoral 
- variability of growth also increased, with spread of recovery 
- thinning in each subsequent upturn, 





In the recent upturn from July 2002 to January 2003, only | 
seven sectors (out of 17) contributed to growth. This sug- | 
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_ Since then, however, average growth during each upturn - 








metal products, steel and cement) that one cannot bet on a 
sustained manufacturing (or industrial) recovery. Nor are 
there any signs of private investments recovering. The bet- 
ter performance of the capital goods sector is no indicator 


_ of increased investment since the growth of the capital 


| goods sector has been driven largely by transport equip- 
ment though the government may harp on a softer inter- 
_est rate regime stimulating investment. 
So, despite deposit rates having dropped, 
- real lending rates in 2001-02 remain as high 
as 7.696. In fact, the point-to-point 
wholesale price index for the week end- 
-. ing29 March shows inflation of 6.24%. 
This was because of oil price hikes 
and will not last. But as fixed deposit 
. ratesin banks sub-three month terms 
are around 5%, 6.24% inflation means 
. anegative real interest rate. 
a India’s economic SARS is rarely fa- 
| tal It reduces GDP growth from 8% to 
6% and opportunity costs of reduced 
growth are not obvious . There is no immi- 
nent danger of an external or internal economic 
crisis, which is why reforms everywhere, not just in 
the financial sector, are stuck, The unfinished agenda of re- 
forms need not be articulated. It has been virtually un- 
changed since 1991. The less said about agricultural or rural 


reforms the better. The disinvestments of Indian Airlines 
and Air-India have been postponed. Truckers are on strike, 


as are traders, The Electricity Bill may have been passed, but. 
every power sector indicator is worse than it was three years 


ago. No labour market reforms are happening. The infra- 





structure thru stofthe Budget will not show results immedi- 
ately and there i is a limit to what the Natio nal Highway De- 





s" velopment Project alone can do. In any case, little of the 


Rs 60,000 crore promised is from public sector investments. 
The government is temporarily i in holiday mode and 
permanently on election mode, Forget that 8% growth. For 
the moment, it belongs to the realm of the impossible, like 
linking India’s rivers. AH 
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NSys gives 

qi Wipro net profit dips 
falls by 106 8.596. Worse days 

tts in a day ahead, warns company 


npanies lose 
000 crore in 
at value over 
trading days 


New Jersey moves 
call centre from 
Mumbai to US 


US consulting giants 
step Up pressure 





Nasscom’s growth 
estimates questioned 
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BUILD BRIDGES 


GIVEN the opportu- 


nity China holds, our 


government and in- 


dustry must work to- 
wards a China-India 
free trade association. 


H.N. RAMAKRISHNA, Bangalore 


Bi The Chinese economy has made 
rapid progress because of a change in 
the mindset of its people. This fact 
carries an important lesson for us. 
We are still struggling to implement 
the second generation of economic 
reforms. Our people still cling to 
jaded policies and beliefs. It will be 
interesting to understand how the 
Chinese government and the people 
made this transformation. They have 


PARTNERS IN CRIME 


In his column (‘High-level Humbug’, 
BW, 21 April), Ashok V. Desai has con- 
firmed what we have suspected all along 
— that there is a lot of hanky-panky go- 
ing on at high levels in the government 
and bureaucracy. What intrigued me the 
most was this: one of the bankers visited 
the scamster and found that there was 
no machinery at all, but even then the 
company made a rights issue. The point 
is, when the bank knew it was being 
cheated, why did it not file a complaint 
to recover its dues? And shouldn't the 
bank and financial institutions (which 
must have helped in forming the com- 
pany) have publicised their intention 
not to pick up their rights shares? Their 
silence in several such cases made the 
gullible public pick up their rights. In all 
these cases, the banks were very sympa- 
thetic to the scamsters for reasons best 
known to them. 

V. SURYANARAYANA 

Secunderabad 


GLITCHES IN SERVICE 

After reading ‘Handset Woes For CDMA 
Users' (BW, 21 April) and similar such 
stories about Reliance Infocomm, one 





PHARMA MNCS FOCUS 2005 


Business 


= 


= gs 
E 


€ 


1 m NE 


NEA eme 


Sman 


i 


L0. 5, me» m ar y O5 


Biotech. 
The Fail 
& The Rise 





shown an amazing capability to 
adapt in many areas, especially in at- 
tracting foreign investment. Your 
cover story demonstrates that they 
do not hesitate to welcome Indian 
manufacturers, who could be con- 
sidered as competitors, to set up 
shop in China because that is sup- 
portive of their growth targets. 

GIRI GIRISHANKAR 

Chennai 





gets the feeling that Reliance has been 
losing its edge after the death of Dhirub- 
hai Ambani. For the very first time, Re- 
liance will be operating in a competitive 
market. Earlier, it operated as a near mo- 
nopoly due to economies of scale that 
resulted in a cost advantage. Another 
factor that goes against Reliance is that 
other mobile companies have reduced 
their tariffs. Cost and pricing awareness 
will play a major role in the future and 
Reliance has to keep this in mind. 
ANAND AGRAWAL 

Via email 


TAXING A FEW 


I am quite amazed at the means adopted 
by people to shield their hard-earned 
(read: ill-gotten) wealth from the reach 
of the government (“Taxpayers Ko Gussa 
Kyon Aata Hai’, BW, 3 March). And how 
do they avoid paying taxes? By buying 
and selling land, growing exotic herbs, 
bribing corrupt government officials, 
the list of methods is endless! 

SANDIP MUKHERJEE 

Mangalore 


Letters can also be sent to 
editor@bworldmail.com 
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Super Mileage. Super Pick-Up. Super Safar. 


MESEL SUPER. Whether you are driving on the highways or in the bustling metros, there is one diesel in India that makes 
jriving a very pleasurable experience. DIESEL SUPER. Reinforced with 
Multi Functional Additives, it cleans the engine, minimises exhaust 
‘missions, prevents gum formation, restores peak engine power and 
icceleration, hence ensuring lower maintenance costs. So, switch over 


ʻo DIESEL SUPER for a pleasant driving experience. IndianOil 








ZYAADA MILEAGE. ZYAADA DUM. 





Available at select outlets in all metros and major cities. 





Businessworld k 


COVER STORY 


o Changing Reality 


Software majors like Infosys and Wipro are 
struggling to grow their core businesses and 
leverage new growth opportunities. Mid- 
sized firms are striving to hold on. The 
markets have re-rated software stocks down 
to ‘unthinkable’ levels. India’s IT industry 





now stands at a critical juncture... 36 THE ORDER BOOKS Why have Indian comp- 
anies not been able to win the huge international 
30 A NEW THREAT As MNCs move work offsh- business orders that analysts predicted? 


ore, the pressure on Indian IT firms will rise. | 35 WHAT PRICE INFOTECH? Key infotech stocks 


32 DIFFERENT SKILLSETS Indian firms realise have suffered an unprecedented fall in 
that they need distinct capabilities for ITES. valuations. Is this re-evaluation justified? 





4 LETTERS TO THE EDITOR 


43 CASE STUDY How can one inspire 
passion in an organisation? 


59 BIZQUIZ 
66 EDITORIAL 


BUSINESS 


40 MULTIPLEXES Are multiplexes in trouble? Some 
may be going through a difficult time at present as 
screens fail to draw the crowds, but things are likely 
to even out in the longer term. 


42 CENTURION BANK Former Standard Chartered 
IN THE NEW Y Bank chief Rana Talwar's Sabre Capital takes control 


ofthe decade-old bank. 
8 RELIANCE INFOCOMM After a stumbling start, the 


feum 
marketing plan is back on the drawing board. ak s B1 SOUN, NEWBPAPERS Three 
local newspapers in Chennai 


— Adyar Times, Mylapore 
Times and Arcot Road Times 
— are distributed free, but 
have been successful in 
making money just 
from ads. 











12 ITDC Ashoka and Samrat, two prime properties in 
Delhi, are on the block again. 


ECONOMY & POLITICS 


18 WTO Critical deadlines have been missed. What are 
the portents for the ministerial meet in Cancun? 








20 COMMENT: ASHOK DESAI HNOLOGY 
The ues drivers germanus 52 TELECOM Lack of spectrum is forcing 
are not wholly unjustified. i i 

mobile phone operators to innovate 

22 INDO-PAK RELATIONS and come up with pretty zany solu- 
Why has prime minister tions. A look at three common ways 
Vajpayees stand on Pak- in which these players are improving 
istan suddenly softened? | spectrum utilisation. 
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© Preparing For VAT 


For corporates getting 
ready for the VAT (value- 
added tax) regime is 
turning out to be a bigger 
task than they thought it 
would be. The experience 


LEAD STORIES 
© A Wise Policy? 


Hero Honda earned profits 
of Rs 1,044 crore in two 
years, but gave away Rs 750 
crore as dividends. Does 
India’s most respected 
automobile company really 
have no use for its profits? 


X aT n. 


of one company — Samsung's - 


Samsung India — so far. 
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62 
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SPECIAL 


56 BY INVITATION: R. GOPALA- 
KRISHNAN The issues that 
need to be tackled if the IITs 
are to reorient their strategy. 


PERSONAL BUSINESS 


MUTUAL FUNDS Their 
newsletters should keep you 
updated about what's hap- 
pening to your money. 
Here's what they usually say. 


BOOKS 


UNRAVELLING THE SECRET In just three years of 
launch, DoCoMos mobile Internet system has got 
over 30 million users. What's behind its success? 


Cover Design: JYOTI THAPA MANI 
Imaging: SATYAJIT DATTA 


For appointment advertisements go to 
www.jobsahead.com/jobworld.html 

For advertising opportunities go to 
www.agencyfaqs.com/brandfit/businessworld.html 










What Next For Infotech? 


T a cocktail party a few 
A days ago, I was surprised 

at the confusion in the 
minds of senior executives over 
the state of India’s software in- 
dustry. These were decision 
makers with privileged access to 
information, and yet they were 
grappling for answers. The ques- 
tion uppermost in everybody's 
mind — where is the IT sector, 
which in many ways has come to define Indias intellectual 
capability globally, headed? 





Our team of six reporters who worked on this week's 
cover story set out to answer precisely that question. 
They believe that the IT industry today stands at a crit- 
ical moment in its evolution. This is showing up in 
many ways. Large IT outfits are struggling for new or- 
ders, billing rates are at an unprecedented low, the 
much tom-tommed foray into IT-enabled services 
(ITES) isn't paying the expected dividends and so on. 


For the IT sector, used to growth rates of 40-50% annually, 
the challenges are unprecedented. To cope, Indian IT com- 
panies will need to acquire the skills to handle large and 
complex orders, manage employee and market expecta- 
tions differently and finally prove that they do deliver value. 
Meanwhile investors and analysts need to develop more re- 
alistic expectations of what IT companies can deliver. Man- 
ish Khanduri, senior assistant editor, who anchored the 
package, says: "Indian IT is taking stock of its capabilities 
now that the feeling of invincibility is disappearing." 


Another article that you'll find interesting is the one on Hero 
Honda. Over the last two years, the company has been pay- 
ing huge dividends. There's nothing wrong with that. But we 
argue that in times when the two-wheeler market is going 
through a churn, it is perhaps prudent to retain funds with- 
in the company. You never know when you may need them. 


Also, our story on page 16 tries to explain how one multi- 
product, multi-market, multinational is gearing up for the 
value-added tax (VAT) regime. 


Sh 


(AVEEK SARKAR) 
CHIEF EDITOR 
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RELIANCE INFOCOMM 
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e 60,000 DAEs to sell 
Heliance Infocomm 
| connections 















OWlongbefore | , Little choice for consumers 

a company Te- | in choosing handsets 

alises its mar- | 

keting plan is * All phones tied to networks 
notworking?In | e Lock-in period of 36 months 


Reliance Infocomms case, a 
shade over 100 days. It dis- 
covered that despite heavy 













| € Reliance to set up its own 


POLARIS SOFTWARE 


Twelve, 
eleven, ten... 


RUN Jain is losing his trophies. When the chairman 
BA»: managing director of Polaris Software Lab 

handpicked trophy names that he could showcase 
as 'domain experts, it was touted as the 12-man army that 
would catapult Polaris Software Lab past the Rs 1,000- 
crore sales mark. 

However, now the problem is that his soldiers are not 
taking orders. They are either running away or getting 
entangled in disputes with Jain. First, Natarajan ‘Nat’ 
Narayanswamy, whom Jain had snagged from Accenture, 
quit, reportedly on personal grounds. 

Then came the news ofa serious rift between Jain and 
his superstar recruits — Harpal Duggal, the former 


HOME LOANS 
RBI to curb the reckless 





advertising, things were not retail outlets 
going the way ithad wanted. | & Wide variety of handsets jr ied t 
Now, its entire marketing t3 be HER y India has expressed 
plan is being revised. concern over the ease 
For starters, its Dhirubhai | * New Reliance COMA with which banks have 
Ambani Entrepreneurs (DAE) | Phones to have SIM cards given home loans over the 
scheme is being curtailed — e No lock-i -in period; past couple of years. And 
from 60,000-odd to afew 100. | subscriber can change the while it is not hitting the 
Many ofthe earlier DAEs, operators when he wants to ic bulo ide qat 3 
some of them even pane QUON JUSL YENA HY 





issue guidelines, which 
banks will have to follow 
while issuing such loans. In 
recent meetings with 
bankers, the RBI said banks 
are not taking adequate pre- 
cautions. "What concerns the RBI is that banks are going 
overboard with the rate war in the home loans market and 
that some of them do not fully recognise the risks in these 
types of loans," says a source. 

Incidentally, sources say it is the banks, specially public 
sector banks, that have asked for such norms. The norms 
could be introduced as early as the Credit Policy, which 
will be announced at the end of April. However, it is not 
clear what the norms will be. Among RBI's worries are the 
lack of transparency in marketing products like floating 
rate home loans and the fact that some banks have been 
hurt by cases of fraud where borrowers presented banks 
with forged documents. & 

AVINASH CELESTINE 


paanwalas, could not inform 

customers of Reliance's schemes. Also, customers had to wait 
long before they received the handsets they had ordered at the 
DAEs’. Reliance’s remedy: set up its own retail outlets. 

The other problem was that once you opted for Reliance, 
you were stuck with it for 36 months. Reliance now has a 
scheme where instead of shelling out 36 post-dated cheques, 
customers can pay a rental of Rs 240 plus Rs 160 for 400 min- 
utes of outgoing calls. The Rs 3,000 deposit, however, stays. 

There was also little variety as far as handsets were con- 
cerned. Now, Reliance will launch a whole new range of mod- 
els. It will also launch CDMA handsets with SIM cards, which 
will allow users to change the service provider if they so wish. 
Like in the GSM market, this could create a second-hand mar- 
ket for CDMA handsets. Once that happens, prices will fall, 
making it attractive for new subscribers to join in. The SIM 
card-based handsets will be out in the market by end-May. 

But the biggest problem Reliance faces is fewer intercon- 
nect points with Bharat Sanchar Nigam (BSNL) than it wants. 
As of now, it has interconnect in only 71 towns out ofthe 693 in 
which it wants to start services. That could delay launches. So, 
the question now is: will all this help? Our call is on hold. E 

ANUP JAYARAM 
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Standard Chartered CEO, and Suren Khirwadkar, the former 
Citibank country marketing director. Soon after joining 
Polaris, the duo took charge of Polaris’ new business process 
outsourcing business. Polaris later floated Optimus, its BPO 
subsidiary. Both were apparently assured that they would be 
designated CEO and managing partner of Optimus and given 
sweat equity. That deal has now apparently 

turned sour. Here is what the X 


September 2002." 




















three parties had to say when 
BW contacted them. 
Khirwadkar: "There is 
an agreement signed by 
Arun Jain dated 10 April 
2002 stating: “You are 
joining Polaris to develop 
and implement the BPO 
initiative. This contract will 





Polaris' Arun Jain (3rd from 
left) tries to retain his man- 
agers (L-R) N. Narayan- 
swamy, S. Khirwadkar, 

and Harpal Duggal 


ar 


Out with food, clothes 


MAGINE a huge shopping mall selling only jewellery, or only shoes, or even only furniture. 

That is the direction Indian retailing is headed in today. At the Loft in Powai, home to IIT- 

Bombay, all you will find are shoes, shoes and more shoes. In Arcus in Gurgaon, you will find 
only home fittings. Or come September 2004, Gold Souk, also in Gurgaon, will stock only jew- 
ellery over 180,000 sq ft of space. 

What is going on? Simple. Wannabe retailers in India are beginning to look beyond apparel 
and food retail. From his office in Pamposh Enclave, KSA-Technopak’s Hemendra Mathur has 
been monitoring this shift. “Most of the queries we get these days are for newer categories,” he 
says. In recent months, he has been approached for advice on retailing categories like imported 
goods, factory seconds, appliances, IT products, home products and so on. Home products re- 
tail, especially, is booming. 

So what is driving this? For one, many more categories today offer the sort of width and 
depth in sales that only apparel and food did earlier. Two, it is also a sign that supply chains are 
developing in these industries, making 
such businesses more profitable. Most 
hearteningly though, some of the new 
retailers are very aggressive on their ex- 
pansion plans. 

Aerens Goldsouk International, pro- 
moters of the jewellery-only mall, are 
planning outlets in 10 cities in India. 
That should help bolster the chain's 
sourcing muscle. Just one question. 
When do we see the 150,000 sq ft book- 
shops and musicshops? 

Postscript: Sometime back, we learnt 
that the Exports Promotion Council for 
Handicrafts is planning to set up a mall 
for handicrafts. The mall will be a cash 
and carry store, and it will sell to interna- 
tional retailers. a 

M. RAJSHEKHAR 


An artist's impression of the upcoming 
Gold Souk jewellery mall in Gurgaon 
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terminate on formation of the proposed BPO company 
which you will join as managing partner with equity 
participation...’ The BPO company was formed on 25 


Duggal: "There was an engagement letter given to us 
which said that we would get equity on the formation of 
the new BPO company. Since 
that hasn't been done, there is 
no question of quitting. 
(Because) if we quit, that 

agreement between Jain and 
us becomes void and he 
will have to compensate 
, us.So we havent quit. 


But there is a legal 


€ dispute between us." 


Polaris declines to 
comment on the issue. 
But the final curtain on 
the drama should lift 


/ over the next week. We'll 


keep you posted. a 
AVINASH CELESTINE 





SECOND THOUGHTS 


Happy — 
B'day, DNA 


IFTY years ago, on 25 
April 1953, science jour- 


nal Nature published 
James Watson (L) and Fran- 
cis Crick's paper on the dis- 
covery of the secret of life: 
the famous double helix 
structure of DNA. That ope- 
ned up science to many 
possibilities and advances. 
Exactly 50 years later, the 
Human Genome Project, an 
international scientific con- 
sortium that started in 
1990, has completed the 
sequencing of the 3,000 
million DNA letters to the 
accuracy of 99.99%. E 


GINA SINGH 


—  ———— 
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MEDIA 


Gujarat gambit 


T could be one of the biggest print 
launches in along time. Divya 
Bhaskar, a Gujarati newspaper 
from the Rs 250-crore Dainik 
Bhaskar group, will hit the stands 
in Ahmedabad and the rest of Gujarat in 
June this year. Media circles have been 
abuzz with rumours that the newspaper 
is being launched at the behest of Gu- 
jarat chief minister Narendra Modi. “If 
we were publishing the paper for a po- 
litical party, they would have some 
member on the board or in the team 
running the paper,” says Girish Agarwal, 
director (marketing), Dainik Bhaskar, 
and a member of the family that owns 
the group. “We publish 
newspapers to get 
readers and, 
eventually, adver- 
tisers,” he says. 

So why Gu- 
jarat? Bhaskar has 
had a great run in 
North India with its 
flagship daily gain- 
ing a circulation of 
around 17 lakh 
copies. Isn't Gu- 
jarat a new lan- 
guage and con- 
text? Agarwal says 
IRS numbers 
show that of the 


AX evasion just got tougher. 
And the traders’ lobby oppos- 
ing the introduction of value- 
added tax (VAT) alittle more worried. 

The finance ministry has recently 
sought bids from consultants in India 
to set up a VAT information exchange 
system (VIES). Those who have put in 
their bids for the system include con- 
sultancy firms Ernst and Young, 
KPMG, Accenture and Pricewater- 
houseCoopers. 

The VIES is planned on the lines of 
asimilar exchange in the European 
Union. The EU system provides for 
routine exchange of data on aggregate 
sales (including branch transfers) be- 
tween member states. 

The VIES will provide all taxpayers 
and tax administrations with the facil- 
ity to check as to whether a taxpayer is 
















DINESH KRISHNAN 


over 25.70 Gujarati readers in the state, 
Gujarat Samachar and Sandesh (the 
leading newspapers) reach only 15.66 
lakh. "We are not talking about taking 
their share, but are looking at new read- 
ership,” he says. Itis a strategy he has 
used well in Rajasthan and Chandigarh. 
If Divya Bhaskar takes off, "it will 
break the language barrier for all 
regional newspapers," he adds. True, no 
regional giant has attempted any other 
Indian language in a bid to expand. 
(Eenadu, Daily Thanti and others 
remain rooted to the language and state 
of their origin.) From the indications so 
far, it will not be an easy task. For 
Bhaskar, the 
marketing rollout 
suggests a big 
battle. Over 12 
lakh homes 
have been 
surveyed in 
j| and around 
Ahmedabad 
to figure out 
what they 
want out of 
their newspaper. 
The unanimous 
à answer: "Unbiased 
editorial." Good 
morning, Gujarat. Mi 
VANITA KOHLI 


VALUE-ADDED TAX 


Big brother is 
watching 





over no 
breaking up 


DBI Bank manag- 
: ing director Gunit 
Chadha has had 

enough. Brought in 
two years back to 
rescue IDBI Bank 
from the ranks of the 
also-ran private sec- 2 
tor banks, Chadha is 
unlikely to renew his contract when it 
expires in August. The bank is in des- 
perate need of capital to expand fur- 
ther. While foreign investors have 
expressed interest in investing in the 
bank, they will do so only if IDBI, sad- 
dled with large volumes of non-per- 
forming loans, makes a commitment 
that it will not merge the bank with 
itself and will basically let its progeny 
off the leash. 

However, such commitments have 
not been forthcoming. And the friction 
between Chadha and his team on one 
side and IDBI officials on the other has 
been increasing. Chadha is reported 
to have given the board time till 
August to make up its mind. 
“However, it seems fairly unlikely that 
such a decision will be taken by that 
time,” say sources. 


IT KUNDU 





m 
AVINASH CELESTINE 


registered for VAT. As a result, authori- 
ties will be able to track all VAT-regis- 
tered dealers as well as their individ- 
ual volume of business, anywhere in 
the country. Eventually, itis expected 
that the VIES will also ease inter- 

state purchases. 

Currently, the government moni- 
tors the movement of goods between 
states through physical controls. You 
may say that state sales tax laws pro- 
vide for establishment of check-posts, 
to monitor such movement. However, 
the problem with the current system 
is that the physical controls are nei- 
ther sufficient in controlling trade nor 
in capturing all trade. 

Such an online system could help 
the states put in place accounting- 
based controls. n 
ANJULI BHARGAVA 
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EXPERIENCE COMFORT AS NEVER BEFORE WITH THE NEW AGE TENCEL TROUSERS. THIS REVOLUTIONARY 
NEW FABRIC MEANS THAT YOUR TROUSERS STAY WRINKLE-FREE AND SOFT TO THE TOUCH, NO MATTER WHAT. 


COME, STEP INTO TROUSERS SO COMFORTABLE, EVEN THE LONGEST OF DAYS AT OFFICE WILL NOW BE A BREEZE. 


antaloons 


India 5 Family Store 





| AHMEDABAD | CHENNAI | HYDERABAD | KANPUR | KOLKATA | MUMBAI | NAGPUR | PUNE | SECUNDERABAD | THANE 


TENCEL*. A LUXURIOUS FIBRE, TECHNOLOGICALLY ADVANCED AND NATURAL IN ORIGIN, DESIGNED WITH COMFORT, PERFORMANCE AND OUR ENVIRONMENT IN MIND 
TENCELMS THE REGISTERED TRADEMARK OF TENCEL LTD. FOR LYOCELL. 
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UNREST AT HSBC 


The tiger bares its teeth 


HAT'S going on at HSBC? In 

November last year, when 

the press met Niall Booker, 

the new head of HSBC's 

operations in India, he came 
across as a soft-spoken and rather nice guy. 
He talked at length about his love for cricket 
and the fact that his grandfather had owned a 
tea estate in Assam. He talked about wanting 
to visit “palaces in Rajasthan” and “see tigers 
in Ranthambhore". 

Today, people in HSBC must hope he 
spends more time with the tigers and less 
with them. Last week, media reports said the bank was cut- 
ting staff, including senior executives, by 300. Others spoke of 
a dispute between the management and unions. HSBC says it 
has not laid anyone off and that the rumours are unfounded. 

What is clear is that Booker has cracked the whip. He rep- 
ortedly told top executives to shape up or ship out. Sources 
say at least 7-8 executives have either quit or are on the verge 
of doing so. “The number of direct reports to senior execu- 
tives have also been cut sharply,” says a source. “People who 
had 6-7 people reporting to them now have only 1 or 2.” 

So, what went wrong? There are concerns that the bank is 
slipping behind its competitors. Recently, HSBC exited the 


TELEVISION 


Betting 
on men 


T'S billed to be bigger 
than even Kaun Banega 
Crorepati. Each episode 


of Star Plus' Josh, to be and security agencies (the location of both 
launched in mid-May, is hotels is sensitive due to proximity to the 
believed to cost PM's residence) soon. The issue will then be 


over Rs 30 lakh. 
Josh is a take-off 
on Miami Vice 
and will feature 
ex-cricketer Salil 
Ankola in the lead role. 
Most TV programming is 
driven by female viewers. 
Will Josh create a new 
category of male viewers 
who demand shows more 





in the sale deeds. 


Ministry sources are unsure 








taken to the committee of secretaries. 
The hotels will be sold, say disinvestment 
ministry sources, despite many of their rest- 
aurants being given on long 
leases. The agreements will con- 
tinue through appropriate clauses 


Meanwhile, Ashoka continues 
to be riddled with pricing issues. 


whether buyers will pay the kind 


auto loans business as competition from pri- 
vate sector and foreign banks led to wafer 
thin margins. According to the HSBC 2002 
(January -December) annual report, the 
profit before tax for India was flat at around 
$85 million; most profits came from treasury 
operations. Its position in credit cards and 
home loans is being threatened by the likes 
of ICICI Bank and SBI. 

In terms of productivity, too, HSBC is well 
behind its competitors. In 2002, each 
employee of Citibank and Standard Char- 
tered did a business of around Rs 18.11 crore 

and Rs 9.84 crore, respectively. HSBC did a business per 
employee of only around Rs 6.01 crore. Private sector banks 


| like HDFC Bank, ICICI Bank and UTI Bank fared better. 


HSBC's operating profits have risen by just 56% between 
FY2000 and FY2002. Citi's operating profits rose by 7696, while 
Standard Chartered's rose by over a 10096 (due to the acquisi- 
tion of Grindlays). 

The results for FY2003 may not be any different. Despite 
aggressively growing the retail loans portfolio, retail loans acc- 
ounted for just 29% of total loans in December 2002 versus 
24% a year earlier). So it's no more Mr Nice Guy for Booker. Bi 

AVINASH CELESTINE 


DISINVESTMENT OF ITDC HOTELS 
The price of prime 


SHOKA and Samrat are on the disin- 
A vestment block again. The disinvest- 
ment ministry is likely to discuss the 


sale of the two ITDC properties with the 
tourism and urban development ministries 


and convert the land into, say, a commercial 
complex," says a source. The buyer will have 
to continue running it as a hotel and meet 
| the conditions laid down by local authorities. 
| Ministry sources are also unhappy with 
| the prices notified by the urban development 
| ministry, which, at Rs 24,000 per sq. m., is far 
lower than its market price. 
Ashoka was unlucky the first time 
around. Can it break the jinx this time? & 
| ANJULI BHARGAVA 


of price that its land commands. 
"You can't break down Ashoka 
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tuned to their liking? — B 
VANITA KOHLI 
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Take a different route 


The new F'Lite&. Extra tough protection never felt so light. www.samsonite.com 
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e News 


LOANS FOR TRADE 


Into Africa 


F India leverages the loans it extends 
[: Africa well, the latter could turn out 

to be a huge market for Indian pharm- 
aceutical products post-2005. The Indian 
Pharmaceutical Association (IPA) is asking 
the industry, commerce and external 
affairs ministries to use loans from the 
India Development Initiative (IDI) to sup- 
port exports of pharmaceutical machinery 
and consumables and medical IT, hard- 
ware and software. When 
the government 
allotted Rs 200 
crore for IDI in 
the 2003 Budget, 
few knew what it 
was about. Now it 
turns out, the IPA wants 
the government to focus 
on Africa while distribut- — 
ing the loans. "India needs 
such leverage if we have to keep the 
Africa group with us after the WTO comes | 
into effect," says D.G. Shah, secretary | 
general, IPA. The post-WTO African mar- 
ket is critical for India as the US and some 
European countries have extended the 
most favoured nation status to many 
African nations. Using aid to help pharma 
products is a good long-term strategy. B 


GINA SINGH 











hen you lack 
enough busi- 
ness deals, 
buy compa- 
nies. Orat 
least, that's the new mantra that 
Indian business process out- 
sourcing (BPO) companies, 
who have not managed to gain 
a critical mass of customers, are 
chanting. Look at what the 30- 
employee, $10-million, 
ChrysCapital-funded BPO 
company Ephinay (pro- 


nounced F&A) did just a fort- 
night back. 


Ephinay acquired Phoenix, 
US-based BPO company Core3. 
Ephinay' aim: get the lat- 
ter's customers as well as a 
readymade front end in the US. Talk of taking the fast route. | 

Launched six months back, Ephinay had only one client, Cargil. "Now we 
have four of Core35 clients as well — one in education and three in retail," 
says Andy Kankan, Ephinay' founder and executive vice-president. 

Ittook Ephinay two months to close the $3-million deal. Core3 had 30 em- 
ployees executing financial and accounting work for its customers. 

Kankan was earlier with GE. He headed GE's finance and accounts back- 
office operations in Gurgaon before setting up Ephinay. Eventually, he sees 
2096 of Ephinay's work being done in the US and the rest in India. 

Ephinay is not the only one. One-year-old Patni Computer Systems (PCS) 
is also looking at acquisitions. PCS, in fact, sees a lot of sense in such an ap- 
proach. Sanjiv Kapur, general manager and head (BPO), PCS, says: "We are 
evaluating multiple options both in India and the US. This will help shorten 
time-to-market, build scale and also get us process and domain expertise in 
banking, financial services and insurance — the space we are targeting." 

So will others take to this — the late movers’ model — to market? And, 
more importantly, will it pay off? 


DINESH KRISHNAN 


Ephinay's Kankan has taken the quick route 


Es 
SHELLEY SINGH 





Giving Impetus to Voluntary Effort 
(GIVE) Foundation, a not-for-profit 
organisation for providing opportunities 
for the underprivileged in India, has lau- 
nched a charity portal, giveindia.org. 
You can contribute to Giveindia in 
three ways — by donating money, 
buying handicrafts made by rural arti- 
sans or volunteering time and skills. 
You can choose from among 100 NGOs 
in causes like the environment, wom- 
en's welfare, livelihoods and poverty, 
education, youth welfare, services for 
the disabled, services for the elderly, 
child welfare, health and sanitation, 
human rights and empowerment. 
Says Venkat K.N., founder and 


E HARITY has moved to cyberspace. 


| 


| 


THE GIVING SO FAR | 
CEEEENL IN" 





director, GIVE Foundation: "A lot of 
people feel the need to give back to 
society, but don't quite know how to 
go about it." A recent Participatory 
Research In Asia (PRIA) survey of 
Indians' charity habits, in fact, revealed 
that 75 million Indian households give 
to charitable causes every year. They 
donate directly to individuals or local 


PHILANTHROPY 


With time or 
with money 


Disability & destitutes 8 — 1,058,634 | — Social welfare organisations. 

| jw | The GIVE Foundation has raised 

| Women's issues 4 85,345 | over Rs 1.5 crore through 5,000-plus 

| Livelihood & 8 546119 donations (offline and online) since it 
poverty alleviation |. was set up in 2000. It also offers corpo- 

| Education 8 913,296 rate philanthropy services, grant man- 
Health 5 377883 agement services and NGO capacity- 

| . A building services. Ex 

Total 342,981,268 | VIKAS DHOOT 


Source: Give annual report 2001-02 
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MAGINE you are a Rs 1,700-crore 
company with operations across 28 
“States and eight union territories. 
. You have 18 branch offices with a 
^ ME corporate office in Uttar Pradesh. 
; Y ou sell eight kinds of products to over a 













- 2,000 distributors and 6,000-odd dealers 

and sub-dealers, You source products 

from 120 or iginal equipment manulac- 

turers (OEMs) and vendors in five states 

(Uttar Pradesh, Punjab, Maharashtra, 

<s Madhya Pradesh and Rajasthan). Every- 

. thing is going like clockwork... 

| Then one day vou are told that the 

- rules of the game are going to change 

^ completely. And that you have to redo 
theentire way you do business. 

Not surprisingly, it is causing consid- 

—.. erable pain. Sure, everyone knows that 

— jn the end all the pain will be worth it. 

Value-added tax (VAT) will simplify life 

for everyone after it is fully implemented 





by all the states. The operative word is 
"fully. Till then, it is turning out to be 
nightmare for companies with opera- 
- tions spread across many states. And 
- that is the nightmare Sunil Goel, vice- 
president (finance), Samsung India, is 
living through currently. Because of the 
uncertainty of the implementation 
schedule of the different states, Sam- 
sungs internal planning is on hold. 
Dealers are refusing to pick up stocks 
and things are uncertain. 

March was hellish. Dealers simply 
refused to lift stocks in March in antici- 
— -pation of the proposed implementation 
«C Of VAT from 1 April. If they bought, they 
< would have to pay sales tax on the pur- 
^ chases. And they would have to charge 
c. VAT on sales, but there would be no 
... credit for the sales tax paid (some states 
- — said they would give a credit for the sales 







_ said they would not give credit at all). So 
< dealers just decided to keep low stocks. 

‘Sales were hit, but VAT was not imple- 
. mented, Now he implementation of VAT 
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million consumers every year. You have. 


tax, but only after 3-6 months and some 


READYING 
FOR V-DAY 


has been postponed to June. So sales in 


May could be low too. 
But what Goel is worried about is 
whether VAT will be implemented 
even in June. The deadline has 
been postponed four times. 
And as the states’ draft 
VAT legislations are 
coming in, it is be- 
coming clear that 


they have more 
differences than 
similarities. 


Already, hours of 
management time have 
been devoted to VAT. In 
December 2002, Samsung 
set up an in-house taskforce 
(headed by Goel} and hired 
consultancy company Ernst 
and Young to help make the tran- 
sition toa VAT regime smooth. The 
taskforce initially met every week 
and, from February onwards, the fre- 
quency increased to twice a week, Goel 


says he has spent over 300 hours since 
December on VAT. 

Despite all the time spent, no one 
knows for certain how things will pan 
out. Will the introduction of VAT be 
smooth? And will it work despite the fact 
that there are so many differences in 
the states’ draft Acts? 

Earlv on in the process, 
companies realised that 








VAT would impact 
everything — sales, . on value 
logistics, ac- 


counts, informa- 
tion systems and 
finance. After doing 

a detailed mapping 
of the process (See 
flow chart) in changing 
from one regime to an- 
other, Samsung did a 
‘What if’ analysis. What if 
we change our business 
model. and sell directly to 
dealers instead of transferring 
stock to each branch and sell- 
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ing locally? What if we import rather 
than buy locally? Various op- 
tions were discussed from a 
purely business standpoint. 
For example, one of the op- 
tions discussed was to sell 
to dealers directly from 
the factory in Uttar 
Pradesh in order to take 
maximum credit of in- 
put VAT instead of 
transferring stock to 
each branch and 
selling locally. But 
this option was 
given up because 
the company has 
just too many dealers. 
" We realised that it would 
be a logistical nightmare. We 
cannot change our distribution 
channel to gain a bit on tax, even if 
that bit is substantial," says Goel. Here 
are some of the changes that the com- 
pany is grappling with: 
On the purchase side: Earlier, many of 
the units from which Samsung sources 
products were exempt from sales tax. 
One of them is Samtel, which sells pic- 
ture tubes to the company. Now, there 
will be a 496 VAT on the sales of picture 
tubes. This additional 496 cost has to be 
borne either by Samtel or Samsung or 
both. Now, multiply this over 120-odd 
suppliers and across five states. Remem- 
ber that most states have adopted differ- 
ent attitudes towards the phasing out of 
exemptions, and that is bizarre. "If a 
competitor sources from a vendor who 
is in a state which continues the exemp- 
tions, he will be at an advantage. So ven- 
dors in states where the exemptions go 
will simply have to close business," 
explains Goel. 
Many states have offered con- 
cessional purchase of raw mate- 
rials to companies that invest 
beyond a certain amount 
there. For instance, Sam- 
sung purchases TV cabi- 
nets from vendors in UP 
that charge a sales tax of 


ax charged 
exceptin UP S 
where it enjoys ` 


mxemption | 3 D 


charged 


Graphics: NIRMAL SHARMA & Photograph: DILEEP PRAKASH 





Vendors & 


SYSTEM 2.5%. Now this will go 

| Na 4% of VAT Q suppliers up to 4%. For prod- 
charged Picture tubes. ucts sold within UP 

» | TV cabinets, speakers, (around 14% of 

| and shells Samsung's sales 









12.5% 
of VAT | | 
charged ( L aee 


get a credit for the 

amount paid under the 

VAT system. But for the 

rest, no credit will be available. 

Buying finished goods from 

vendors will become expensive. Cur- 
rently, Samsung buys washing machines 


| JP are in UP), it will 
j 


Samsung TVs 
| Finished television - 
| sets from the factory m i 


VAT 


from an OEM that produces goods for 
the Samsung brand with its technology 
and specifications. He sells it to Sam- 
sung at zero sales tax. Now a 12.596 VAT 
rate will apply. This changes things dra- 
matically. The company has to consider 
the option of doing its own manufactur- 
ing instead of buying from these manu- 
facturers. "Till things crystallise further, 
there is no point in entering into these 
negotiations on who bears the burden," 
says Goel. 

Itis not clear whether all vendors and 

suppliers can offer ‘VATable’ invoices as 
in many states, the vendor may fall be- 
low the registration threshold, which 
varies across states. If the vendor cannot 
offer VATable invoices, should it try and 
find new suppliers? 
On the sales front: The company’s tax li- 
ability would go up as tax would be 
levied at each point and on the final 
product. It is yet undecided whether the 
entire higher burden should be passed 
on to the customers or the company will 
bear part of this increase. This will de- 
pend on what the rivals do and what 
samsung feels the market can absorb. 

There are some areas where Sam- 

sung will gain a lot like in the sales of 
home appliances. The current tax rate 
on such appliances in some states is as 
high as 20%. If it comes down to the stan- 
dard VAT rate of 12.5%, the company will 
stand to gain. This is true of some states 
in South India, Maharashtra and West 
Bengal. In most states, turnover tax will 
be abolished to the benefit of all compa- 
nies. Barring entry tax, taxes will be more 
or less uniform across states. 
Many ifs: But if there are clear reasons 
for moving to VAT, there are many things 
that can be decided only after VAT is in 
place. A crucial decision will be whether 
to increase final prices or to import more 
and purchase less locally. The company 
will take decisions on whether to in- 
crease exports since they become more 
competitive under the VAT regime. Even 
simple things like invoice formats differ 
across states. The company has gone 
ahead and made the changes in the sys- 
tem to accommodate billing under the 
VAT system as well as the sales tax 
regime so that the Samsung branch of- 
fices can use whichever system they 
need to. 

Bhavna Doshi, partner, Bharat Raut 
and Company, a chartered accountancy 
firm, says: "Whetherit is Samsung or LG, 
most Indian companies will be revisiting 
their business models if and when VAT 
becomes operational." Goel and his 
counterparts in other companies are re- 
ally in for a hot summer. m 
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The Doha round is making little headway as 
the negotiations miss critical deadlines 


LATHA JISHNU  — — 


HE setbacks have been "M upin 
rapid succession. One by one, is- 
sues that developing countries 
had hoped would usher in a more 
equitable trading system have 
failed to find negotiating space as the 
trading giants refuse to budge from fixed 
positions. With the mandated deadlines 
for agreement on the modalities on agri- 
culture, special and differential treat- 
ment (S&D), implementation issues, 
and TRIPS and public health slipping 
past the World Trade Organisation 
(WTO), the promise of the Doha minis- 
terial in November 2001 is appearing 
rather hollow. Worse, deadlines for arriv- 
ing at a consensus on three other issues 
before the Cancun ministerial this Sep- 
tember appear equally difficult to meet. 
Although missed deadlines are com- 
monplace when multilateral trade nego- 
tiations are being thrashed out, there is a 


sense of dejection over the lack of 


progress in the new round. Thats be 
cause developing nations.. 
hoped the Doha mandate. 
would help them pusi 


ing 
that 
been given 
short shrift” 
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so far. The struggle to find a compromise 
on the four issues, specially on agricul- 
ture, when modalities for further com- 
mitments were to have been agreed 
upon by 31 March, underlines the diffi- 
culties ahead. All these failures have re- 
sulted from the positions taken, in the 
main, by the European Union, the US 
and Japan, and the general consensus is 
that WTO chief Supachai Panitchpakdi 
is putting a brave face on it when he in- 
sists the Doha round will be completed 
as scheduled by end 2004 although "the 
sense of frustration is growing". 


THE ROAD 






































The Gieo on vagriculiure i isan indi- 

cation of what lies ahead. Despite three 
years of bargaining — the talks started in 
2000 — members are still divided on how 
to deal with farm subsidies. There are | 
still major differences in interpreting the 


Doha mandate with regard to export 


subsidies, domestic support and S&D, 
the last having split the developing na- 
tions too. With some members, primar- 
ily the US, linking the agriculture negoti- 
ations to progress on other issues, a 
gridlock is setting. EU negotiators have 
termed it an unfair tactic. EU trade com- 
missioner Pascal Lamy, more concilia- 
tory during his visit to Delhi in March 
than he has been in the past, and the Eu- 
ropean Commissions director of WTO 
affairs, who followed him in April, have 
been trying to persuade the government 
that both India and the EU share com- 
mon concerns on the farm front. 

But India has reservations on this. 
The S&D provisions along with other 
critical issues relating to phytosanitary 
measures and special safeguard mea- 
sures are important for protecting its 
agriculture from the onslaught of heavily 
subsidised farm exports from the EU and 
the US. But, the biggest setback to the 
developing countries, and India in par- 

ticular, has been the failure on 

TRIPS and access to medi- 
cines and S&D treat- 
ment. The latter, in 

& fact, is at the heart 
f. the problem. 


agreements 
ranging from agri- 
. culture to intellec- 
tual property — 
that embody the 
concept of favour- 
able treatment to 
E poorcountries. Desp- 
! ite gruelling negotia- 
| tions over a year, mem- 
ers are no closer to 
agreement on strengthen- 
g S&D provisions. Three 
dlines have passed, 
the differences remain 
ictable. As with imple-. 
itation-related con- 
ms, the 143-member trade 
ody is unable to bridge the 
p between the developed and 
'eloping nations due to the different 
interpretations of the Doha mandate. 
That has been the primary fault line in all « 
the negotiations. And it makes the road 
to Cancunabumpyone. m 
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IHAVE much sympathy for the striking truck operators. Just 


: take alookat their demands. 
(Abolish toll tax, escort fees and entry tax, checkposts and 


mobile checks: Tolls are a heinous tax. Trucks are stopped 
on highways to collect paltry sums. The clerks collect it at a 
snail's pace; meanwhile, trucks have to queue up and wait 
for hours. And the tax is riddled with corruption. Govern- 


E ARAD ESEIA ERS P EEE ES TERE S E E A 


ments have resolved so often to abolish it since the 1980s; : 


but the sleazy interests of the bureaucracy have kept it alive. 
Entry tax is another name for a toll tax. I have no idea what 


... escort fees are, but they sound positively obscene. 


B Stop states from dishonouring national permits: I tho- 
ught this was history. A truck carrying goods across states 
once had to get permits to operate in each state. It was in- 
convenient to renew the permit in each state every year. 
Hence came the idea first of clubbed permits for a number 


= Of states, and then of a national permit. Now, apparently, 


some states stop truckers who have national per- 
mits but not permits for those states. This is 
highway robbery; it must be stopped. 

@ Computerise driving licences and reg- 
istration books: I thought this had been 

done. I renewed my driving licence 

this month. There were queues, but 

not very long ones. Young clerks 

checked the application, collected 

the money and took a photo; the li- 

cence was ready in minutes. And no 
corruption. But it seems that such 
premium service is only for Delhi resi- 

dents; the states still retain their heavy- 
handed, labour-intensive, bribe-intensive 
methods. Surely, the earlier it went, the better. 
B Make unloading of overloaded vehicles com- 

pulsory; stop token system: What some states apparently 
do is that they allow overloaded vehicles to ply, but they is- 


THE DEMANDS OF THE 
STRIKING TRUCK 
DRIVERS ARE NOT 

ENTIRELY UNJUSTIFIED. 
THE GOVERNMENT 

MUST CONSIDER THEM 


PERENA gee Re NR 


sue them with tokens which signify that a fine has been paid | ' 
| nazrana. This is why all small businessmen are against VAT 


and the vehicle must not be stopped. The piles of trucks lit- 
tering the roadside in Punjab and Uttar Pradesh are proof 
that overloading is dangerous; those states are extracting 
blood money from criminal overloaders. 


; AM Stop compulsory scrapping of 15-year-old vehicles, 


make insurance companies insure vehicles irrespective of 
. age:Evena 100-year-old vehicle should have the right to use 
the road provided it meets standards. In this poor country, 
we should be getting the last ounce oflife out of every vehi- 
cle. Instead, we make truckers — but not motorists — scrap 
old vehicles. Why? Because corruption is so rife that we can 
trust no official agency to inspect trucks every year and 
make sure they are fit. It makes a ruler's life much easier if he 


CREER AER EET a 


can just chop off the head of anyone whom he suspects of | 









any wrongdoing. Ti 
M Make insurance of goods. b y consi r 
compulsory: This is a bit dicey; if the tr 
sponsibility for the goods, he may betem ) " 
But to make the trucker responsible foru limited losses 
makes room for unjustified claims from clients. The obvi- 
ous solution is the one airlines have adopted: in micro- 
scopic print they write on air tickets how little compensa- 
tion they would pay in the event ofaloss. — 
B Stop tractors from transporting goods commercially: In- 
sofar as truckers want less competition, this is obviously un- 
justified. But a tractor-trailer combination is most unsafe 
on highways; and tractor drivers do not have the most rudi- 
mentary knowledge of driving. I have so often met tractors 
coming at me at full speed on the wrong side on highways. 
Surely it is not unreasonable to ask for a level playing field. 
B Withdraw cess on diesel and excise on chassis: These de- 
mands are unjustified, so I will go on to the next. 
B Keep trucks out of VAT (value-added tax): 
VAT is a favourite of economists, so the uni- 
versal resistance to VAT has been under- 
reported. Traders are good at bribing, 
and poor at articulation. So the reason 
for the resistance is also little known. 
Hitherto, the states imposed sales tax 
on a limited number of products; 
traders in those products had 
worked out cosy relationships with 
the sales tax collectors, which in- 
volved hefty bribes and alittle tax. Now, . 
a state-level VAT makes every business 
subject to it in principle, including truck- 
ers; so the ambit of those corrupt officials will 
be expanded thousand-fold. Further, a business- - 
man will be compelled to pay tax; but the rebates for tax 
paid on his purchases will be at the discretion of the tax offi- 
cer. He could always disallow it, and then allow it on proper 


or or or consignee | 
ker bears no re- 


— not because it is such a lovely tax, but because it can be. 
the source of far more oppression by corrupt bureaucrats. — 

m Stabilise diesel prices and make them uniform across the | 
country: The truck operators obviously do not believe in the * 
merits of the market system. But look at their problem. = 
Diesel prices may change every week; are thi ‘hange 
their charges every week? Diesel can cost. 20% more in one - 
state than in another; how are they to build this into their- 
charges? Ram Naik loves to keep interfering n oil product - 
prices. Either he should find a solution to the truckers’ ` 
problem — or stop interfering. | 
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HE message of peace, friendship 
and dialogue that prime minister 
Atal Bihari Vajpayee carried with 
him to Srinagar last weekend was 
directed as much at the US as the 
people ofthe Valley. With US deputy sec- 
retary of state Richard Armitage due to 
visit India and Pakistan next month after 
a gap of nearly a year, Kashmir and at- 
tendant Indo-Pakistani tensions are 
back on Washington's agenda. Armi- 
tages is a crucial visit as it will give New 
Delhi an opportunity to acquaint itself 
with a post-Iraq Bush administration. 
Having tasted the fruits of unbridled 
power, Washington can be expected to 
be tougher than it has been so far. And if 
the sudden resignation of US ambas- 
sador to India Robert Blackwill this week 
is any indication, the pro-Pak hawks are 
back in business. Blackwill was the first 
casualty of the changed power equati- 
ons in Washington; he paid for pushing 
the Indian line on the war against terror- 
ism. His resignation statement confir- 
med New Delhi's fears about what it only 
recently called Washington's "double 
standards". Armitage is, therefore, exp- 
ected to bring with him a strong mes- 
sage for the resumption of dialogue. 

The government is clearly bracing it- 
self for a round of hard negotiations. It is 
now scrambling to put its post-election 
Kashmir policy in place before Armitage 
arrives. The elements of this policy are 
slowly unfolding. First, the soft talk. Vaj- 
payee surprised everyone by going the 
extra mile in Srinagar. He downplayed 
cross-border terrorism, omitting the ref- 
erence to the Nadimarg massacre of 
Kashmiri pundits from his prepared 
speech for the convocation at Kashmir 
University. The stress was on dialogue 
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The first in 15 years: Vajpayee at a public rally in Srinagar 


and he even expressed a desire to try 
again despite the failures at Lahore and 
Agra. Although he did not make any con- 
crete offer — and he added the usual 
rider that Pakistan should reciprocate by 
renouncing cross-border terrorism — 
his tone was far more conciliatory than it 
has been since the terrorist strike on Par- 
liament House on 13 December 2001. 

It was a clear gesture to the US, which 
had called for a dialogue even after the 
horrific Nadimarg massacre. India had 
rejected the demand then, issuing a se- 
ries of harsh statements, including talks 
of a “pre-emptive strike” against Pak- 
istan. But tempers have since cooled. 

While Vajpayee's statement is, at the 
moment, probably nothing more than 
an offer for the record, the governmentis 
more active on the domestic front. Its 
trump cards are the recently-held elec- 
tions in Jammu and Kashmir which were 
unanimously acclaimed as “free and 
fair’, and the swearing in of the People's 
Democratic Party government in Srina- 
gar. Much to the discomfiture of his NDA 
ally, the National Conference, and his 
own party, the BJP, which has been se- 
verely critical of chief minister Mufti Mo- 
hammed Sayeed's “healing touch" pol- 














icy, Vajpayee gave a resounding en- 
dorsement to the state government. He 
made it clear at his public rally — the 
first by a prime minister in 15 years — 
that the Centre is willing to help Sayeed's 
government in every way possible. 
Significantly, Vajpayee has also by- 
passed the autonomy talks the Centre 
started with the previous Farooq Abdul- 
lah government in favour of the broad- 
based, open-ended dialogue demanded 
by Sayeed. The Centre's point man for 
these talks, N.N. Vohra, was in Srinagar 
with Vajpayee to begin talks with vari- 
ous groups and leaders. Vohra was to 
spend 10 days in the Valley. There is no 
defining agenda for the discussions, 
which gives Sayeed plenty of room to 
draw in as many separatist opinions as 
possible to blunt Pakistani propaganda. 
Now that the US is a little less preoc- 
cupied with Iraq, its attention is return- 
ing to South Asia. This is also the time 
that the snow melts in the Kashmir Val- 
ley and infiltration increases. Vajpayee is 
going to have to some tightrope walking 
between an increasingly demanding 
Washington and a belligerent domestic 
opinion which is openly hostile to any 
reconciliation with Pakistan. MA 
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3USINESS | HERO HONDA 


M. ANAND - 


RIJMOHAN Lall Munjal, chair- 

man of Hero Honda Motors, says 

it was one of his longest board- 

room debates. The board, which 

met on 10 April, was on the horns 
of a dilemma over what to do with the 
Rs 580.76-crore net profit — essentially 
how much to retain and how much to 
distribute as dividend. 

For Hero Honda, the world's largest 
motorcycle maker, 2002-03 had been 
spectacular. It had sold a record 1.68 mil- 
lion motorcycles and its sales had cros- 
sed Rs 5,000 crore; its net profits had also 
risen by 2596. After the board meeting, a 
beaming Munjal announced how proud 
he was of this performance. That was 
also when the outcome of morning’s de- 
bate became public — the company 
would be paying a 90096 dividend. 

That means Hero Honda will give 
away Rs 400 crore, or more than two- 
thirds of its profits as dividend. In 2001- 
02, it had declared an 85096 dividend 
amounting to Rs 349.65 crore, or 75.5396 
of its profits. So, in 24 months the com- 
pany will pay Rs 750 crore in dividends. 
Can it really afford to be so generous? 

"It (the payout) is very high," agrees 
Munjal. "But we don't need so much 
cash. The board decided not retain the 
surplus cash." Adds director finance, 
Ravi Sud: "We believe that a 40-50% pay- 
out is prudent. The 500% dividend 
translates to roughly that. The balance 
40076 special dividend is a way of return- 
ing surplus cash." Hero Honda is already 
azero debt company. 

After distributing this year's divi- 
dend, Hero Honda will have Rs 800 crore 
of free cash. Sud has worked out a cash 
requirement plan for 2003-04, when 
market conditions are likely to be diffi- 
cult. If needed, the finished stocks will be 
increased to 20,000 bikes (Rs 35 crore) 
and debtor days from eight to 20 (Rs 300 
crore), Rs 100 crore will be provided for 
capital expansion and Rs 150 crore for 
contingencies. "So, even Rs 600 crore is 
adequate," he says. 

We beg to differ. The next two years 
promise to be mayhem in the Indian 
two-wheeler business and hoarding 
cash, we believe, would be prudent. 

Consider that today Bajaj Auto is sit- 
ting on Rs 2,700 crore in free cash. It has, 
in the past, shown a willingness to buy 
marketshare. "We want to get back the 
leadership position in the two-wheeler 
segment and will use the cash if required 
to do so,” says Sanjv Bajaj, CFO. As mar- 
ket conditions becomes tougher —- last 
March was a washout —- after years of 
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high growth, many now expect a slow- 
down and competition could become 
cut-throat. 

Then Japanese manufacturers are 
revving up to ride into India. But, unlike 
the last time around, they are now riding 
in without Indian partners. Yamaha re- 
cently bought out the Nandas (of Es- 
corts) from their joint venture and now 
run a 10095 subsidiary. Suzuki has snap- 
ped ties with the TVS group and will en- 
ter India on its own. Honda has set up its 
wholly-owned subsidiary, Honda Mo- 
torcycles and Scooters India (HMSD, 
which, too, will start selling motorcycles 
soon. This troika will challenge the dom- 
inance of the Indian companies. Be- 
tween them, the troika has $7 billion (or 
Rs 32,900 crore) in free cash! Without 
doubt, this war chest will be opened for 
their coming onslaught. 

Bajaj says: "We are competing not 
only with Indian companies, but also 
with large foreign two-wheeler compa- 
nies, many of whom have much deeper 
pockets than ours. While our surplus 
cash will assist us in future growth, it also 
acts as a deterrent to others from in- 
dulging in predatory pricing tactics." 

In this context, it can be argued that 
to defend its leadership position, Hero 
Honda's Rs 800 crore of free cash is not 
enough. It perhaps needs more, even if it 
is only to deter other players from start- 
ing a price war. Last year, Hero Honda's 
marketshare dropped by about four per- 
centage points, the first ever drop in 
many years. During the last quarter, its 
sales and profits actually dropped mar- 
ginally, again after a long, long time. 

The reason: Hero Honda's response 
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to rival product launches (Bajaj Pulsar 


and TVS Victor) was slow. It recentlv 


launched the executive segment bike, 
Ambition, and the economy bike CD- 
Dawn, long after rivals had wrested the 
advantage. That is, perhaps, because it is 
completely dependent on Honda Motor 
Company of Japan for products and 
technology. But Honda Motor will be free 
tolaunch motorcycles in India after 2004. 
Analysts are worried that the depen- 
dence on Honda Motor could affect Hero 
Honda in the long run. But the Munjals 
refute this saying the technology agree- 
ment with Honda has now been ex- 
tended till 2014 and product launches for 
the next five years are being finalised. 

Hero Hondas own R&D has been lag- 
ging. During 2002, it spent just Rs 7.11 
crore on R&D, while TVS Motor, which is 
less than half Hero Hondas size, spent 
Rs 30 crore. In the long run, should the 
relationship with Honda change, Hero 
Honda will certainly need to invest heav- 
ily in new product development. 

It is in this context that one has to 
view the Rs 750-crore payout. That's big 
money. How big? Well, it should, theoret- 
ically, be enough to pick up a 51% stake 
in TVS Motor, the second-largest motor- 
cycle maker in India. Or set up three new 
plants. Or buy a world-class design firm. 

Could it be — as inconceivable as it 
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may seem — that the high payout is ac- | 


tually eroding shareholder value? 
“By giving away so much of its prof- 


its, are the Munjals and Honda signalling | 
their bearish outlook? Perhaps they do | 
not expect Hero Honda to be anything © 


more than a manufacturer for Honda," 
says a Mumbai-based analyst. 


To really understand the extent of 


Hero Honda's generosity, compare its 
payout with Honda Motors payout of 6- 
1096 — remember Honda is sitting on à 
whopping $5 billion in free cash. Back 
home, even EE Bank of India et 


dat ME Rs 316 ¢ crore as div idend: In 
contrast, Hero Honda is giving away 
Rs 400 crore out of Rs 580.76 crore. (See 


‘Reasons To Question The Wisdom Of 


Hero Honda's Dividend Payout’) So why 
is the company being so munificent? 


swer is Crisil, which recently as- 

signed Hero Honda a GVC Level 1 
rating signifying the highest level of 
wealth creation for stakeholders while 
adopting sound corporate governance 
practices. "The merit of this strategy 
(high payouts) will be demonstrated in 
the next 2-3 years, If Hero Hondas next 
two launches do very well, then it will be 
proved correct, But if the marketshare 
slide continues, then one could argue 
against high payouts,” warns Ajay 
Dwivedi, head (corporate rating). 

However, those arguing for the high 
dividend say that retaining surplus cash 
will only dilute a company's return on 
capital employed (ROCE) and, over a pe- 
riod of time, destroy shareholder value. 
They point an accusing finger at Baja! 
Auto. The one question that analysts ask 
CFO Sanjiv Bajaj with exasperating regu- 
larity is this: Why is Bajaj Auto sitting on 
Rs 2,700 crore ofidle cash?’ The question 
is very pertinent. Bajaj Auto has a capital 
employed of Rs 4,000 crore, of which 
only Rs 1,300 crore is deployed in its two- 
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REASONS FOR QUESTIONING THE WISDOM OF HERO HONDA'S DIVIDEND PAYOUT 


It is higher than the payout of companies with 


nn higher profits 





2. it is unusually high, even by Hero 
Honda's own standards 
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in the motorcycie industry | 
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| Who will gain the most from Hero Honda’ s dividend — 


Public shareholders (Rs 350 crore): what can individual and insti- 
tutional shareholders do with their dividend? Had they reinvested their 2002 dividend of 
Rs 168 crore back into the stock, they would have lost 47% or Rs 79 crore, because the 
stock has depreciated. Had they put that money into a plain vanilla fixed deposit they 


would have earned a mere 6%. 


The Munials (Rs 195 crore): The Munjals' 26% holding in Hero Honda is 
parked in three companies — Hero Cycles, Hero Investments and Bahadurchand Invest- 
ments. The last two are holding companies and not much is known about them. But Hero 
Cycles, which received one-third of the Munjals’ Rs 195 crore dividend, is earning a return 
on capital employed of only 37% — far lower than Hero Honda's 95%. Perhaps the best 
option for the Munjals would be to invest their dividend income in new businesses like 


ITES, which is what they are doing. 


Honda Motor Company (Rs 195 crore): Last year, Honda eamed 
a net profit of $2.72 billion (Rs 12,800 crore). So Rs 195 crore is going to be a small drop in 
the ocean. However, there is, perhaps, another view that one could take. Honda has set 
up a scooter plant in India as a 100% subsidiary at an investment of Rs 200 crore. Soon, it 
could manufacture motorcycles here and compete with Hero Honda. Can one argue that 
Hero Honda's dividend is actually funding a competing manufacturing facility? 


wheeler operations. This has an excel- 
lent ROCE of 60%. But the remaining, 
Rs 2,700 crore of idle cash, earns a return 
of only 17%. As a result, Bajaj Auto's over- 
all ROCE of 31% is far from impressive. It 
is far lower than Hero Honda's 95%. 

In fact, Hero Honda and Bajaj Auto 
are the exact opposites when it comes to 
dividend distribution policy —- the lat- 
ter gives a payout of only 28%. So what 
does Bajaj plan to do with all that cash? 
“Since the return on free cash is lower 
than that from operations, it naturally 
pulls down the ROCE. However, in cur- 
rent volatile market conditions (not to 
forget the Japanese and their huge cash 
reserves), I would rather have the secu- 
rity of cash any day,” says Bajaj. 

Munjal obviously does not buy that 
argument. He prefers to distribute profits 


B - and ensure a good ROCE. "The manage- 
=< ment has always made it clear that its 
__. philosophy is not to keep any excess cash 


in the company,” says Crisil's Dwivedi. 

If there is, indeed, no way that Hero 
Honda can use all that cash, one could 
argue that instead of distributing such 
high dividends, Hero Honda could pass 
on higher discounts on its products, set- 
tle for lower profit margins, but retain its 
marketshare and consolidate its leader- 
ship position. Market leaders have al- 
ways enjoyed superior valuations in the 
stock market. Such a strategy could ben- 
efit shareholders in the long run. 
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Last week, they launched a new bike, 
the CD-Dawn, in the economy segment. 
Priced at Rs 31,900 (ex-showroom, 
Delhi), it is the cheapest bike in the cate- 
gory. The company is admittedly settling 
for “lower margins in order to benefit 
consumers”. As a result, it expects to im- 
prove marketshare in the economy seg- 
ment from 18% to 23%. Does this mean 
that Hero Honda is now willing to buy 


marketshare with profits? "We will do | 


more of this," says Munjal. 
Finally, if Hero Honda must give 
away surplus cash back to shareholders, 


why not consider a buyback instead of | 
| would be a crime not to place on record 


such high dividend payouts? 
Munjal — he takes pride in giving 


away so much cash to shareholders — | 


disagrees. "We did look at a buyback, but 
we were not convinced that it would en- 
hance shareholder value. Only the pro- 


moters will benefit (their holdings will | 


HIGH DIVIDENDS HAVEN'T MADE 
HERO HONDA HOT 
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improve). It is better to earn the share- 
holders' goodwill by giving them higher 
dividends," he argues. 

But consider what a buyback can do. 
It can reduce Hero Honda's equity base, 
increase earnings per share and, in all 
probability, drive up stock prices. The 
scrip is now near its 52-week low, mak- 
ing the buyback even more attractive. 
Also, since the buyback will be at a pre- 
mium to the existing prices, it will offer 
dissatisfied shareholders an attractive 
exit option. Most importantly, it will be a 
strong signal of the confidence that the 
company has in its own future. 

That's exactly what Bajaj Auto did in 
September 2000. It spent about Rs 720 
crore to buy back 1596 of its equity. The 
offer was announced at a price of Rs 400 
per share when the prevailing price was 
around Rs 320. Though prices fell to 
Rs 200 immediately after the buyback, it 
then recovered to about Rs 500. "We are 
convinced that the buyback at that point 
of time was the better (than dividends) 
way to distribute profits to our share- 
holders,” says Bajaj. 

Consider one buyback scenario for 
Hero Honda. If it buys back 10% of its eq- 
uity at Rs 250 a share (current price: 
Rs 186), it will have to pay Rs 500 crore. 
But if stock prices stabilise around 
Rs 300, post-buyback (the appreciation 
was higher Bajaj's case), shareholder 
value would have appreciated by 
Rs 1,677 crore. "We do not," counters 
Sud, "try to control our share prices." 

Even as the debate about the wisdom 
of paying big dividends continues, the 
overwhelming image that shareholders 
continue to cherish is that of Munjal, the 
benevolent patriarch, who treats share- 
holders as his own family. Very few en- 
trepreneurs can match the sincerity with 
which he handles shareholder funds. It 


Munjal's almost childish eagerness to 
make his shareholders happy. He has al- 
ready rewarded them many times over 
by creating a truly world class company 
and a veritable profit machine. 

But that has not dampened his en- 
thusiasm to reward sharehold- 
ers even more. It is to his credit 
that Hero Honda is one of In- 
dias most shareholder-friend- 
ly companies. But, having set 
a precedent of high dividends, 
the company may disappoint - 
shareholders if it stops the 
special dividend. As Infosys 
has learnt, tempering investor 
expectations is going to be in- 

creasingly critical. If such high 
dividends continue... E 
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disappoints export declines 8.5% by IT woes 
estimates 
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HE merciless battering began 
on 10 April. It was set off when 
Infosys Technologies said its 
billing rates had fallen a his- 
toric 5% in the last quarter of 
2002-03. It got worse when 
Wipro said its net profit for 2002-03 had fallen by 8.5%. The 
battering did not spare the mid-caps. Mastek lost 50% and the 
stockmarket as a whole lost Rs 40,000 crore. And last week, 
Satyam declared a huge fourth quarter loss of Rs 35.91 crore. 

For two years, three or four of Indias blue-chip IT compa- 
nies (that account for 25% of industry revenues) seemed to 
stand proof against recession. True, Infosys, Wipro and Satyam 
were not hiring in the same numbers as before. Their margins 
were down. But turnover and net profit growth rates seemed to 
be comfortably above average. Same for their pace of customer 
acquisition. They seemed to have somehow derisked their 
growth models. But suddenly, around two weeks ago, the illu- 
sion of having the situation under control was shattered. 

The re-rating of blue-chip IT stocks and new price targets 
are important only as milestones in the two-decade history of 
the industry. Businessworld spoke to more than a 100 CEOs, an- 
alysts and industry professionals in India and abroad. We 
asked them the same questions: is this a blip? Is it business as 
usual for the Rs 29,500-crore (2001 -02 figures) IT software ser- 
vices exports industry? 

The short answer to all of the above: No. The truth lies 
deeper. While it has been an impressive performance, for over 
two decades the domestic software industry has moved on the 
fringes of global IT outsourcing. Companies have essentially 
grown by taking small projects. But, in the new world, long- 
term growth will come through big IT outsourcing and ITES 
contracts. And in pitching for these projects, our Wipros and 
Satyams are going head-to-head with the big boys like IBM, 
EDS and Accenture. As a result, domestic companies will have 
to undertake a fundamental re-evaluation of the way in which 
they do business. 

Despite the depressed economic environment, Indian IT 
blue-chip companies always managed to grow faster than 
global companies because ofa killer USP: their cost advantages , - - 
and because of the reputation for quality. But, over a period of Don t WREG this for d 
time, analysts expect that even this advantage will be squeezed. 
“Foreign clients are getting smarter,” says Mahesh Vaze, assis- 
tant vice-president (research) at the Mumbai office of the US- 
based Refco Sify. “Most of them know very well how much mar- 
gin an Indian IT company makes and how to negotiate prices 
downwards.” And given depressed global tech spends, Vaze be- 
lieves that billing rates will go even lower. Early this month, IDC 
lowered its 2003 forecast for growth in IT spending to 2.3% (to 
$852 billion) as against the earlier projection of 3.7%. 
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grow by only 
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Thus, for the leading Indian companies, it is not business as 
usual. No matter how many times they may restructure, no 
matter how much they may fine-tune their delivery mecha- 
nisms, and no matter how much their managers speak of brand 
development, Indian blue-chip software outfits have to sur- 
mount significantly more pressing challenges if they wish to re- 
main industry leaders in the long run. 

The big picture that is emerging is that domestic software 
companies have to quickly address four kev issues. The first is 
the cost advantage. Is it something they can really count on? 
For many years the significant challenge before Indian IT gi- 
ants was to build a presence in the global (mainly US) market. 
But now domestic companies find their bases under attack 
from multinational giants such as EDS and Accenture who are 
rapidly expanding in India. The fundamental 
labour cost advantage that Indian IT holds over 
the rest of the world and which has powered its 
growth still remains. But local companies now 
have to start preparing for the day when MNC ri- 
vals may fully avail of the same opportunity. Ithas 
already started to happen. (See ‘MNCs Close In’) 

The second issue: if the cost advantage goes, 
do Indian firms have the brandname or band- 
width to get the big orders? The second story (See ‘A Deal Too 
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hunt whales, you need harpoons, not nets.” 
Abhay Hawaldar, partner, General Atlantic Partners 
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ing a project for a Fortune 500 company; you cannot simply 
charge a premium. Incidentally, the advantages stem from pa 


rameters — low cost of operations, big deal sizes and effective 


delivery mechanisms — very similar to those that the com- 
modities business has been grappling with for long. 5o is this 


the time to think about a commoditisation of premier software 


stocks? Our fourth story (See "Taking Fresh Stock’) addresses 
that question. 
It should be noted that while Indian companies struggle to. 


adjust to new realities, the promise of India's IT sector still ree. D 
mains, And it does not really matter from a macro perspective =o 





to a whale hunting’ paradigm. 1o E 


whether, in the coming years, industry leadership is by multi- 


Far’) puts forward the proposition that if they wish to growinto | nationals such as EDS, the present lot of domestic firms, or an as 


world-class outfits, Indian companies have to gain the matu- 
rity to handle billion-dollar deals, and the balance sheets have 
to leverage growth. 

Meanwhile, what of ITES, which was supposed to derisk 
revenues? Indian IT has grown on the back of two waves. From 
1995 to 1999 there was Y2K. In 2000 and 2001 e-commerce 
ruled the roost. ITES was supposed to be the third growth op- 
portunity. Firms such as Infosys, HCL and Satyam implied that 


their existing relationships with clients would be important for | 


leveraging orders in ITES. So far, the action on the ground sug- 
gests that the IT services companies have been less than suc- 
cessful in getting their act right. (See "The Long Wait) 
As Indian IT firms struggle with changed external realities, 
investors and analysts have to cope with a mental transforma- 


entirely new set of companies. Our basic advantages remain: 


we still possess cost competitiveness and, when allissaidand o 
done, there are not too many countries that can offer the same. 


opportunities for global outsourcers as India. 
But the domestic industry has a lot of introspection to do. it 


may be said with some justification that the industry has been. o 


in a self-congratulatory mode for too long. Then India’s top 
four IT firms have a combined war chest of around Rs 5,000 
crore. Isn't it time to ask: have these companies been a bit too 
conservative with their cash? Today, that question and others 
like it face Indias powerful software elite. This is indeed the end 
of Part l ofthe Indian software story. Part U starts now. 





With reports from Shwet eta a Verma, T Surendar & Shishir Pr asad 


passing phase. The software story is coming to the 
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tion of sorts, Premier% re Services companies held theif. | 
valuations despite the downtu urn that began two years ago. Bur 
the present reality is; it does not matter if you are an Infosysdo- — 
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Global corporations are setting 


up backends in India and 
chipping away at the price 





advantage of Indian companies | 


MITU JAYASHANKAR 


“WE can easily envisage in our senior 
management meetings that in three, four, 
five years, we'll (have) 25,000 to 30,000 
(employees) in low-cost areas (across) the 
world." Harry You, CFO, Accenture, at 
an investor conference in March 2003 





T'S clear that Indian IT companies are not the only ones 
excited about the rising demand for offshoring work. 
After years of playing the wait-and-watch game, MNCs 
like Accenture are finally turning to India in a big way. 
Nasscom reports say the MNC backends, including R&D 
centres, are growing almost twice as fast as Indian IT 
companies. In 2000, the share of these MNC backends was 
less than 896 of total IT exports from India. By 2002 the share 
had doubled. What is particularly worrying for Indian IT com- 
panies, however, is the rapid growth of companies such as 
Accenture, IBM Global Services India (IBMGSI) and 
Electronic Data Systems (EDS) in India. These compete head- 
on with Indian companies like Wipro, Infosys and Satyam. 

According to a recent Deutsche Bank equity research re- 
port, "...hiring by US vendors (in India) has picked up in the last 
2-3 months...(there is) significant pressure from clients to build 
offshore facilities or risk losing business". The report goes on to 
say that EDS, CSC and Accenture plan to more than double 
their employee numbers in 6-9 months. 

Impressive numbers no doubt, but are they threatening? 
Till now, no big global player has hit the 5,000-employee mark. 
Compare that with Indian majors like Tata Consultancy Ser- 
vices (23,000 employees), Wipro (13,474) and Infosys (15,356). 
And these companies are still growing. Last year, Wipro added 
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3,848 employees and Infosys 4,618. As the tech slowdown en- 
ters its third year and companies come under increasing price 
pressure, it can be assumed that MNCs will have to take work to 
destinations where it can be done cheaper. There is no doubt 
that the destination will be India. “Among all the offshore deliv- 
ery centres that IBM has, India has the strongest brand equity,” 
says Amitabh Ray, director (exports), IBMGSI. 

While that is fantastic news for India, it means that compe- 
tition for Indian companies will get tougher. So far they have 
held their own against these giants partly because of their 
strong offshore advantage. Says Sangita Singh, director (mar- 
keting), Wipro Technologies: “Till last year, offshoring was a 
mystical word. Today the halo around it is disappearing.” So 
much so that IBM is said to be working on a metrics system for 
customers with an inbuilt offshoring template that would allow 
it to estimate how to price various tasks. 

As offshore becomes mainstream, Indian firms are begin- 
ning to lose some of their price advantage. “MNCs are willing to 
offer the same offshore rates as Indian companies. This shows 
that they are building critical mass for their offshore delivery 
centres," says Phaneesh Murthy, founder, Primentor. A re- 
search report from brokerage house SSKI says: "The win-rates 
of MNC IT service providers against Indian companies has im- 
proved in the recent past. IBM Global Services and Accenture 
seem to be better placed in this regard than EDS and CSC." 

Take Accenture, one of the most aggressive players cur- 
rently in India. Ever since its core business — consulting — 
slowed down, it has been aggressively going after outsourcing, 
both technology as well as business process. In a significant 
move, last year it merged its technology and outsourcing busi- 
nesses and that year this business unit grew by a whopping 33% 
even as consulting revenue fell by 7%. The outsourcing busi- 
ness today contributes about 23% to Accenture's topline, up 
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from 1696 last year and the company is trying to build delivery 
capabilities offshore for this business. Accenture's Global Solu- 
tions unit now has 8,000 employees, or 11% of the company's © 
workforce of 76,000, operating in various countries. It expects 
to expand this unit to 10,000- 12,000 employees by August. 

Its plans for India are equally menacing. According to a 
large Bangalore-based placement consultant, Accenture has 
been hiring aggressively for its IT solutions division there. 
"They have been hiring people with experience ranging from 2- 
15 years. They are essentially looking for Java and Microsoft 
skills," he says. At salaries 20-30% higher than what Indian 
companies are paying, headhunters are poaching employees 
from the Top 3 Indian companies. This is worrying the Indian 
players. Says the marketing director ofa large Indian company: 
“Tam told that there is an internal document floating around in 
one MNC which says hire people from the Top 3 Indian firms." 

That is bad news, especially at a time when Indian firms are 
set toannounce belt-tightening measures. Last year, Infosys 
announced a 10-11% increase in salaries, all of it in the variable 
component of salaries. There is no reason to assume that 2003 
will be any better as far as salaries go. According to the 
Deutsche Bank report, "the offshore ramp-up by MNCs should | 
result in further margin pressure on Indian companies as wage 
inflation could rise and Indian companies need higher sales 
and marketing spends to compete with global majors’. 

Not everyone, however, is convinced that MNCs can barge 
into India and take over the market. For one, operating out of 
India will put deflationary pressures on their billing rates. Then 
there will be operational issues. "Running global delivery cen- | 
tres means early mornings and late nights. Some foreigners | 
think that such a job is a bad ROI (return on investment), said | 
Vivek Paul, vice-chairman, Wipro, in an analysts' meet. There | 
are others who think it will take MNCs years before they can put | 

in place processes like the ones Indian companies have. “There | 
| 
| 
i 
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is a lot of scepticism among existing customers as to whether 
MNCs can execute offshore projects as well as Indian compa- 
nies,” says Partha Iyengar, vice-president and research director 
(applications development and IT services), Gartner India. 


indian Companies Strike Back 


That may be true, but Indian companies are not sitting around | 
waiting to see how that story unfolds. They have been putting _ 
counter measures in place. “For the last two years, at every ana- | 
lysts’ meet we have been grilled about what we are going to do | 
when the MNCs come to India," says a manager who handles | 
investor relations for a large Indian firm. "Even though we be- | 
lieve that this competition is still about 12 months away, we | 
-have been preparing ourselves for it since last year,” says | 
Wipro's Singh. One way to do that, she says, is to open up new | 
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| Source: Deutsche Bank research report, March 2003 
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revenue fronts like BPO, infrastructure outsourcing and pa 
age implementation services. In 2002, these new busines 
contributed 22% to Wipro Technologies’ revenues. 

Wipro is not the only company looking at opening NEWT 
enue fronts. Every large Indian company today is going beyt 
custom development and maintenance work. One bus; 
that all the big firms are chasing is package implementati 
the stronghold of consulting companies like Accenture a 
IBM. "Indian companies have been able to displace many 
cumbent Big 5 vendors around post-implementation packag 
work, particularly in areas like package upgrades," says th 
Deutsche Bank report. In two years, this has become a busines 
worth $300 million-400 million for Indian firms. But they 
price pressures here too. Primentor's Murthy says Indian co 
panies are unable to break the price barrier on these service 
beyond the traditional $60-70 per hour onsite rate. : 

A part of the reason could be that Indian firms face s 
competition from MNC backends like IBM and Oracle in Inc 
Says IBMGST's Ray: "Last year, package implementation wa 
one of the fastest growing businesses for us." IBM is aggres- : 
sively recruiting people from other consulting companies in. 
India for this business. Even product companies like Oracle (it 
has 2,000 people in India) have been sending a lot of package : 
customisation work to its Indian centre. : 

But to protect their business from pricing pressures, Indian | 
companies need to make the quantum shift into much higher 
value work like solutions architecting, process reengineering —— 
and business consulting. Sofarnocompanyhasmadeanypro- —— 
gress here. That's because Indian firmslack domain knowledge . 
and do not have strong client-facing people. To take careof 
these issues Wipro set up a Strategic Consulting Grouplastyear | 
for its BFSI (banking, financial services and insurance) busis 
ness. It has hired 50 people in the US and India from consulting. 
companies like Accenture and PwC. Infosys, too, hasspentthe — 
last three years trying to make its front end resemble that of Ac- 
centure. It has hired over a 100 people with consulting back- 
grounds for its Infosys Business Consulting Groupi inthe US. 

Another way in which companies are moving up is through 
acquisitions. Last month, Wipro bought the global energy 


The practice has 90 consultants in the US and Europe. Sources 
say the billing rates of these consultants are upwards of $400 
per hour. HCL Technologies is another company that has made 
several acquisitions. It bought Deutsche Software to get a 
foothold in the BESI segment. Last year, it set up a venture with: 
JAG, a premium US retailer, to scale up in the retail vertical. — 
One area where Indian outfits continue to stumble is in the 
ability to increase visibility. “One of the biggest problems facing 
Indian companies today is that they do not have the mindshare: 
of the CEO community," says IBMGSI's Ray. How can 
that be when sales and marketing (S&M) expenses: 
every big company is on the rise? From less than 59 
two years ago, large Indian firms are spending more 
than 7-895 of their revenue on S&M. In 2002, Infosys 
doubled its S&M expense to Rs 267 crore. "Most ofthe 
time, what you see as S&M spends is just a recategori- 
sation of expenses,” says Murthy. He says much of this 
money is notspent on brand- building but on keepir 
a client-facing person in the US who is not billa 
Murthy worries that as the margins get squeez 3 
brand-building will suffer even mare. | 
There are challenges for both MNCs setting p 
offshore centres in India and Indian companies 1r 
ing up the value chain. Who gets to their objec 
will determine who wins the battle. 
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have set up BPO, iratis. 
‘But they are still waiting 


SHELLEY SINGH 
HEN ex-banker Raju 
Bhatnagar quit eFunds, the 
financial services business 
process outsourcing (BPO) 
company, to set up 
Cognizant Technology 
.. Solutions BPO operations, he had already made a mark in the 
< nascent industry. He had overseen eFunds’ growth from a 
150-person start-up to a 1,500-plus-person operation. 

It was logical to expect, therefore, that he would do even 
better at Cognizant, After all, Cognizant was a highly successful 
software services company; as head of BPO, he could tap into 
its client base for contracts from day one. Seven months down 
the line, Bhatnagar is waiting to ink his first project. 

Things dont look very promising at Satyam Computer Sys- 
 tems' BPO venture, Nipuna, either. Started with much fanfare 
last October — with the expectation that Satyam could easily 
. tap any of its 70 Fortune 500 clients for BPO work — it is yet to 
- sign up its first client. Nipunas COO, Ram Ramasundar, refused 


-<= to discuss with Businessworld why the company has not got 


.- any business so far, saying it was too early to judge the success 


~~. or failure of the company. 


Elsewhere, the TCS- and HDFC- promoted BPO venture, In- 


a -tellinet, has managed to snare a few clients. Infosys’ BPO ven- 
.-. ture, Progeon, has five clients — four of which are projects that 


are still in transition. Spectramind, the BPO company that 
Wipro bought at a hefty price last year, has not translated that 
relationship into very large projects. And Delhi-based banking 
software developer Nucleus has shelved its BPO plans. 

Is the ostensibly logical transition to BPO turning out to bea 
norn-starter for IT services companies? In 2001, when the slow- 
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is Shelved BPO plans - 


As on 31 March 2003 poe HOMER Advisors and BW. ani 
down first started, most IT services firms identified BPO as one 
good opportunity. There were obvious synergies — many ofthe 
firms that were looking for software services were also looking 
at outsourcing business processes. More than that, BPO, 
though relatively low-margin compared to the software ser- 
vices business, represented far more stable revenues. BPO con- 
tracts run for 3-5 years (compared to the six-months-to-one- 
year IT projects) and offer greater stickiness. IT companies saw 
in BPO an opportunity to provide complete solutions — from 
technology to operations. Most important, BPO was growing at 
the kind of rates at which software services did before the crash. 
The BPO work was showing annual growth rates of 45-5096. As 
pricing pressures on US and European companies grew and 
they increasingly started outsourcing whole functions to 
squeeze out costs, the BPO business was expected to show 
even higher growth rates. 

Advendus Advisors, an investment bank, estimates that at 
least 20 IT services companies got into the BPO business in the 
last three years. Today, it seems that not too many of them have 
managed to get their BPO act together. 

Despite the apparent synergies, IT companies are increas- 
ingly finding that the BPO business is a completely new ball- 
game. The ability to write a software package for a function like 
HR or accounting does not automatically equip you with the 
skills to manage the HR or accounting departments of a client. 
Says Joydeep Dutta Gupta, executive director, Pricewater- 
houseCoopers: "If an IT department is asked to take over an ac- 
counting department, could it do it? The issue here is similar: 
BPO is a different business and IT services companies have no 
expertise in it." 

On paper, IT companies can leverage their relationships 
built by developing software solutions for clients to bag out- 
sourcing work. In reality, this just about works as a reference 
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letter. The big problem software companies face is that in BPO | 
contracts, the CTO or the CIO is often not the decision maker. 
.. Sumanth Cidambi, head (finance and administration), Prog- 
. eon, says: "Infosys relationships at the CXO (CTO, CIO, CEO, et 
caD level are valuable in ensuring that we are among the prime 


- » vendors considered by customers. We then have to demon- 


strate the ability to deliver long-term value through integrated 
< operations and technology solutions.” Echoes Cognizant's 
. Bhatnagar: "The IT relationship acts as a door opener, and 
that's all." 

Clients are chary about giving BPO business to IT services 
firms because of the innate differences in the nature of the 
work. BPO requires process knowledge; technology expertise 
alone does not do. Sujay Chohan, vice-president and research 
director (BPO), Gartner, says: "IT companies do not have 


process management skills. BPO is about managing arelation- | 


ship 24x7, over 10,000 miles away. IT companies have, so far, 
had it easy and think that they can do anything. They have to 
realise that IT is just another department in a company and no 
longer centre stage." 

The next challenge comes in work delivery time. IT compa- 
nies are used to projects with time cycles of six months to one 
year (barring maintenance type work), while a typical BPO 
contract runs for 3-5 years. Meanwhile, turnaround times in 
BPO are much shorter — it could even be a few seconds for 
voice-based processes. The client is ever present, frequently 
calling up for assessment reports. This requires a mindshift 
that many IT companies still have not been able to make. 

Says Pijush Sinha, assistant vice-president, Avendus Advi- 
sors: "This makes it all the more difficult to translate an IT rela- 
tionship into a BPO relationship. The market is maturing faster 


than they (software services firms) can learn new things. The : 


approach has to be different." 


Another cause for worry is the ‘criticality’ issue. Software | 
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development work that is outsourced is not mission critical — | 


companies are already carrying on functions, seeking to im- 
prove efficiencies with new applications. In that sense, says 
Pankaj Vaish, BPO head, Accenture: "IT projects do not impact 
daily work. But BPO does. IT companies will need to demon- 
strate that they can deliver without downtimes." 

Finally, there are HR challenges that need to be sur- 
mounted. Infotech companies are not used to working with 
hundreds of employees in a single centre where attrition rates 
can be as high as 60%. The peak attrition rates in software com- 
panies were 25% during the dotcom boom, but quickly came 
- down to single digits (below 3%, later falling to 0% and even lay- 
offs, following tech slowdown). 

Despite the problems, IT firms are learning to execute BPO 


work. MphasiS BFLs BPO subsidiary, MsourcE, is one such | 


CRUMBLING PRICES 





All rates are per hour per person. 12-18 months back they were at least 20% 
higher. Third-party players are unable to tap high billing rate work 
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company. It now has 2,700 employees and 17 clients in its BPO. 
_ operations. HCL Technologies’ BPO arm, HCLT BPO Services, 
recently bagged the largest BPO contract that an Indian firm 
has ever received — British Telecom's $160- million offshorin, 
work. What did it do differently that others didn't? The crüx of 
the business is "clients and delivery c apabilities and not wired- - 
up empty facilities,” says Ravi Ramu, group CFO, Mphasis B. 
Says Alok Sethi, COO, MsourcE: "We started three-and-a 
half years back with a 30- people pilot for a global financial ser 
vices company. We moved in early and realised that the two 
businesses — IT and BPO — are different.” Jerry Rao, who 
started the BPO operations of MphasiS, had the experience of 
running similar centres around the world for Citibank. ; 
The smarter way for IT companies to get into the BPO: spa 
then is to look at players who are already running. operatio 
and have the skills. Wipro did this with Spectramind, ahigt 
successful BPO outfit that had already established itself. 
Wipro Spectramind president and CEO Raman Roy: “IT com: 
panies looking at BPO are unable to show competency andca 
pability." To shorten the learning curve, companies could re- 
sort to acquisitions. Sanjeev Aggarwal, CEO of Delhi-based 
BPO company Daksh eServices says: "Targets will be BPOs that - 
are unable to cross $10 million in revenue and have jess than 
1,000 people. This will be good for both the IT company and the 
BPO player." MphasiS’ Ramu sees small VC-funded BPOsas - 
potential targets as VCs will look at quick exit routes. odis 
Patni Computer Systems is looking at this strategy to not _ 
only bag clients but also shorten time-to-market. Cognizant, — 
too, is looking at acquiring a BPO centre, while Progeon does | 
notrule itout. Says Cidambi: “We would look at strategicacgui —- 
sitions that would give us access to niche service offeringsorto — - 
marquee customers.” a 
However, the sudden rush to ride the BPO wave ishavingits |. 
fallout on several fronts — besides the high attrition rates,com- 
pensation levels are rising, cost of doing business is increasing ——— 
and there is a squeeze on billing rates as companies desper- 
ately seeking business sign up at low rates (See ‘Crumbling _ 
Prices’). Almost 90-95% of the work outsourced to third parties _ 
fetches $4- 14 per hour; high value, high billing work like riskas- _ 
sessment, actuarial and financial product development isnot, - 
at present, being outsourced. Such work may be handled di- 
rectly by companies. 
The bigger problem is that many of the global BPO majors 
like C onvergys and Exult Inc. are setting up their own opera 
tions in India to take advantage of the lower costs. Unless tl 
Indian IT firms get their BPO acts together quickly, they cou 
fall behind in the race. ; 
Nonetheless, the opportunity is very big and all players & 
take a bite. A word of caution from Daksh's Aggarwal: “No cor 
pany outsourcing work will put all its eggs in one” 
basket. IT companies will also have to tap com- ^ 
panies for which they have not done any work.” 
Today, a 500-seat facility can be readied in - 
less than 45 days. Companies are willing to sink - 
in $10 million-15 million ina BPO start-up. T hey P 
have to look at it from the 3-5 years perspective - 
| and, initially, bag at least one anchor client with | 
. $30 million-50 million of committed business. 2. 
took Indian IT companies over 15y 
a level of $6 billion in a global market of $300 
lion. Now with BPO, they have to be: mor ; Te: 
tic about their expectations, i 
Not surprisingly, this time around, c 
writers need to master a different lan uag: 
crack the BPO market. 
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IP-based Virtual Private Network, or IP VPN, is a tried and 
trusted technology the world over. Brought to India by Sify, a 
pioneer in IP services, SecureConnect™ IP VPNs create highly 
secure, private highways for your sensitive data, over a 
carefully managed network that's built and maintained by 
Sify. So while it is as secure as a private network, you can now 
connect any number of offices, employees or business partners 
and have them exchange critical information in real time. 


Sify's managed IP network exploits the strengths of 
multiple telecom networks and is interconnected with global 





service providers. Consequently, SecureConnect™ IP VP 
deliver a coverage of practically anywhere in India as 
the world. 
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Being India's leading network services provider, Sify k 
several milestones to its credit: 


e ISO 9001:2000 certified network service provider 
* [ndia's first Tier 1 IP Network 


* Largest market share in IP VPNs in India, servicing blu 
chip companies like Carborundum Universal, CavinKa 
Dabur, Emerson, Gillette, Hutch, JetAir, JK Industrie 
Ranbaxy, UPL, Usha, Whirlpool and many such more 


e National backbone running on Cisco GSRs, the fastest 
their class and capable of routing over 30 million packets p 
second 


e First MPLS-enabled network that can handle as 
intelligently prioritise terabits of voice, video and missio 
critical data 


Sify’s managed network incorporates state-of-the-a 
networking hardware and software technology as well as: 


Ahmedabad Tel: +91 79 6407602 Fax: +91 79 6407661 Bangalore Tel; +91 80 2283967 Fax: «91 80 2284157 Calcutta Tel: +91 33 22105698 Fax: +91 33 22105707 Chandigarh Tel: +91 172 645; 
Fax: +91 172 645551 Chennal Tel: +91 44 22540770 Fax: «91 44 22540771 Cochin Tel: «91 484 2362462 Fax: +91 484 2362947 Lucknow Tel: +91 522 2206882 Fax: +91 522 22068 


Just when you thought you had your network in place, 
it's time to expand again! 
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eam of the finest networking professionals. For you this 
ranslates to: 


» Lower total cost of ownership 
» Lower capital investment in equipment 


» Savings of up to 5096 over deploying a private network 


Even though SecureConnect™ IP VPNs run on Sify's shared 
1etwork, comprehensive security in the form of 
iuthentication, tunneling and encryption protects your data 
rom any unauthorised access. It's almost as though your 
lata has its. very own armed escort as it speeds down the 
nformation highway. 


In the modern market, change isn't just constant. It'S rapid 
00. Get yourself the networking solution that stays on its 
oes. Get SecureConnect™ - [P VPN solutions from Sify. 


Sify E72) 


Can your sales office in Ludhiana exchange 
data directly with your regional offices or HQ 
wherever they are in the country 

Can your CEO securely dial up into the 
corporate network from a hotel roon 

in New York? 

Can your field sales staff securely log into 
your network from a cyber café and submit 


the latest sales figures? 





Can your dealer in Tirupur access the latest 


inventory status through your network 


Can your distributor in Nasik connect t 
your network and re-order stock using 


legally valid electronic transactions 





Extending your network. With expertise. 


www.sifycorp.com/corporate 


Aumbai Tel: +91 22 26177661 Fax: «91 22 26177662 New Delhi Tel: +91 11 26288520 Fax: +91 


‘ax: +91 40 27841233 email: esbmarketing@sifycorp.com 





11 26288498 Pune Te!: +91 20 6130488 Fax: +91 20 6119705 Secunderabad Te 





Private Network Vs. Sify's IP VPN 
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partner, General Atlantic Partners. 

So it is not surprising that investors are worried at the 
scarcity of big deals coming the way of Indian companies. In 
FY2002, the biggest deals worldwide were almost 150-170 
times the largest Indian deals done last year (See ‘IT Outsourc- 
ing: Big On A Global Scale’). Phaneesh Murthy, who heads con- 
sulting firm Primentor, points out that the average deal size for 
. Infosys is approximately $3.5 million. In comparison, EDS and 
. Accenture have average deal sizes of $30 million — roughly 10 
- times bigger in size. 
| The problem is that Indian companies have handled only 
. project work so far — not complete IT outsourcing projects. But 
IT outsourcing is where the real big deals lie. And it is also a fact 
. that bridging this difference is well nigh impossible for the In- 
dian outfits. A typical multi-billion dollar contract needs three 
things. One, a large number of project managers who have 
: handled humungous contracts before. Two, a strong balance- 
sheet to ‘digest’ physical asset takeovers, And three, the ability 
to structure contracts so that there is some profit margin still 
` left after the tendering process. In short, you need the contract 
structuring and project management skills of a Bechtel com- 
- bined with the capital management skills of a GE Capital. As 


: thi y stt d a di t ^ z < t 5 d 

y have indian companies / e n Hd ndian companies are just not equipped to 
hi | But why? 

M to wn the AE (s | - Y Take the case of project managers. The big deals start at $60 


million-70 million in the first year and then rapidly scale up to a 
multi-billion dollar size over the next 5-7 years. To manage that, 
a firm needs at least 150-200 experienced project managers for 
every 1,000 people working on the contract. "Right now, Indian 
companies have only 10-20 really experienced managers who 
can handle such assignments. As things stand, you cannot ex- 
pect these 10-20 people to get involved in managing every pro- 
ject that comes to the company,” says Gartner's Iyengar. 





SHISHIR PRASAD 
AST vear, HP Services, the 
software services arm of 
Hewlett-Packard (HP), won a 
contract for handling con- 
sumer products major Procter 
| & Gamble's global IT out- 
=o sourcing. At $3.5 billion and across 160 countries, this was 
a large and beautifully-structured deal. While HP gets 
the IT services part of the deal, P&G will allot the build- 
ing and real estate management to another player, 
and employee payroll management and accounts 
payable to two others. The last three contracts have 
- not been announced as yet. This is just the sort of 
spectrum Tata Consultancy Services, Infosys, 
-2 Wipro, HCL and Satyam would like to cover. 
< But speak to anyone in the sector and opinion 
is undivided: it would take between 15-18 more 
| «months for Indian companies to get anywhere 
- -close to cracking these kind of deals. "Indian com- 
panies are making shortlists of the $1-billion deals, 
but I think we should expect major wins only in late 
_ 2004,” says Partha Iyengar of Gartner. A report by 
t investment bank-cum-brokerage firm SSKI paints an 
^. even worse picture — it expects deals of the order of 
~~ only $100 million by 2005-2006. 
is At the current juncture, big deals are assuming even 
=> greater importance for Indian IT players. Besides providing 
. long-term stability and large projects, they give them the "m 
much-needed credibility. "To move from a multilocational i. Source: Informatic 
company to a true multinational company, Indian companies ee Outsourcing Insti 
will have to get into large-size deals," says Abhay Hawaldar, — " 
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i 
Dont for a moment think the soft- | 
ware services project managers can | 

be transported to this world. Large 
contracts generally involve managing 

< -a company’s IT systems daily. The 
- team needs to respond in real time. 
That means the project team is com- 


DEAL 
| thames Water 


pletely responsible for the smooth | Transco 

functioning of the company and || LL. 

goof-ups could impact the bottom- 2 | Levers 

line ofthe client directly. E ANC SEER OE 
Software services teams do not, & | en. 


under most circumstances, need to 
react on a daily basis to client's prob- 
~ . lems. In other words, the deliverables 
 * (and liabilities) of project teams are 
-. completely different from what software service a 
teams offer today. "With IT outsourcing, ifyou 8 
 areasleep while the customer is awake, then — € 
you will have a serious problem," says 
Vijayendra Sharma, CEO, Business Archi- { 
tects, a consulting firm that helps American 
companies choose and manage projects 
in India. 

Taking over assets is an equally tricky 
business, though large American compa- 
nies love this. The IT outsourcing outfit pays 
the company for the assets (suitably dis- 
counted of course) and takes over the people on 
its books. As time goes by, people are laid off to re- 
duce the salary bill (which is a large percentage of the 

total cost) and the computers are loaded with the plat- 
forms that the vendor supplies. 

"Only companies like IBM Global Services and HP can truly 
take advantage of such asset takeovers. They take over the asset 


Graphies: ARPIT ge 
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and then run their software platforms to lock in clients fora | 
long time-frame and that's how they make money on the asset | 
sale. Indian companies do not have their own platforms that | 
they can use to make a deal more lucrative," says Anant Gupta, | 


COO (global), HCL Comnet. 


You also need large cash-flows to finance such deals be- | 


cause, in effect, the outsourcer acts like a leasing company and 


keeps the assets on its books. Now, even in the dissipated state | 
that EDS is today, it has a free cash-flow that is three times that | 


of Infosys. Accentures free cash-flow is four times that of In- 
fosys and is growing at a healthy clip. 
| . And then there are people issues. A lot of companies want 
the outsourcing company to take people out of their rolls and 
then ‘downsize them, but to do it only after they have been 
moved to the outsourcee’s rolls. This is because these clients 
also don’t want bad press. Forget about doing it, Indian compa- 
nies don't even want to think about it — and certainly not in 1 the 
current political environment. | 
This brings us to the point of contract structures. Since this 
work is tendered, there is always a tendency for companies to 
bid low, which makes the contract unprofitable. "You need to 
do a lot of due diligence on employees and on assets to really 
understand what you are buying," says Arun Kumar, president 


and managing director, Hughes Software Systems. The com- | 


pany also needs to guess all future requirements and spell out 
. service-level agreements down to details such as the exact time 
.. it will take to spot a problem, fix it and report it online. Then 
| there are the liabilities. 

—. In 1993, the state of Florida sued EDS because the company 
could not scale up the IT systems to meet the increased de- 
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these contracts should be so wi 
fined that there is no cause for co: 
sion. But, like each customer, 
contract is unique and requires e 


rience to write it out. E 
. Butallis, perhaps, not lost. The 
are signs that the structure of n 





sourcing is changing; in the lon 
that may favour Indian co 
The shift is in two directi 
many companies are. splitting 
contracts and assigning it to mult 
vendors. And two, because of these splits, p 
. ofa deal can be taken offshore and the class 
India advantages of cost arbitrage can be ap- 
plied to them. a 
“Given the balance sheets of indian 
companies, a $25- million deal is decent. 
Clients have reservations that indian 
companies do not have the same scale _ 
and size as US firms, so they may not,say, — 
move 800 jobs offshore in one instance. 
But what we tell them is that ifthe order is __ 
very large; then you can split up the deal be - 2 
tween 2-3 vendors. That takes care ofthe size —— 
and scale issue,” says Atul Vashishtaofneo!T;a. 
consulting company that matches clients to.out- 
sourcing companies. This is the consortium ap- 
proach and the world is moving towards it. "The emerging 
trend is towards consortiums bidding for large deals. The JP 
Morgan deal was a consortium bid involving Cap Gemini, IBM a 
Global Services and EDS,” says Gartner's Iyengar. ee 
| Moreover, Indian companies know that for deals in the $100 D 
| million-200 million range, the client actually wantstoretain _ 
| control over physical assets. “This suits Indian companies be- 
| cause, in the US, there are many value-added resellers who are 
| ‘break-fix’ chaps. These guys just maintain the hardware. The 
| software part can be delivered remotely from an offshore la 
tion," says HCL Comnet's Gupta. 
| Of course, there are times when the work can't be sent off 
_ shore. Consider Hughes Software Systems’ takeover of Lucen 
| R&D services operations. "When Lucent signed the deal, th 
| told us that they wanted to see their R&D services team in good 
| hands and R&D services guys were steeped in Bell Labs cul- 
| ture," says Kumar. : 
| In effect, what Lucent was telling Hughes was this: I will sell 
| this R&D services operations to you, but dont go around sack- 
| ingthelotto give me efficiencies. 3 
Since the centre could not be moved out of Germar 
| 
i 
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Hughes has tried to work around the problem in a differe 
way. It is using the brainpower of the R&D services team to 
ter a few areas in the high-end telecom service provider spa 
and wireless which it did not enter earlier due to lack of expe 
tise. So, instead of squeezing costs, the centre is being use 

get higher margin business for the client. In such a case, it 
comes imperative that people do not leave. "All the senior 
| agement and I have sat down with the people in the Luc 
vision and made sure that we carve out a career path f 
maximum number of people. We have tried to- i 
of them have a challenging work environment. ` 
them with us," says Kumar. 
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T. SURENDAR 
HERE are many factors that 
have rattled investors and 
analysts. First, Infosys, the 
poster boy of corporate dis- 
closure, was allegedly less 
than transparent in its billing 
rates disclosure. Then, with billings dropping an unprece- 
dented 596 in the fourth quarter of 2004, the company low- 
ered its forecasted bottomline growth from 17-18% to 11% in 
its profit guidance. Wipro's 2002-03 net profits are down by 
8.596. Late last week, Satyam showed a fourth quarter loss of 
~ Rs 35.91 crore. Finally, as our preceding stories reveal, it 
:sseems apparent that even the blue chip IT companies will 
- have a tough job in achieving two key growth objectives: win- 
ning big orders in IT services and diversifying into IT-enabled 





6 Services (ITES). So, enquiring minds want to know: what is a 
^ fair price for a large-cap Indian IT stock? Though Infy prices 


have fallen, should it continue to trade at even the current 
price- -to-earning multiples of 20? 

Theres a fundamental shift taking place in the evaluation of 
Indian infotech stocks. Take a look at the prominent changes. 


-. Analysts feel that for the first time, billing rates pressure have 
—. taken the spotlight instead of revenue calculations in estimat- 
~- Ing the growth of software stocks. The consensus is that billing 


rates will continue to dominate attention because they will re- 


& . main under pressure and possibly decline further in the com- 


. ingmonths. There are two reasons for this. Average billing rates 

of Indian companies are still a few times their cost and Indian 
companies will lower rates to fight MNC competitors like Ac- 
centure and IBM Global Services, which have set up their soft- 
ware services arms in the country. So, profit growth will con- 
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tinue to be affected as rates fall further. 

As rates come down, IT firms will feel increased pressure 
from the cost of human capital. Bharat Shah, CEO and manag- 
ing director, ASK Raymond James, feels that while manufactur- 
ing capital can rearrange costs by negotiating with suppliers or 
shedding business, it may not be so easy to do the same with 
human capital. At the minimum, there will be an inflation-dri- 
ven increase in salaries paid to programmers. 

Then, increased pressure from foreign companies will put 
pressure on salaries paid by big firms like Infosys and Wipro. 
Wage costs may rise anyway because of the blanket mandate 
given to headhunters by MNCIT firms: recruit from top Indian 
firms. So, regardless of volumes, Indian firms will execute new 
orders at increased spends. The capitalintensity ofthe software 
business will continue to grow. And the old software model, 
where more people translated into more profits may not al- 
ways be the case. 

Moreover, there is little the software companies can do to 
increase utilisation and productivity. Whereas earlier analysts 
had predicted that Infosys would increase profits as it became 
more efficient, Shah says that "in the near term, there is noth- 
ing much software companies can do about their costs". 

A few analysts defend the high price-to-earnings multiple 
given to Infosys, saying that there are not many businesses in 
India that can continue to grow at 2596 and show PATS (profits 
after tax) of Rs 1,000 crore (from FY 2003-04 onwards). And, pa- 
rameters like incremental return on capital employed still re- 
mains good for the software industry. Alliance Capital's Samir 
Arora is an optimist. "The re-rating of the tech sector is more or 
less complete and the good thing is that it all happened quickly 
rather than dragging for months and years like in the case of 
Hindustan Lever," he says. 

However, it's hard not to disagree with Raamdeo Agrawal, 
joint managing director of Mumbai-based brokerage firm 
Motilal Oswal, when he says: "Clearly, there is less of ‘product’ 
and more of ‘commodity’ in software services." Potential in- 
vestors in infotech may need to understand that, at the very 
least, IT firms will have to compete in an environment of falling 
premiums, squeezed margins, and where only large deal sizes 
guarantee long-term growth. "There is a fundamental change 
in the business of these companies and there is bound to be 
some uncertainty, even for the management to predict the way 
business will move in the next few years." says Agrawal. x 
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There may be a few things you don't know about | 
your organisation.! Well, were here to show them 
to you. 


One of the most Me studies Saai A 
has been launched in India by Grow Talent Company - 
Limited, in partnership with the Great Place to Work® 


Institute, inc. (wwew.greatplacetowork.com) of the U.S., 


| and Businessworld, India's No. | business weekly 


‘The Study - 
The study measures the levels of trust, pride and 


camaraderie prevalent i in an organisation. The aim 
being to raise awareness to begin the process of 
positive workplace transformation. 


| The unique employee-driven selection methodology 





veloped over the last 20 years by. our 
partner, the Great Place to Work® institute, Inc. 
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Benefits of Participation | 
In over 20 countries where the ety is conducted, © 





better valuations than their pears. 


Confidentiality and Positive Recognition 
"Employee and organisational daca provided by ———— 
participating organisations will be held secure. And D 


.For more details on the ptocits and confidentiality 
| practices, please visit www.growtalent.com or call: 
“Tushar Makkar: 9810437303 
| Shivi Sheoran: (0124) 5011691-94 
pu Rakhi Khanna 1 Chrisle Rodrigues: 
m) 56626295/96. 


| : gptwstudy@growtalent.com 
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— Participating companies will also have the option 
of receiving detailed reports and benchmarks 


ne to dir needs. 












under no circumstances will be revealed to third - 
parties without che compemy's permission. 


Participation in the study is kept : confidential, and x 
only the names of companies that make it to the i 
of Great Workplaces will be revealed. : 





-You may confirm | your: x artici jatior 


www. growtalent.com or by writing in to 








MULTIPLEXES 


VANITA KOHLI 


ble? Logic dictates they should 
be. For the second year run- 
ning, the Indian film industry's 
worst nightmare has come 





true. There hasn't been a single hit so | 


far in 2003. The last year was only 
somewhat redeemed by the success of 
small-budget thriller Raaz and Sanjay 
Leela Bhansali's epic Devdas. What's 


worse, none of the films scheduled for | 


release this summer look like they will 
break the jinx. The Hero, Anil 'Gadar 
Sharmas Rs 55-crore spy saga starring 
Sunny Deol, was supposed to bring 
some good cheer to the ailing film 


industry. But it has already been | 
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HY arent multiplexes in trou- | 








SCREEN | 
SAVIOURS 


Films agaring badly, yet multiplexes are 
2 multiplying. How is that? 


declared a flop. Bhoot, Armaan, Main 
Prem Ki Deewani Hoon... the pipeline is 
choc-a-block with big-budget, marquee 


banner films. But none are exciting the | 


trade. So, if films are doing badly, all 
those new, high-cost multiplexes that 
are mushrooming across the country 
should be in trouble, right? Wrong. 
Multiplexes are doing well. Sure, 
people are not rushing in to see Chura 
Liya Hai Tumne or Freaky Chakra. So, on 


an average, most multiplexes fill up only | 
50-60% of their seats. But, (surprise!) | 


even at those occupancy levels, they ac- 
tually make money. Gross margins for 
most new multiplexes routinely hit 30- 
40%. “Occupancies are not what we ex- 


pected,” admits Atul Goel, CEO, E-Citi | 


Entertainment, Zees multiplex arm. 








“Seat utilisation is really low because of 
the horrible movies that are playing,” 
cribs Ajay Bijli, managing director, PVR 
Cinemas. Yet, in a year when they should 
be screaming about pathetic films and 
worrying about returns on investment, 
most new multiplexes claim to be cash 
flow positive. Most expect to break even 
on their investment in the stipulated 3-4 
years. There are several reasons for that. 
Firstisthe entertainment tax (ET) ex- 
emption that all these swanky new 
buildings have obtained for five years. 
That pads up their margins. But most 
multiplex companies know that ET ex- 
emption will not help them remain prof- 
itable in the long run and they need to 
look beyond. "If the business model is 
being developed because of entertain- 
ment tax exemption then they 











.| will have a problem the moment 
it goes off; the whole payback 
changes," says Kapil Bagla, senior 
vice-president, Centrum  Fi- 
nance. Centrum advises compa- 
nies in the entertainment busi- 
ness and was the lead manager 
| for the Adlabs IPO. Adlabs is a film 
| 

| 





processing company that also 
owns multiplexes in Mumbai. 
But a bigger reason for the de- 
cent showing of the mutliplexes is 
the change in the whole movie- 
going experience — there's a big 
difference today in the way peo- 
ple watch movies and the way 
multiplexes make them watch 
movies. Shravan Shroff, director, 
Shringar Cinemas, an exhibition 
company, explains. "People value 
their time more; they are more 
oriented towards work. So, now 
you have much more weekend 
viewing. Weekday viewing is now 
down to 30-3596 from 60-6596 
earlier," he says. On weekends, 
however, film viewing peaks at 
anywhere between 7596 and 8096, 
perhaps more in most metros. 
Now add the pricing factor. 
| Typically, multiplexes in metros 
charge around Rs 100-200 for 
weekend shows and late night 
shows on weekdays. So when a 
typical single-screen theatre 
(tickets ranging from Rs 30-80) 
gets 50% attendance, it only 
fetches the hall about Rs 50 per 
seat. But when a multiplex gets an 
average of 5096, the average ticket 
price is Rs 125-150 per seat. That 
means that even if there are just 
about average movies playing, at 
half the occupancy levels, most 
multiplexes manage to make 
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(Left) Ajay Bijli of PVR Cinemas, (Centre) Shravan Shroff of Shringar Cinemas and (Right) Shishir Baijal of INOX Leisure: none of 
these multiplex owners appear worried about movies doing badly as they feel this is a temporary phenomenon 
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money on the films. 

If a movie does well, they increase 
the number of shows or screens on 
which the film is showing. For example, 
Shailesh Gupta, director (marketing) for 
Rave, a multiplex set up by Dainik Jagran 
in Kanpur, tells us that Kabhi Khushi 
Kabhi Gham was running on all the 
three screens for four weeks. The sheer 
permutations and combinations in 
show timings, pricing and use of multi- 
ple screens that multiplexes can do 
compared to a single-screen theatre en- 
sures better returns. 

Of course, as Shishir Baijal, CEO 
INOX Leisure, points out: “The bad run 
(of movies) has also made us look for in- 
novative ways to market the movies.” 
INOX, Pune, for example, has contests, 
DJs, food promotions, something or the 
other running, at its four-screener all the 
time. Rave (known as Coca-Cola Rave) 
has sponsors for practically everything 
inside the multiplex, including the 
washrooms! The screens are branded 
Kit-Kat, Tiger Biscuits and Colgate; the 
nightclub is sponsored by Kingfisher, the 
restaurant by Fortune Oil and so on. 
These innovative marketing exercises 
give Rave roughly 10-15% of its rev- 
enues, claims Gupta. It may not be a lot, 
butit certainly helps bring steady money 
in. Others like Zee's Fun Republic func- 
tion as a one-stop entertainment centre 
to delink their fortunes from the quality 
of films playing. 

Although these exercises do dimin- 
ish the risks, theres no running away 
from the fact that these are mere side- 
shows. Multiplexes realise that their 
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bread and butter has to come from films, | increases transparency," analyses Baijal. 


which have to start paying off to make 
sense in the long run. Assuming that the 
film industry gets over its creative block 
and begins to produce better quality cin- 
ema, or more importantly, 'hit' films, 


most multiplexes should comfortably | 


average 80-90% revenues from films. But 
if, as planned, each of these entrepre- 
neurs come up with 10-20 more screens, 
would it lead to overcapacity? Would at- 
tendance start thinning again? Does it 
then make sense to start investing later 
when the market improves? 

Most multiplex companies deny that 
the industry is headed towards overca- 
pacity or that those occupancy numbers 
are a dream. "At a macro-level, India is 
underscreened," emphasises Bijli. For 
every million Indians there are just 


about 13 screens compared to say over | 


30 for a million people in the UK. And 
these are distributed unequally. While 
metros are quite densely packed with 
screens, B and C class towns are the ones 
where more screens are needed. Also, in- 
vesting later is not an option. "Theatres 
are like infrastructure. It has to be in 
place. You cannot wait for the right con- 
tent to put it in place," argues Shroff. 

He is right. Having the right infra- 
structure in place is crucial if the film in- 
dustry has to get out ofthe mess it is in — 
financially and creatively. Let us explain. 
By industry estimates , films should have 
generated at least Rs 4,000 crore in rev- 
enues in 2002. But they actually did just 
about Rs 2,500 crore. Going by these esti- 
mates, Rs 1,500 crore leaks out ofthe sys- 
tem every year. "As exhibition changes, it 


That means you get more money into 
the system, which means better returns 
for everyone — producers, distributors 
and theatre owners. 

Meanwhile, how can theatres help 
filmmakers get over their bad patch? 
Most throw their hands up in resigna- 
tion. But there are some, like Shringar 
and Adlabs, which are trying their hand 
at production. However, as Manmohan 
Shetty, managing director, Adlabs Films, 
comments: "We could also end up mak- 
ing bad films." 

Most, however, are not unduly wor- 
ried about filmdoms current bad patch. 
Earlier, because all theatres were single- 


'screen, large seaters and in woeful con- 


dition, the only way they could make 
money was to get the largest mass of 
people to watch the film. "With the 
rightsizing of theatres, a new genre of 
movies is bound to come up,” says Baijal. 

As more multiplexes come up, more 
multiplex-oriented movies, ones that 
cater to small but profitable niches in the 
audiences, will also come up. 

Not all the experiments, like Lemon 
Tree Films' Leela or Rahul Bose's Every- 
body Says I am Fine, may work. Yet the 
industry is trying its best to produce ‘dif- 
ferent' films for a changed audience, and 
theatre owners are helping them watch 
itin a ‘different’ ambience. 

As filmmakers, production compa- 
nies, distributors and theatre owners try 
to hit the right notes, the box office win- 
dows — at least in the multiplexes — 
should hopefully see the queues return- 
ingonce again. LÀ 
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Sabre’s Talwar (left) is expected tostake over as 
Centurion Bank chairman from Jafakiraman 


AVINASH CELESTINE 


T was the talk of the town for the last 
six months. And now the deal has fi- 
nally come through. Last week, for- 
mer Standard Chartered CEO Rana 
Talwar announced that Sabre Capital 
Worldwide, a fund he has started, will 





take over the ailing Centurion Bank | | 
| ond phase (around 2006). The first | 
phase will raise the capital adequacy ra- | 


along with other investors. This comes 


just a few months after the government | 
increased the FDI (foreign direct invest- | 
| mum level required by the Reserve Bank 


ment) limit in private banks to 74% and 
did away with the cap on voting rights. 
Itisa small deal — just Rs 319 crore is 
to be infused into the ailing bank over a 
period of three years — but nevertheless 
acomplex one. "Ittook four times longer 
than the Grindlays purchase,” said Tal- 
war at a press conference, referring to 
Standard Chartered's $1.4-billion pur- 
chase of ANZ Grindlays. That's because 
of the range of investors that Talwar had 


to speak to — the Asian Development | 


Bank (ADB), the Singapore-based Kep- 


pel Tatlee Bank and the International Fi- | 
nance Corporation (IFC). These were | 


the original investors in the bank. 

Bank Muscat, too, is likely to put in 
some money, even though Talwar re- 
fuses to confirm it. And Sabre Capital 
managing director Rajiv Maliwal says 








that other investors have evinced so | 


much interest in the deal that he has re- 


ceived term sheets for two-and-a-half | 
times the amount required to put the | 


initial phase through. 


So how will the deal work? Capital | 





will be infused into the bank in two | 
phases — Rs 219 crore in the first phase | 


(by FY2004) and Rs 100 crore in the sec- 


tio of the bank to above 996 (the mini- 


| of India) and provide just enough capital 


for the bank to operate for the next cou- 
ple of years. If certain targets are 
achieved over that time, the next tranche 
of money should come in. 

But the initial stage is complex 


enough. First, the existing shareholders | 


in the bank have to actually reduce their 
capital. The book value of Centurions 


shares has eroded and it is currently | 


down to just around Rs 3 per share, 


| whereas the par value is Rs 10. The cur- 


rent value of share capital is Rs 152.47 
crore. Through a court process, the pro- 


| posal is that the value will be brought 





down to Rs 72.98 crore, of which Rs 15 
crore (a tenth of the original value) will 


be share capital while the balance will be | 
put into reserves. Only when the court | 


How Rana Talwar's 
Sabre Capital raised 
the cash to snap 

up the ailing 
Centurion Bank 


approval for the merger and reduction in 
share capital comes through can the ac- 
tual infusion of capital go ahead. 

How will the new capital come in 
during the first phase? Just take a look at 
the break up: 

Existing shareholders: Asian Develop- 
ment Bank, Keppel Tatlee Bank and In- 
ternational Finance Corporation (which 
has yet to sign the deal) will, after reduc- 
ing their capital, subscribe to new shares 
at Rs 4 each. They are expected to bring 
in Rs 25 crore. Their shareholding in the 
bank will come down to 1696 from 3696 at 
the end ofthe financial year. 

New shareholders: The single biggest 
investor here will be Bank Muscat, if its 
central bank gives it the go-ahead. All the 
new investors will subscribe to shares at 
Rs 4 each — except Sabre, which will do 
so at Re 1. That is the incentive it is get- 
ting for putting the deal together and 
committing to manage the bank for the 
next few years. 

Sabre is only putting up around Rs 4 
crore (for 40 million shares or 2% of the 
bank). It will also get warrants, which 
will allow it to subscribe to additional 
shares of the bank over the next three 
years at Rs 4 per share. These warrants 
will have a lock-in period of between 
three and five years. 

Together, new investors will bring in 

Rs 129 crore by the end of the first phase. 
Their shareholding will go up to 48%. 
Meanwhile, Bank Muscat is expected to 
merge its single branch in India with 
Centurion Bank. 
Rights-cum-public issue: After new and 
existing shareholders have brought in 
the money, the bank proposes to go in 
for a rights-cum-public issue for Rs 65 
crore — again at a price of Rs 4 per share. 
The total foreign stake in the bank at the 
end of Phase I will be 64%. 

That brings us to this question: what 
role will Rana Talwar play in the bank? If 
the board agrees, he will take over the 
chairman's job from V. Janakiraman. 
"Centurion Bank is going to occupy my 
attention for at least the next 18 
months," says the man, who is widely re- 
garded as one of the country's most suc- 
cessful bankers. 
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ANDEEP Diwakar was determined to solve this puz- 
zle. As he examined his notes on leadership, attitudes 
and behaviour, voices from the next room filtered in. 
His wife was saying: "My goodness, Rohan, you have 
been trying to make that plane for two hours now!" 
The little boy said: "But amma, dada told me, if I am 
not getting my plane right, then I must really, really 
think about it hard in my heart. And if really want it, 
then I will get it right. I have to try, no amma?” It was as if a bolt 
had hit him. Maybe he had told his son that, but the way Rohan 
reported it, it was full of meaning. "Passion!" he thought. That 
word, which he touted non-stop at work, now came with inno- 
cent definition. 

For over a year now, Sandeep, the CEO of consulting firm 
Market Movers (MM), had been trying to inculcate a deep in- 
volvement with the customer as a way of life at MM. But no 
matter what, their involvement seemed to only skim the sur- 
face. Of course, the teams worked very diligently, but Sandeep 
always felt that there was something missing in their approach. 
He had tried many models and methods; but after a grand start 
full of enthusiasm and effervescence, somehow the momen- 
tum would be lost. 

The incidents kept coming to his mind as if to remind him 
to find the elusive ‘something’. What had triggered his thinking 
today was an angry exchange between him and Vinay Chhabra 
the previous evening over what Sandeep felt was inability to 
look beyond the nose. Keya Sircar, his associate director, had 
been surprised over what she called 'loss of decorum. ^A little 
loss of decorum is good," Sandeep had said later. "It allows you 
to go beyond the ordinary. If we worry about implications, then 
we will only get the ordinary. And I don't want the ordinary! We 
are working with minds and the mind is such that it can create 
just as well as it can destroy as it can go into a state of inactivity. 
But because the mind controls when you are not in control, I 
admonish to demand commitment to their innate creativity. 
Its a reminder of what they truly are — passionate people who 
must control the mind's meanderings from the focus!" 

Sandeep was aware of the potential creativity of his team. 
But what nullified his efforts was the gap between ideas and ex- 





MAGAZINE OF THE NEW ECONOMY «3 BUSINESSWORLD 5 MAY 2003 


Jw 
MUN 





ANTHONY LAWRENCE 


Lr DAMM s 


ecution. When they brainstormed, bright ideas emerged. But 
after this, there was a virtual paralysis: the ideas did not lead to 
performance. Rather, the passion in the performance did not 
match the passion in the ideas. So was there a breach opening 
up between inspiration and motivation? At MM, there was no 
performance bonus. Sandeep’s view was: "Perform we will; 
that's what we are here for. If I give you rewards for performing, 
you will only perform. But we will reward creative observation." 

Sandeep did not believe in motivation. It led to perfor- 
mance — doing an act which had to be done — but not to cre- 
ativity. This then was the substance of his appeal for passion. 
Motivation presumed the existence of knowledge that had to 
be turned into action, execution and application. So he said: 
"Knowledge - motivation - activity or event." But the event it- 
self was a tried and tested one. Therefore, motivation was only 
a means to deliver the desired results. But the business they 
were in could not operate from known past outcomes any 
more. Today's businesses demanded all-new, outstanding out- 
comes. That originality and uniqueness was possible only if 
there was passion to go beyond known 'knowledge' and trained 
abilities. What he called passion for creativity, not mere pro- 
ductivity. "Anyone can produce based on another's template 
and ideas. But to be the template generator, that's originality." 

Keya said: "This radical approach is not conducive for our 
kind of timeframes!" Sandeep said: "In consulting, the cutting 
edge is innovation. The tried and tested consulting model of 
doing process reviews and model-building will wither away be- 
cause the faith in models is dying. Innovation can happen only 
if the people involved have a passion for it. The key differentia- 
tor between businesses that succeed and those that fail is pas- 
sion. The moment there is a mismatch between personal pas- 
sion and the product line, it fails to work." 


HAT is passion?" Keya had asked, a question that Sandeep 

himself had tried to vocalise, but the very attempt had re- 

‘sulted in verbose confusion. And the more he thought 
about it, the clearer things seemed, except he did not see the 
clarity immediately. He was seeing that having started where it 
was a huge open end, it was now narrowing down like a funnel. 
He had been through numerous self debates over whether pas- 
sion could be taught, could it be sustained like he had seen at 
Gaitondes sari shop. (His mother had put it rather aptly: "Sonu, 
bhag kay manoos ahe! Pannas saadi dakhavla tari hi thakla 
naahi! Mala kondchi sari avadtee pahayala to ek ek karun 
sagalya sadya dakhavail. To parayanta mala jaoo denar nahi 
vatata! (Sonu, look at this man! He has shown me 50 saris and 
still isn't tired. Just to see what sari I like, he will show me all the 
saris one by one. I don't think he will let us go till then!)" 

Yes, that was unmatched passion. Relentlessly trying till 
you have hit the nail on the head. And as he thought about 
Gaitonde, he realised no matter how many new outlets 
sprouted in Mumbai, his mother always shopped at Gaitonde. 
Clearly, Gaitonde had figured what works for consumers, better 
still, what works in his organisation. In its 70-odd years, Gai- 
tonde was able to replicate his success gleaned from his own 
experience. What made it even exemplary was the fact that de- 
spite the glossy shops, Gaitondes future looked bright. 

Gaitonde was one man Sandeep would have loved to hire to 
train his people in passion! Yet he wondered, could passion be 
taught? There seemed to be too much confusion as he, too, was 
going the way of the new-age seers. In a bid to mine passion at 
MM, he had created systems to nurture passion as a religion. 
But now he wondered, do systems destroy or dull passion? He 
felt passion itself was a soul-trained attitude; the moment you 
try to shepherd it, you put a noose around it. 











Even this argument did not make sense. I am groping for a 
solution and ending up with debates! How did the staff at Gait- 
onde repeat their effort day after day, nay, hour after hour? Was 
their effort linked to the outcome? But he felt it was more the en- 
joyment of the effort itself that fed passion and fed on passion! 

Sandeeps debates had reached the bottom of the funnel, 
but he had not found the answer. If definition eluded him, the 
debates, at least, led him to think about creativity as an out- 
come. He felt, creativity born out of passion is a learning 
process, not a management process. So it had to be inspired. 
Then it had to be stoked like a fire and kept burning. But his 
team's passion was not leading to creativity. He agreed, if there 
was passion, it was due to his people; if passion bore creativity, 
it was their creativity, not his inspiration. That was it! If there 
was passion, but no creativity, the fault was his. "Why blame 
Vinay? I have done nothing to inspire him. Fire cannot 
be blamed for not burning. Blame the person 
who should have stoked it.” 

Sandeep was trying to light the fire of 
passion and creativity in a dull con- 
sulting business. A business that 
peddled management processes 
and systems, structures and 
strategies, preached control, 
consensus and conformity, 
sought to reassure through 
trends and history — if you 
are doing what others 
have done before, you are 
in business! Instead, he 
felt, 'If you are doing 
what others have done 
before, you are stagnat- 
ing. His very idea of cre- 
ativity and passion was 
rooted in non-confor- 
mity; instinct rather than 
intellect; dissent not disci- 
plined thinking; freedom 
from rules and regulations; 
freedom from old idols and 
gurus and market shapers to 
independence of the self. Yes, 
some people would call this zero- 
based thinking, but Sandeep wasn't 
even starting from zero. He wanted his 
people to go much beyond, so that every 
effort was splendid, even if when quantified 
it was a small number. As he said, every move 
away from status quo is progress. 

Once he had an occasion to demonstrate this at a restau- 
rant. Even though waiters scurried around, no one came forth 
to take their order. "Here is an example of not being tuned in to 
the client's context," Sandeep had said. "In a restaurant, the 
product is happening all the time. The customer has not merely 
come to eat; he has also wants the ambience, service, speed, 
etc. So from the moment a customer walks in, the product 
starts taking shape. It's only when the customer pays that the 
service is complete. So your product is the complete package 
from greeting the customer, seating him, taking his order, serv- 
ing him, renewing his platter and getting the bill. The product 
hereis online, continuous; throughout the process, you have to 
be alert about performance. 

"Likewise, we have to anticipate the client's need before it 
becomes a want. The point is are you alert enough to spot the 
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customer? It's not just a customer-service element; it's about 
passion. If you are passionate about your business, you will 
know what to look for, where the need could arise. That hones 
our instinct to spot your intention and pursuit." 

But how was he to train them to spot the intention and the 
pursuit? Word of mouth had led white goods company Lexicon 
to ask MM to address its dealers. "Let's see how different your 
approach is," Lexicons MD had said. Keya, who was supposed 
to address the dealers, said: "Let Vineet do it. It's just one hour 
of talking; I can give him my food and groceries presentation 
material, he can change that to refrigerators and washing ma- 
chines." Lexicon's intent was missed, felt Sandeep. "Lexicon 
wants something new. Companies want to hear something 
new so they use more than one consultant. I don't want some- 

one to read out a script. So if Vineet uses your template, will 
that passion for sales and distribution come through? 
Will it be soul or will it be substance? Do we want 

to customise or think afresh?" 

But thinking afresh needed an ability 
to discard the ordinary. But when 
faced with a situation that demand- 
ed out-of-the-box thinking, the 
team had quailed. After a semi- 
nar, a client had mailed Prad- 

eep Bijoor, the eastern region 
head, and said: "Your semi- 
nars are getting worse. 

There is nothing for me in 

them." Bijoor did not get 
rattled, but neither did 
this situation urge him to 
step out of the box, felt 
Sandeep. The substance 
ofthat feedback was that 
MM'sannual seminar on 
dealers in the market- 
placeis very good for new 
initiates, but not for exist- 
ing dealers. The client, 
Ripun Bose, said: "It would 
be useful only if you address 
my category, toys." Bijoor felt 
there was no way he could ad- 
dress product management for 
toys at the seminar if there were 
only five such dealers. So he offered to 
do a one-day workshop for Bose's staff. 
But Bose, who attended MM seminars at a 
cost of Rs 70,000-80,000, rejected the offer say- 
ing it was too expensive at Rs 1 lakh. Bijoor said: "This 
man always complains. The truth is he is unwilling to spend." 

But Sandeep said: "Why don't you use this feedback to actu- 
ally sell something of value to Bose? He wants value, so design a 
service product to give him the learning." Bijoor said: *But Bose 
is not looking for a new product; he says he cannot buy consult- 
ing advice because his is a low-margin business!" 

Sandeep asked: "Could that mean that his business model 
is flawed? If he is saying his is a low-margin business, I also 
know for a fact he has lost Rs 2 crore on the stockmarket! He ob- 
viously has the cash to do it! I see it as a failure on the part of 
MM to convince Bose on a larger issue, that Rs 1 lakh spent on 
MM for operational improvement is going to give better re- 
turns than putting Rs 1 crore on stock! I think here is an oppor- 
tunity to work on this customer and show him how a marginal 
investment in his business will pull up his earnings than if he 





















invests in real estate or stocks. Every proposal to a prospect 
should also provide a comparison as to how the benefits we 
propose stack up against other avenues where he could invest 
so that he can get a sense of how he is using his money. So the 
point is, do we have the passion to create value even for those 
prospects who declare our work to be ineffective?" 

That annoyed Bijoor. "You are making this an interpersonal 
issue. Can't you take criticism?" he asked. As he recalled this, 
Sandeep felt he had failed in inspiring the right attitude. What 
Bose had said was not about the people, but about the produc- 
ts efficacy for his business. He had tried to reason with Bijoor, 
but passion had led to persecution. 


"Passion cannot be trained nor hired," said Vineet. But pas- 

sion can be inspired, felt Sandeep. Or is it an attribute which 
is either there in a person or not there in a person? All great com- 
panies have generated a catchy slogan for their cause in the hope 
that it will stir and communicate passion! Slogans can concre- 
tise what is already there, like ‘First time right’, ‘Just do it’, etc. But 
it does not reinforce or cause new action, it does not audit your 
thoughts or cognition. ‘Customer first’ as a slogan does not come 
to mind when hit by the kind of emails that Bose sent us; what 
comes first is ego. The slogan chanting is not creating passion! 

Every new client we got was because that first time we spoke 
with passion. Every new industry which signed up did so be- 
cause we spoke passionately about their business. So it is not 
people so much as the vision of the business itself. 

The training part of passion comes from recognising people 
for doing the right things, felt Sandeep. (Or like his wife's holis- 
tic practices with new-age spiritualism said: "Visualise positive 
results and you will get them.") From that observation would 
come the right spirit than the slogans, he felt. Slogans like ‘You 
will never be disappointed with us' were favourites with MM. 
But such slogans were themselves products of what helped a 
business succeed. Applauding people for a job well done al- 
ways reinforced one right way of approaching the business. So 
doesn't a slogan come from a reality than an aspiration? It was 
not as if Wal-Mart and Gaitonde went into business saying: ‘We 
will never disappoint customers; but it came from seeing that 
whenever a customer was pleased, business looked better. So 
they tried to get it right all the time. Slogans came from what 
they were doing right, not from what they ‘wished to do right’. 

Keya had once told him: "Sandeep, herding teams to do 
right is a slow process which requires patience!" Yes, thought 
Sandeep now. Passion needs patience; being calm and respon- 
sive, not reactive. Determined as he was to bring right thinking 
at MM, he had been patient. Recently, a team had got into a 
tizzy over deadlines. One consultant said: "Sandeep, we have 
one week left. We can't do anything about it! Can you ask the 
client for more time?” Sandeep said: "If you say, ‘we can't do 
anything about it, you are accepting inability as inevitable. 
Then again, I could ask the client for more time. If I did that, you 
will be able to drag on some more. But will that extra time in- 
crease your effort? No it won't. So let's look at it as a seven-day 
project. You don't have to work faster, you just have to think!" 

"But we still don't have a solution for him," said the consul- 
tant. "Why do you think you have to find the solution?" asked 
Sandeep. “If you think you have to find it, it means it already ex- 
ists. If it exists, the client wouldn't hire us at a fee to find it. We 
have to ‘invent’ a solution, not discover it. The reason why you 
are unable to do so is because you are trying to replicate tried 
and tested solutions. Somehow, your mind is reaching back 
into its conditioning by other similar problems. Hence, you are 
trying to ‘fit’ in other similar solutions. So you are trying to do 


T? more he extolled passion, the more debates it provoked. 
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what you have done before. Why don't you reboot the mind? 
Disconnect it from your old knowledge of 'solutions:" 

Adding to his notes he wrote: “Passion has to be urgent 
enough to want to create. But passion with a hidden want con- 
cealed is not passion; it is simply desire. It has to be so free that 
even you don't know where it will lead you. If you look for a solu- 
tion, then yes, you will merely find a solution. Instead, think why 
you don't have a solution. Reject all that you know to be a solu- 
tion. And the solution that you will find will be as fiery as your 
passion was when you started the process." This last bit was di- 
rected at himself, he who had lost his direction in finding direc- 
tion for the passion he so wanted to stoke in his teams. 

Sandeep knew it was a slower process than Keya suspected. 
It required a ‘plodding’ method — of going back to zero and 
starting again. It was not merely about ideating a solution; it 
also had to do with believing in its efficacy, he realised. This 
thought readily brought to mind the failure of his 'think cus- 
tomer' campaign. The team ideated, debated and chose the 
dummy management committee (DMC) for creating passion. 
Accordingly, a MC was to be constituted for every client, they 
would meet every quarter, discuss the client's business and 
come up with suggestions for improving their business. Yet 
when it came to execution, it was seen as a compelling system, 
not a soul-searching exercise. What started with a big bang 
ended with a whimper: Sandeep got three volunteers. On prob- 
ing, he found that managers/consultants felt they had to put in 
extra effort to keep up with the client's business in order to de- 
liver a quarterly meeting! Besides, as one manager said: "The 
fact is what I would have told Morgan or Levitt one year back 
holds good even today; I have nothing new to say." 


new even after a year? Where was the creative passion they 

had sworn to? "It is the typical Indian Airlines versus Jet Air- 
ways syndrome," he thought. Both had displayed a passion for 
the customer. Yet, even in Jet you get annoyed when a steward 
smiles charmingly but does not serve you water. So you say, 
thanks for smiling but where is the water? This happens be- 
cause they have been trained to smile and say thank you, but 
they have not been trained to deliver passion. And that was his 
problem too. Deliverables are things you cannot put down on 
paper. Put simply, it would read ‘meeting client expectations. 
But what a nebulous statement that was! It could mean so 
many things (like getting the deadline right), but it certainly 
could not convey what he had in mind: passion. 

It is all about whether you want to do it or you feel com- 
pelled by a system to do it, he felt. So now Sandeep felt the only 
way to create passion was to catch people doing the right thing. 
So he would say: "What do you think the client expects? If you 
can define that, narrow it down to your perception and be com- 
prehensive and thorough, you will meet client expectation." 

But instantly, he felt, this ethos belonged to a different age, 
when even clients bought consultancy for a degree of compre- 
hensiveness of the analyses. That was valid when there was a 
differential between the knowledge ofa client and a consultant. 
A lot of this service element was a function of that differential. 
But today companies had their own army of MBAs who had the 
ability to apply their knowledge to the company’s situation. To- 
day the CIO was as well-informed as the IT consultant. We are 
in the realm where there is very little knowledge differential, 
unlike IT. Today itis no more about ability or capability. It has to 
do with a passion to deliver he said aloud, as Rohan tiptoed into 
the room whispering: "Dada, you couldn't make your plane?" 

"Not yet, Rohan, I don't know where to begin!" said a frus- 
trated Sandeep. 


T memory of those words made him wince now. Nothing 





MAGAZINE OF THE NEW ECONOMY a BUSINESSWORLD 5 MAY 2003 





ANALYSIS i: 





After 16 years in the corporate sector, Atul 
Mathur now runs Outbound Foun- 
dation, a Panchgani-based training or- 
ganisation that works in the areas of lea- 
dership, team-building and personal 
development. You can email him at 
outbound@vsnl.net. 


ANDEEP’S dilemma is real and com- 
monplace. His hypothesis is that to 
achieve routine results, conven- 
tional management ‘tools’ like motiva- 
tion are adequate. But to achieve the ex- 
traordinary, you need passion. This 
nurturing of passion could possibly be 
the CEO5 primary raison d'etre. But how 
can a CEO to go about this? Can passion 
be taught and mastered like a new soft- 
ware? Where does passion come from? 
First, there must be a values match 
between the organisation and the indi- 
vidual. The Purushartha theory in the 
Vedanta lists four basic needs of man — 
artha, kama, dharma and moksha (se- 
curity, sensual gratification, ethics and 
freedom). Each person has a different 
‘purushartha profile’ which, in turn, be- 
comes the guiding beacon for their ac- 
tions. I believe even organisations pos- 
sess a purushartha profile. For example, 
a company that spends a fortune on its 
office interiors obviously has a high 
kama component. A manager with 
more spartan taste might find this a 
waste. As long as managers' values, as 
manifested in the importance they at- 


tach to the four needs, match those of 
the organisation, all is well with the uni- 
verse. But when these values emphasise 
different things, it leads to disgruntle- 
ment, cynicism and even rebellion. A 
certain casualty is passion. It is hard to 
have passion for an organisation that 
values what we feel are stupid things! It is 
not clear whether this is the case in Mar- 
ket Movers, but well worth probing and 
having a chat with Vinay, Keya and 
Pradeep. Is their dharma as strong as 
Sandeep imagines it is? Alignment of 
personal and organisational values, 
however, is a starting point and cannot, 
by itself, lead to passion. For that, there 
has to be ownership. 

A colleague defines ownership as 
that state wherein each employee other 
than the CEO thinks he is the CEO 
(somebody has to stand back and allow 
others the space!). When you feel that 
the company's successes, no matter in 
which area, are your own, and its failures 
are a kick in the butt, you've got owner- 


ship. Ownership is passion's other name. 


If each time I met you I said exactly the 
same things, you would find me insuf- 


ferable. How then can I thrust the same 
recycled ideas and seminars at you each 


year? Do I have any sense of ownership, | 


any concern of how clients will see my 
company? An interesting sidelight here 
is how a crisis engenders a sense of own- 
ership. Each organisation has these tales 
of heroism when everyone came to- 
gether, didn't sleep a wink for nights on 
an end and achieved the impossible. 
Crises have wonderful ways of bringing 


| 








about ownership (those who cannot dis- | 


play passion even in a crisis should find 
another vocation). The CEO' challenge 
is to keep this sense of ownership alive 
once the crisis is over. The obvious 'man- 
agement tool’ is to take this literally and 
make everyone a shareholder/ owner. 
While this is good, it is not enough. It is a 
bit like a rich parent offering money as a 
substitute for love. So how about em- 
ployees simply liking what they do? 

I'm talking about liking the work that 
we spend most of our waking hours do- 
ing. How many of us would be happy to 
continue doing what we are doing for 
another five years? Another 10? Fifteen? 


The few raised hands rapidly decline... If 
you are not enjoying what you are doing, 
why are you doing it? All working people 
should ask themselves this question pe- 
riodically. Without passion there cannot 
be lasting excellence. If you are not out- 
standing, you will soon be ‘standing out’! 
All managers must probe inside their 
hearts — how long do they wish to con- 
tinue in this passionless, listless way? Af- 
ter all, you have only one life... Yes Keya? 

An important facet of our worklife is 
our relationships at the workplace — 
with clients, bosses, peers and subordi- 
nates, the famous 360 degrees around 
us. Sometimes we like the work because 
of the people we work with. Good rela- 
tionships equals happy people; happy 
people equals passion. Passion equals 
great work. But this is dreamy idealism 
— in the real world, people do have dif- 
ferent values from their organisations, 
people can't all feel like owners, people 
don't necessarily get enthusiastic about 
work, and lots of our colleagues are first- 
rate jerks... So should a CEO give up? 

For starters, remember that you can- 
not command people to be passionate. 





Just as you cannot ask them to be happy 
or sad. Emotions happen — often in re- 
sponse to some stimulus. They cannot 
be made to appear on demand. So what 
stimulus can Sandeep offer to induce 
passion? He can model passionate be- 
haviour by constantly being what he 
wants others to be. I suspect there's a gap 
even in Sandeeps beliefs and behaviour. 
Else he wouldn't feel frustrated. As for 
training, apart from catching people do- 
ing things right, training could help in 
value-clarification and alignment, stre- 
ngthening relationships and creating a 
culture of creativity and excellence. If all 
this doesn't make a difference, perhaps 
its time for people to make hard choices 
about their own lives and careers. 

Luckily, speaking of passion, role 
models abound in many different fields. 
Here are a few lines from Pablo Neruda: 
I have lived so much 
that one day 
they will have to forget me forcibly, 
rubbing me off the blackboard... 

Now that's passion! Good luck Mar- 
ket Movers — you can do it! LI 
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ANALYSIS IIl: 


R.R. Nair is advisor and consultant (or- 
ganisation development) at Hindustan 
Lever and Asia Business Group, Unilever. 
He has spent 28 years in human resources 
with the Unilever group including sec- 
ondments to London and Unilever Ara- 
bia. 'RR' was given the National Award 
for outstanding contribution to the HR 
profession by the National HRD Network. 


Dear Sandeep, 


search for passion and your dilemma 
on how to mobilise commitment in 
your team. You say that passion has to be 
so free that even you don't know where it 
will lead you. I think passion has three 
key elements. First, I must believe in 
something far beyond what I see today. 
Two, I must be able to create a picture of 
the ‘new reality’. And three, I must be 
able to show a roadmap so that people 
can travel with me to the destination. 
Passion is both an inherent charac- 
teristic and something which can be cul- 
tivated. In a consulting company, one 
has to get excited about the client's 
needs and the business context from 
which the client is seeking a break- 
through solution. If you have been care- 
ful in your selection process, I will as- 
sume that your team has the requisite 
domain expertise, motivation and the 
passion to deliver. Creative solutions will 
follow. Yet, your team is displaying a 


[search for pas D your anguish in your 





‘quick-fix’ attitude to problem solving! 
Talk to them about taking ownership of 
the client. They need passion to under- 
stand the client’s business. The solutions 
have to be from the client’s perspective. 
Itis the client who is the final arbiter. 
The attitudes of Vineet and Pradeep 
show a lack of commitment and passion 
to deliver unique solutions which give 
value to the client. Passion to excel in 
whatever they are doing; passion to suc- 
ceed in their professional endeavour; 
passion in not only creating a robust 
strategic thrust, but also in effective exe- 
cution. These are the outcomes you and 
your team should achieve jointly. 
Sandeep, you appear to be a ‘restless 
person’, extremely dissatisfied with the 
present. There's a mismatch between 
your convictions and outlook and that of 
the other team members who are apa- 
thetic and lack vitality. You are charged 
up and think out ofthe box; they seem to 
be comfortable as 'satisfactory under- 
performers’! You push for change; they 
want status quo. Maybe you have not fo- 
cussed enough on your role as a change 
leader, especially when you recognise 


people are not responding, you need to 
examine the reasons for lack of passion. 
What is stopping your team from giving 
their best? Why is Vinay not able to look 
beyond his nose? Why was Keya reluc- 
tant to seize the opportunity to reach out 
to Lexicon and wanted Vineet to carry 
the can? Why did Pradeep Bijoor not 
think out of the box? As you once said: 
“when we look back, we know every new 
client we got was because that first time 
we spoke with passion...” Have you re- 
examined your belief that motivation 
did not lead to creativity; that there is no 
need for performance bonus or awards? 
Are you rewarding ‘creative observa- 
tion’? Why did the ‘think customer’ cam- 
paign fail? The dummy management 
committee for creating passion did not 
take off too! Listen to the inner voices of 
the people, Sandeep. 

You have to question the style you 
use to lead your team. Research indi- 
cates that leaders with the best results 
rely on multiple styles. Imagine the sty- 
les as an array of clubs in a golf kit. The 
pro picks and chooses clubs based on 
the demands of the shot. That is how 





that merely meeting ‘client expectation’ 
is not enough. Today, it is not about ca- 
pability anymore. It is about passion to 
deliver. You need to convey your vision 
of the future to your team. Then, using 
your leadership styles and influencing 
skills, align them and get their commit- 
ment for a shared vision. You must as- 
sess your team’s strengths and areas for 
development, identify gaps in skills and 
hold them accountable to achievement 
of individual action plans. 

You should also ask yourself whether 
you have the best team in place, with the 
right skills and behaviour, with diverse 
background and experience to comple- 
ment and challenge each other and with 
a ‘winning mindset’. If your team has the 
right people, communicating your vi- 
sion and building upon it will be easy. If 
not, you have an even bigger problem. 
Even if you communicate well, they will 
not be able to rise to the occasion. They 
need to be told that they have to learn to 
live with the consequences. Consequ- 
ence management is your responsibility. 
But if your situation is the former and yet 


high-impact leaders operate. Be coer- 
cive when you require immediate com- 
pliance; be 'affiliative when you want to 
create emotional engagement and har- 
mony; be a coach when you want to de- 
velop people faster. You can't coach if 
you don't know how they feel. You need 
to be a pacesetting leader because you 
want excellence and self-direction from 
people. If people trust each other and 
their leaders, they will be able to work 
through disagreements. They will take 
smart risks and contribute better ideas. 

People are motivated by example 
and the satisfaction they get from mak- 
ing valuable contributions. And from 
being treated fairly, with dignity and 
consideration. Since everyone should 
participate in profit-sharing, they will 
have financial incentives as well. 

I am sure, Sandeep, that you have al- 
ready visualised a roadmap with appro- 
priate measures to evaluate success — to 
infuse your clients with the new MM 
spirit! Good luck to you in your journey. 

Warm regards, 

RR e 
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garage or the local music shop. The re- 
: maining 25% comes from local spends 
of national brands or through categories 
with a higher propensity to spend lo- 
à i these papers. Plus, there are the classi- 
A few local newspapers in Chennai make Beni Be werk very onll aay inn 
ers. “For instance, if a middle-class cus- 

1 1 |t wants to rent a house in Adyar, h 
money even though they are distributed free ‘mer wants to rent a house in Adyar he 
VANITA KOHLI lapore Times. Four years later came the | narayana, media director at RK 
Arcot Road Times. All three are weeklies | Swamy/BBDO. A Rs 200 classified (20 
UBLISHERS have long toyed with | distributed free in shops and homes. | words) in D'Souza's papers makes far 
the idea of giving newspapers A decade later, it's time to take stock | more sense than Rs 700 in The Hindu. 
tising and newspapers are priced | week followed by Mylapore Times at | However, while their gamble does 
ridiculously low in any case, why bother | 26,000 copies and Arcot Road Times, | seem to have paid off, it is unlikely that 
to charge the consumer. Instead, why | 20,000 copies. Each of these also main- | an experiment like this can work on a 
not give it away free, ramp up circulation | tains a healthy 50:50 advertising-to-con- | larger scale, as it has in the UK. Metro, a 


LOCAL NEWSPAPERS | BUSINESS. 

| cally. For example, Citibank and HDFC 

might find advertising in Adyar Times far 

away free. After all, since costs are of this experiment. Adyar Timesremains | Riding on these factors, the twosome 
volumes and snag huge ad revenues? | tentratio. In other words, consumers do | free newspaper in the London under- 





gp The extremely local flavour does re- 
strict advertising. Typically 7596 of ad- 
| vertisers are local businesses — the 
= | coaching class down the road, the auto 
Bank branches are heavy advertisers in 
more economical,’ says K. Satya- 
mostly recovered through adver- | the highest circulated at 36,000 copiesa | raked in Rs 85 lakh last year. 
The primary reason why this hasntbeen | see some value in the free content. "We | ground goes out to some 826,921 people 


tried is the niggling fear that if given free, 
nobody will take the product seriously. 
Vincent D'Souza, a former hack (The 
Week, BBC Radio, The Illustrated Weekly 
of India and The Indian Express) has 
tried the contrarian approach. In 1993, 
D'Souza launched the Adyar Times from 
a spare room in his partner S.P. Am- 
brose's house. Adyar is a locality in south 
Chennai. In 1994, they launched the My- 
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were very particular that we would be | daily. Though, the total local ad pie is a 
like any other newspaper,” saysD'Souza. | meaty Rs 3,600 crore, growing at 20% 
Of course, these suburban papers | against the 5-796 growth in the national 
havent quite displaced mainline news- | ad pie, its extremely fragmented nature 
papers. They are not meant to. But they | prevents it from supporting a larger, 
act as a good source of focused localin- | mass based paper. That explains why 
formation. If you live in Mylapore and | D'Souzais somewhat chary of growing 
your local electricity office has shifted, | more. But if you aspire to be a publisher, 
chances are that you will first read the | and are content with a small presence, 
news in Mylapore Times. free content could just work. ® 
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SHISHIR PRASAD & RADHIKA DHAWAN 


OU can never have too much 
money, happiness, sex, or spec- 
trum. We know what the first three 
are. But what is the fourth? Okay, 
think of spectrum as bunches of 
invisible ‘wires’ that carry 
most of the signals for mod- 
ern-day communication. 
And spectrum costs money, 
nothing invisible about that. 
For each minute of a call 
made from your cellphone, 
your service provider pays the 
government 10 paise. Last year, 
10 cellular operators across 20 
states paid the government Rs 
200 crore for the use of spectrum. 
During the year ending March 
2003, the number of cellphone users has 
nearly doubled and the amount of cellu- 
lar traffic has gone up commensurately. 
That is a strain on the available infra- 
structure of cellular companies and they 
are finding it difficult to maintain the 
quality of service with their allotted 
spectrum. “As against a worldwide aver- 
age of 17 MHz, in India, less than half 
this amount has been allotted,” says 
Manoj Kohli, joint president, mobility 
group, Bharti Televentures. But that is 
more or less what they will have to make 
do with as defence hogs most of the rest. 
So, almost all the major players in the 
cellular service sector — Hutch, Airtel, 
IDEA Cellular and BPL — have been 
forced to innovate with technology. But 
innovation costs money. So the opera- 
tors have to make the most of the limited 
spectrum available without adding too 
much to capital expenditure. Three 
techniques are commonly being used. 
Let's call them a) The power of one, b) 
What goes up should not come down 
and c) adaptive multi-rate (AMR) codec. 
(And no, we did not name that last one!) 


The Power Of One 


Cellular communication is based on the 
concept of frequency reuse. Consider 
FM radio. Say you tune in to 92.5 MHz. If 
you are in Mumbai, you hear the Go 
channel. If in Pune, you hear Vividh 
Bharati. How is that? Various stations 
broadcast on the same frequency but 
the signals being sent out of, say, Mum- 
bai, are not strong enough to reach Pune 
and vice versa. So the frequency is being 
'reused' and depending on where you 
are, you hear Go or Vividh Bharati. If ei- 
ther or both the signals are very strong, 
what you will hear on your receiver is a 
bit of both Go and Vividh Bharati, but 
neither properly. That would be interfer- 





THE POWER 
OF ONE 


Location 1 
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Cellular service 
providers are using 


innovative techniques to 
widen the available spectrum 





ence. So even radio stations in Mumbai 
and its adjoining areas like Khandala 
and Lonavala could use the same 92.5 
MHz, provided there is no interference. 

Cellular phones work on pretty 
much the same principle and in India 
they had been following the rule of three. 
That means the same frequency is not 
reused in three adjacent locations. So if a 
cellular phone company was running 
FM radio stations, then it would use 92.5 
in Mumbai but not in Khandala and 
Lonavala but maybe in Pune. This is 
done to reduce interference between lo- 
cations using the same frequency. So 
this limited reuse narrows the spectrum 
available and, hence, reduces the signal 
carrying capacity of the network. But an 
increasing number of users have to be 
accommodated on the network. 

To overcome this problem without 
incurring too much expense, the cellular 
operators moved from the rule of three 








Location 2 


^: Earlier, cellphone operators never used : 
; the same frequency in adjacent locations. : 
: This prevented clashes in transmissions : 
: onthe same frequency. Today, they reuse : 
: the frequency even in nearby areas. : 
: Interference is avoided by shifting calls : 
: from one frequency to another 
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to the “The Power of One’, where they 
reuse the same frequency even in the ad- 
jacent cells. The actual improvement 
has been 48-52%. Ifin one area cellular 
firms were able to support 150 people 
earlier, they can now handle about 230. 
So far so good. But there is one glitch — 
the chances of interference increase. 
What GSM operators have realised is 
that Code Division Multiple Access 
(CDMA) technology uses frequency 
more efficiently. So the former have bor- 
rowed an idea from the latter. Now, all 
conversation is shifted quickly between 
all available frequencies in that area. So 
when you say ‘Hi, | am almost there’, 
each syllable is transmitted at a different 
frequency. It is like playing hide and seek 
with interference. The moment interfer- 
ence arrives at one frequency, your voice 
is moved to another frequency. Some- 
times there are head-on collisions, but 
mostly you avoid interference. Though 
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operators are extremely reluctant to give 
out numbers, industry sources say that 
operators may have to spend $20-30 per 
subscriber to add hardware and soft- 
. ware to use ‘The Power of One’. 


. What Goes Up Should Not Come Down 


But ‘The Power of One’, too, has its limits, 


-. especially in cities with many highrise 


buildings. Consider a skyscraper like 
Maker Chambers in Mumbai or the 
Vikas Minar in Delhi. Both packed to ca- 
pacity with, say, 400 people with cell- 
phones in each tower. Using ‘The Power 
of One, a cellular operator could tackle 
230 customers at best. So what would 
happen to the other 170? This is where 
the cellular operators use some lateral 
thinking. They use the same set of fre- 
quencies for the top as well as the lower 
part of the skyscraper. Won't the ghost of 
interference strike such a plan down? It 
will try. But there is a sleight of hand in- 
volved here — the use of power control, 

What cell companies do is set up two 
antennae. One at the top of the building 
that will address 230 people in, say, the 
top 10 floors of a 22-storey building. But 
it will configure the transmitter in such a 
way that all these signals die after they 
reach Floor 12. For the lower part of the 
building the company will install an- 
other antenna at, say, Floor 7, a safe dis- 
tance from Floor 12, and then rebroad- 
cast the same frequency to address the 
170-odd people in the floors below. It is a 
bit like two courting couples speaking 
softly at two corners of the same room. 
Since the volume is low, the conversa- 
tionisnever heard at the other end of the 
room, but both the couples are able to 
carry on the conversation without dis- 
turbing each other. 

The obvious question: what happens 
to those on Floor 8,9,10 and 11? Well, 
they are provided with a totally different 
set of frequencies. You can only stretch 
the matter so far. But this approach al- 
lows operators to hike capacity by al- 
most 60-70% with the same resources in 
very dense areas and all they require is 
very good management of signal power. 

This technique is being used in con- 
gested cities like Surat and parts of 
Mumbai and Delhi. A lot of operators 
have started now looking to place their 
antennae at lower heights to use this 
technique. "We used to hanker for 
rooftops. We still do, but of shorter build- 
ings," saysa CTO in aleading cell opera- 
tor. ACTO at one of the leading mobile 
operator points out that the dynamic 
power control software that does this 
costs anywhere between $500,000 and 
. $1 million for a network the size of Mum- 





DIFFERENT 
ANTENNAE 
FOR 
DIFFERENT 
PEOPLE 


Too many people in 
the same building 
means crowding of 
Spectrum in 
frequency X. Using 
Antenna | to address 
the top floors (15-24) 
and Antenna Il to 
address the lower 
floors (ground-11th). 
cell companies 
prevent any clash in 
transmission in the 
same frequency. 
Here Floors 12, 13 
and 14 act as a 
buffer between the 
two sets of floors 
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bai or Delhi (depending on the bargain- 
‘ing power of the operator) and nothing if 
the cell operator had already purchased 
this feature at the start. 


AMR — Verbose When You Can Be, La- 
conic When You Should Be 


While the earlier two techniques try to 
utilise spectrum better, the third method 
seeks to package voice in the most com- 
pact format to reduce the amount of 
Spectrum it uses. The idea: if all those 
travelling alone by car switched to scoot- 
ers, Many more can travel down the 
same road without clogging it up. 

When you speak into a mobile 
phone, the voice has to be prepared for a 
digital transmission. This simply means 
measuring the ‘height’ of your voice ad- 
equate number of times every second 
and then cleaning, compressing and 
sending it. Today's handsets measure 
-. the ‘height’ approximately 13,000 times 
every second and, in some cases, about 
8,000 times per second. And almost 
equal amount of "buffer stock" of your 
voice is added as an insurance against 
any interference. (This a bit like sending 
an SMS twice if you are afraid that it may 
not go in one attempt.) Now this utilises 
almost 3-4 kHz of spectrum for each 
user for as long as the call is on. That it 
uses a good chunk of spectrum is one is- 
sue, the other is that when the user 
moves to an area where the reception is 
bad, which is another way of saying not 
enough spectrum in that area (Analogy: 
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big car, narrow lane), the handset still 
demands its 3-4 kHz and, therefore, the 
call drops. 

Cellular companies are only now be- 
ginning to tackle this issue. They are 
planning to introduce an adaptive way 
of packaging voice through something 
that is called, quite forbiddingly, adap- 
tive multi-rate (AMR) codec. Codecs 
measure the height of the voice, clean 
and compress it. To understand the AMR 
part, take the example of a room at the 
beginning of a party. If you and your 
friend across the room want to talk, you 
can do so easily. As more and more party 
animals arrive, the noise around in- 
creases with many people talking. Now if 
you want to talk to your friend across the 
room, you may just yell a few words like 
'Feel nice. One more beer' Next, some- 
one turns on the music system and it be- 
comes impossible to speak one word 
that can be heard by your friend. Now 
what do you do? You just use gestures to 
convey what you want to say. What you 
are actually doing is a clever encoding of 
speech depending on level of noise. You 
use alot ofwords when you can, but very 
little when there is no other way. 

AMR does exactly that. When you are 
in an area where the reception is good, it 
is liberal and gives you as much fre- 
quency that you want. But let's say you 
wander into an area like a cinema hall 
where there are many cellphone users. 
There it starts using much smarter ways 
of conveying the same voice in as few 
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Using AMR codec 
algorithms, a large 
volume of words can be 
represented with just a 
few symbols. This allows 
a message to be 
transmitted using less 
spectrum 
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‘height’ measurements as possible. In 
the worst-case scenario, it can use less 
than 1 kHz. With 50% usage of AMR 
phones, voice capacity increases by 50%. 
But with 100% AMR handset usage, the 
Capacity can increase by 150%. 

The crucial thing for AMR is availabi- 
lity of handsets with this feature. Right 
now there are few such handsets but 
most operators are getting their infra- 
structure in place to offer this feature the 
moment enough subscribers are ready 
with AMR-enabled phones. “AMR is a 
handset and a network issue, but only a 
software upgradation on the infrastruc- 
ture side,” says Sanjay Bhasin, director, 
Nokia India. Nokia confirms that AMR 
handsets will hit the market next year. In 
fact, Bharati has already enabled part of 
its network with AMR features. 

The flipside to all these technxiques 
is that operators need to manage the 
network more intensively and their sys- 
tem is then stretched out thin and they 
have little room for error. Will all this be 
enough to keep the operators till they get 
their shot of spectrum from the govern- 
ment given the fact that the number of 
cellular users is expected to double in 
2003-04? They are covered for at least 6-8 
months. After that this set of techniques 
will run its course and they would need 
more spectrum. But all this proves that if 
cellular operators are really pushed to 
the wall, they still have a few tricks that 
could keep them in the battle — till the 
reinforcements arrive. E 
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R. GOPALAKRISHNAN 


PD an . The theory 
A- ofthe ITs 


The Indian Institutes of Technology (IITs) produce the best 
engineering graduates in the world. Now the Indian govern- 
ment wants them to become known for excellence in research 
and development. R. Gopalakrishnan looks at the issues in- 
volved in strategically reorienting India’s most famous 
educational institutions. 


HERE have been a number of recent reports that the 
government is proposing major changes in the fund- 
ing pattern of the IITs. A senior ministry official was 
quoted as saying that, after 50 years of existence, it 


was time the IITs became more R&D-oriented. While | 


undergraduate courses in the IITs will continue, they will be 


capped at the present level, allowing the regional engineer- | 
RE RER j T e . The Theory Of IITs 


ing colleges to cater to the growing demand for undergrad- 
uate courses, the reports state. 


Every organisation should prepare for the future in a | 
positive way rather than discover that the future is not turn- | 


ing out to be what it was expected to be. Therefore, it is not 
only good that the future role of IITs is being reviewed, but 


even better that their research output is being taken as the 


focus. After all, the future belongs to the knowledge society 
and IITs can help India be right there. 


Over the last half century, India has produced three glo- — 


bal products: I, IT and IIT. I for Indiculture (Mahesh Yogi, 
Ravi Shankar, Shekhar Kapur, et al), IT for information tech- 


nology and, of course, IIT. In all three, the early players | 
demonstrated global ambitions in some tangible way. In all | 


three, the government was either neutral or supportive, but 
non-interfering. Thus, the IITs came to connote excellence, 


fessional standards of entry and pedagogy, making IIT a 


recognisable brand. In the future, this brand must be en- | 


hanced with meticulous care. It is a tribute to the IIT direct- 
ors and professors that they have created a professional is- 


land with global reputation in a society that has evolved on | 
connections and favours. When a successful organisationis | 


to be strategically reoriented, it is worth recalling some rele- 


vant organisational principles that are as applicable to busi- 


ness as to hospitals, NGOs or educational institutions. 


Theory 0f The Organisation 


In 1994, Peter Drucker wrote a seminal paper which said — 


that every successful organisation is built on a set of assum- 
ptions about markets, customers, competitors and so on. 
These operate in an external reality. When the assumptions 


match the external reality, the conditions for growth and | 


success exist. When there is a mismatch, it leads to a crisis. 














In 1809, for example, Wilhelm von Humboldt founded the 
University of Berlin on a radical new theory. For more than a 
100 years, his theory defined the German university. In 
1802, West Point was founded with the goal of turning out 
leaders who deserve trust. That has held for a long time. 

Druckers theory of the organisation has three con- 
stituent elements. The first is the assumption about the en- 
vironment (society, market, customer, etc.); the second is 
about its mission (the value it intends to deliver uniquely); 
the third is about the competencies to meet that mission. 
All these assumptions must (a) fit the reality, (b) fit one an- 
other, (c) be known and understood within the organisa- 
tion, and (d) be tested constantly. 


When the IITs were conceived in thelate 1940s, the environ- 
ment required rapid industrialisation. The IIT mission was 
to produce a broad industrial leader who could, as the first 
IIT director, J.C. Ghosh said: "... develop the capacity to or- 
ganise thought, to correlate facts and ideas logically, and ex- 
press them well..." The core competency of the IIT was to 
attract very good students in the undergraduate pro- 
gramme and advance the very best of them by deploying 
high standards of admission, teaching and competitive 
campus life. The IIT organisational theory fitted very well 
with the external reality, which demanded three kinds of in- 
dustrial leadership: research into engineering sciences, de- 
velopment of industrial technologies and management of 
industrial enterprises. Thus a coherent strategy was set for 


| the magic of the IITs to develop over the next 50 years. 
merit and pushing the bar. Success came due to high pro- | 


The Scale Of Change 


Why fix what isn't broke? Because organisations need pre- 
ventive care. How? Drucker says through abandonment 
(= de novo rechallenge of policy) and study of non-cus- 
tomers (- developments outside the organisation's cus- 
tomer base). While the superlative quality of IIT undergrad- 
uates is recognised, there is disappointment that many of 
them went on to careers in general manufacturing and 
management rather than research. This is at the heart of the 


| re-examination of the role of IITs. It's not an entirely new 


idea. The process had begun earlier. For example, ITT-Bom- 
bay' s vision reads: "To be the fountainhead of new ideas 
and innovators in technology and science." In 1997-98, 
Rs 11 crore was raised by way of external funding for spon- 
sored/contract research from diverse national and interna- 
tional funding agencies, industries and the government. In 
2001-02, the external funding was Rs 16 crore. A lot more is 
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desired. The institute estimates a requirement of Rs 50 crore | 
of revenue expenditure per year (Rs 500 crore over 10 years) | 
to improve in areas relating to Research Facilitation, Faculty | 


Development, Research Infrastructure, Support Services. 


To meet this, IIT-Bombay requires to set up appropriately- _ 
sized endowments. The case is similar with the other IITs. 
This is a daunting task, yet a laudable enough goal for our — 


outstanding IIT directors and faculty to undertake. 


Addressing The DNA 


Any transformation involves change of two types. The first 
is technical change, where the issues can be heuristically 


determined and alternative solutions from best practice de- — 
termined. The second is adaptive change, where the issues — 
are more human related, and almost unique solutions have 


to be evolved based on the culture and taxonomy of the or- 


ganisation. Here, I will focus on three adaptive changes, all | 


of which have formed the fit of assumptions-external real- 


ity. I call these the DNA of IIT, i.e., the Demands ofthe career | 


market, the Necessity of funding, and Appraisal of talent. 


Demands of the career market: The best students are be- _ 
lieved to be ‘lost’ to either industrial management in In- | 


dia/overseas or to foreign research institutions. Simply put, 
young people are responding 
to a changing career market 
and the change planners need 
to understand this "non-cus- 
tomer” behaviour. In the 
1950s and 1960s, many were 
attracted to infrastructure 
building and manufacturing. 
In the 1970s and 1980s, it was 
marketing and banking. In the 
1990s, consultancy and soft- 
ware. What can lure bright IIT 
graduates to a research ca- 
reer? Merely increasing the 
percentage of postgraduates 
and Ph.D. programmes (6096 
of IIT-Bombay students are postgraduate) will not draw the 


: 
& 
: 


best students. It depends on how you define the problem. Is _ 
it, ‘How do you increase the percentage of IIT undergradu- | 
ates who continue into an M.Tech/Ph.D. programme?’ oris | 
it, ‘How do you fill up a larger number of M.Tech/Ph.D. seats - 
at IIT? The latter can be tackled by attracting talent from | 
the non-IITs, but then one would need to guard against a — 


bastion of excellence getting eroded over time. 


Necessity of funding: The non-governmental funding | 


comes from alumni or the industry. 


The alumni capable of large donations are those who | 


have been successful in management careers overseas or in 


entrepreneurship. They believe they owe their success toa 
disciplined mindset rather than a technical skill and are _ 
generous in attributing the IITs for shaping that mindset. In 


the IITs’ quest to be more research-oriented, care should be 


taken that these alumni do not get alienated. It is easy to | 
recognise the difficulty of doing both simultaneously, viz., - 
continuing focus on the undergraduate programme while | 
increasing the focus on M.Tech/Ph.D. But one must be alert | 


to avoid the obvious dangers. 


The industry considers funding for research only ifit has | 
exclusive rights over the IPR. Academic institutions have | 
some problems with this. That is why often more time is | 





IIT-Delhi: will we see world-class R&D happening here? 








spent on the agreement clauses than on the research pro- 
gramme itself. Moreover, industry sponsors only commer- 
cially exploitable technologies. Ashok Ganguly (formerly re- 
search director, Unilever and chairman IIT-Kanpur) points 
out that "the ability to continuously capture precise mar- 
ketplace knowledge helps to define business priorities ... 
the coupling of R&D with markets is what differentiates 
many of today’s corporations from their predecessors..." In 
the US, entire university medical-school departments op- 
erate as virtual subsidiaries of pharmaceutical firms. They 
are generously funded under agreements that restrain pub- 
lication and open communication. 

This hits at the heart of competitive collaboration in sci- 
ence epitomised by molecular biologist Jacques Monod's 
statement upon his election to the first chair at the College 
de France in 1967: "The sole end, the sovereign good, the 
supreme value in the ethic of knowledge... is not the happi- 
ness of man, much less his comfort and security — it is ob- 
jective knowledge itself." Likewise, Warren Weaver, bursar 
of the sciences, Rockefeller Foundation (1930s-1950s), 
hoped that "the citizens of a free democracy, understanding 
and prizing the work of science, will provide the support 
that will cause science to prosper and bring its... power and 
beauty to the service of all...” 

There is a definite tension 
between academic science 
and market-led science. The- 
re are no easy solutions, but it 
is important to recognise and 
deal with these tensions. 
Appraisal of talent: A basic 
HR requirement in corporates 
is that the performance of a 
manager must be appraised. 
Faculty development in uni- 
versities is a very sensitive 
topic and I will not stray into 
this zone. I will rely instead on 
a paper by Pankaj Jalote, IIT- 
Kanpur, who points out that two-thirds of the IIT faculty are 
full professors. There is no regular appraisal of faculty based 
on which incentives can be given for doing good R&D. 
Jalote argues that "this lack of any system for recognition is 
perhaps the single biggest reason why even the researchers 
who start out well fail to keep up the momentum. There are 
umpteen examples of very bright people in these institutes 
whose R&D output is not at all commensurate with their ca- 
pabilities; they just frittered away their capabilities as these 
institutes did not channelise their enthusiasm, energy and 
potential in and towards R&D." 


Conclusion 

I write as a beneficiary of the IIT system and as an ardent 
well-wisher. There are another 125,000 IITians, most of 
whom are likely to have similar emotions. | applaud the 
move to change. From a top-class technical undergraduate 
producing institution to a world-class research institution 
is a long and perilous journey. Let the IITs not fall in be- 
tween and become neither fish nor fowl. 





IIT Kharagpur. The views expressed in this article are personal. 
BW invites other IITians to respond to the issues he has raised) 
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PERSONAL BUSINESS | MUTUAL FUNDS 


From Your Mutual Fund Manager 


| hold on to companies going down, no matter 


Feeling bad about the — 
way the money you put - 
in mutual funds has — 
halved in value? Feeling - 
cheated by the fact — 
that all the experts in. 
investing have only = 
given you negative re- 
turns? Thinking of tak- 
ing your fund manager — 
to court for misleading © 
you? Stop for amo- 
ment. Go through the — 
quarterly newsletters 
they have been sending — 
you faithfully. You will — 
realise it is not their 
fault. Can’t find the — 
newsletter? BWs Vikas | 
Dhoot brings you a 
tongue-in-cheek but 
candid one.... 








Dear Unitholder, 
E know you are not entirely happy 
value (NAV) has moved in the last 


quarter (or the last three years, for 
that matter). But you must under- 


|! stand — it's not our fault. Believe us — there's 


not one bad thing we have done. In fact, we 
have done a lot of good things. Of course, you 
don't notice them in the statements you never 
bother to open. Let's put things in perspective 
before you panic and exit our growth fund. 

As you will see in the graph, we have out- 
performed the Sensex by a large margin. And 
this at a time when the Sensex is headed 
downhill. Imagine how much better we will do 


|, when the market starts climbing. Don't believe 


it? Let's remind you of the ad which prompted 


most of you to give us your savings. “116% re- | 
| turns in six months!” was the simple ad line | 
| which struck a chord in your avaricious heart. | 


, Below that was another line (in 8 point type): 


"Past performance does not indicate the fu- | 
ture performance of the scheme." The time | 
that has elapsed since then has proven us | 
| right. You must have heard this adage a million | 
| times: "What goes up must come down." The | 


with the way your fund's net asset | 














reverse is also true. What goes down must | 
| bounce back. So do not lose heart. 


Now let me tell you about some of the pro- 


| gressive changes we have made. One major 





change in the market landscape over the last 
few years is the easy access to information. To 
manage and process this information over- 


load, we have made our research teams | 
smaller so that they can move more nimbly | 


and reach quality decisions faster. 

We have also made a policy decision to re- 
view our (your) portfolios more regularly and 
with greater intensity. (You may be forgiven 
for thinking that we did this already.) Our re- 
search team pointed out that in the past, we 
were so confident about our stock picks that 
we kept on believing in them even as prices 
crashed. This will change. We will no longer 





how much we like them personally. After all, 
we are investing your money, not ours. 

Then why is your fund's NAV not in the 
pink of health? Ever since 1999 (our best year 
in terms of performance and fresh money in- 
flows), the global and Indian markets have 


| been in a tizzy. First, there was that Parekh 


scamster who manipulated tech stock prices. 
Then the WTC, Afghanistan and ‘Osaman- 
thrax’ events happened. This time, it is the Iraq 
War and the software sars. Oops! I meant 
SARS, the viral killer disease and the profit 


| warnings from software heavyweights. 


Besides these worldly problems, bizarre 
market forces are at work. One, look at the de- 
mographics in the stockmarket — the young 
folks spend (boosting the economy), the mid- 
dle-aged save and invest for their retirement 
and the old folks sell to finance their retire- 
ment. When the number of old folks become 
higher than the number of young folks, mar- 
kets are bound to be depressed. 

Then look at the psychopathological be- 
haviour of these market participants. It is a 
natural tendency of the people to overreact to 
rumours and news — so one day, they bet their 
shirts on the market and the next day, they 
take the market's shirt off! Just put yourself in 
our shoes. We do our homework and come to 
office every day, analyse reams of data, and 
talk to companies and analysts before invest- 
ing your money. Then some illogical blokes in 
the market sell on emotions, and we get 
wasted. Is there no justice in this world? 

Remember one thing, equities have always 
been the best investment in the long run and 
will continue to be. The latest quarterly figures 
I have been poring at look good too. The mar- 
ket and our portfolio seem to have bottomed 
out. The only way to go from here is up. If you 
leave now, you will miss out an opportunity to 
‘regrow’ your battered portfolio. 

Anyway, if you exit now, you will be defying 
the basic rule of investing — buy low and sell 
high. In fact, if you are really smart, you should 
buy more of the fund's units (which are cheap 
currently) so that you can lower your average 
purchase price and increase your share of the 
coming gains. So the bottomline is — hang in 
there or be square. 


PA rm 


ee 


Dhurandar Rokdekar, manager, Titanic 
Mutual Funds 
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| ‘Who wil host the reality show, Mr Personality, for Fox Network- 
(a) Anita Roddick __©)Monica Lewinsky (©) Julia Roberts (d) Chelsea Clinton 


aa i 
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Which company owns the toothpaste brand Babool? 
(a) Balsara (b) Hindustan Lever (c) Procter & Gamble (d) CavinKare 
TRA Who was the founder of Wendy's who appeared i in more than 800 commercials for his fast food chain? 

(a) Dave Thomas (b) Ray Kroc (c) David Gold (d) Jann Wenner 
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i 

| 

| 

| 

| 

| 

i 

| 4. Which lady is behind ‘The Harmony Show’ organised i in various cities in India? 
(a) Tina Ambani (b) Shobha De (c) Parmeshwar Godrej (d) Avanti Birla 

| en gE ee TE AMEE SETS AE SS ATOMS KA WIS A AUER quaa envi uvae ed arexes aU P eM du sam RAF SN CN ANT CC upvMquERE dé Re ar n e lua idden bua AEN 
| 5, Gerald L. Phillippe, Ralph J. Gordiner and Reginald H. Jones were CEOs of which company? 

| (a) General Electric Da AT&T (c) Procter & Gamble (d) Unilever 

| 
| 
j 
i 
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(BS Which business family is a joint venture partner in Aviva Life Insurance? 
| (a) Nanda -. .(b)Burman . (c) Gaur (d) Nambiar 
| 7. inthe field of HR management, what is the Lev and Schwartz model used for? 
|. (a) Human resource accounting (b) Job evaluation’ (c) Incentive schemes (d) Performance appraisal | 
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| B. | Which television celebrity owns Independent. Media, a company that produces news and current affairs. o 
programmes? : 


(a) Ektaa Kapoor : b) Bear Sharma (c) Siddhartha Basu (d) Rajiv Shukla 


| 
| 9." This French physician, who visited india in 1663, labell ed d Chandni Chowk in Delhi as the rriost important 
| | commercial centre in the East. 

| 

| 

| 


(a) Olivier Le Cozannet (b) Francis Bernier (c) M; Reinaud (d) James Renell 
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10. Who owns the Sun network of television channels? 
| ocn Rao | ©) Subhash mandam, © Sashi E e Kalani Meran. 
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Answers to AMITY BIZQUIZ # 83 
Who has taken over as chairman of the US Securities and Exchange Commission in place of Harvey Pitt? William Donaldson 
. Which famous actress and model has founded a company called Reel Life Entertainment? Raveena Tandon 


. Which management guru is the author of the book Stewardship? Peter Block 

. The Bronfman family is associated with which company? Seagram 

. Which banking institution was formed in January 1921 by the merger of the Bank of Bengal, the Bank of Bombay and the Bank of 
Madras? imperial Bank of india 

. Skoda Auto, which sells the Octavia car in India, is the subsidiary of which auto major? Volkswagen 

. Who invented the integrated circuit microchip along with Robert Noyce? Jack Kilby 

. Which company has entered the skincare services business with the Kaya Skin Care clinic in Mumbal? Marico 

. This US filmmaker protested against the Iraq War while accepting an Oscar award for his anti-gun documentary Bowling for 
Columbine, Michael Moore 

10. Which senator proposed the New Jersey bill to curb outsourcing of government work to non-Americans? Shirley Turner 


Winners of AMITY BIZQUIZ # 82 


i. Gaurav Nanda, Dehradun 2. Melvin Anto, Madurai 3. Himanshu, Delhi 4. Zameer, Mumbai 5. Sanjay Kumar, Bihar 
8. M. Phani Kumar, Secunderabad 7. Vipin, Bangalore 8. Utpal Banerjee, Kolkata 9, Nazish, Delhi 10. Rajeev Gang, Kolkata 
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million subscribers out of the to- 
anese subscriber base of 72 mil- 
t its peak, its proprietary i-mode 
ice for mobile Internet access grew 
8,000 new users daily. With no major 
quisitions that added to its $30-billion 
evenues, DoCoMo has more than lived 
up to its name, which means 'every- 
| Where in Japanese. 

| DoCoMo' success has become a 
subject of intense scrutiny, specially by 
Western operators who have been un- 
able to find answers for their own mobile 
markets. Accenture strategists John Beck 
and Mitchell Wade try to lay bare the 
company's secrets in six chapters — 
Love, Inequality, Impatience, Luck, Fun 
| and Strength. The book is their learning 
| fromaseries of interviews with DoCo- 


Vern acsi ei orgia n ed Se i eT AY ASRS AP PAIS RELA yiii 


accepted the engineer's argument that 
users would be most comfortable with 
the Internet as they see it on their desk- 
tops and hence, cHTML (compressed 
HTML) was the way DoCoMo offered 
the Net. Some deft marketing, centred 
on the lack of space in Japan — a third of 
Tokyo's residents have less than 121 sq ft 
ofspace at home — and the need to cre- 
ate personal space on a mobile was a 
great selling point. So was making i- 
mode ubiquitous. It was everywhere — 
at stations, bus stops, in cafes and com- 
mercial complexes and on campuses. 
This made it easy to get even the 
technology-averse hooked to i-mode. 
Every time a problem cropped up, the 
solution almost came out of thin air. This 


HE Western telecom companies 
spent billions in setting up net- 
works and buying expensive li- 
cences. Together, the European 
operators sank over a $100 billion 
in third generation cellular phone net- 
work licences. These networks aren't up, 
the next generation services are invisible 
and the much touted killer data apps re- 
main elusive. The Wireless Application 
Protocol (WAP) for Internet access on 
mobiles, promoted by Western mobile 
operators, hasn't really taken off. 
Then how did DoCoMo, spun off 
from Nippon Telephone and Telegraph 
(NTT), do it? By August 2002, DoCoMo 


pP 


was largely due to the style of the then 
Mos top brass and gives readers ! 
the outline of one of the most 
spectacular success stories of the 
1990s. DoCoMo, it must be re- 
membered, had to create a market 
for itself, and its success was not 
about reengineering or culling 
management mantras out of B- 
schools. It was all about creating a 
successful model out of nothing! 

It could also have had a lot do 
with a lucky decision. Had a junior 
engineer at DoCoMo not insisted 
on shelving WAP for accessing the 
Internet on mobile, the story could 
have been different. The company 
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By John Beck and 
". Mitchell Wade - 
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Thinking Up New Ways To Think 


| Irevisiting the past to gain understanding and learn from what 
| happened?), unselfish (am I considering others and their 
needs?), big-picture (does my thinking extend beyond me 


HIS book has a curious kind of appeal. Its starting point is 

the rather unoriginal idea that 'successful people think dif- | 

ferently' And leadership guru John Maxwell seems to have 
written it with the grandiose aim of teaching ‘losers’ how to go | 
about thinking like a winners: you think differently, therefore | 
you are successful. Just how far can anybody run with a chest- 
nut like that? 

Let's see. For starters, one could cleave the book neatly into | 
two sections and try to convince readers in the first part that if | 
they changed their thinking, they could 





| 





and my world?) and focused (concentrate to find clarity on the 
real issues). 

There are tips on how to discover your gifts through focused 
thinking, ways to break down complex issues with strategic 
thinking, and how to understand the value of examining the 
worst-case scenario through 'realistic thinking. Maxwell has 
tried to bolster his case with inspirational quotes, personal in- 
sights and high-profile anecdotal evidence about people like 
George Lucas. Exercises have been tagged on to the end of 

every chapter so that readers can evalu- 


change their lives. In the second section,  MENNENNENEEE THINKING FORA ate and increase their progress in differ- 
the author can get down to the nuts and jo HNC, CHANGE ent areas. 

bolts of thinking and sketch the thinking MAXWELL — i1 wavs Highly Successful The author has indeed made a 
skills that unsuccessful folks need to > Peo ipd Lifeand Valiant attempt to wring out practical 
develop. aoe pproac = value from a hackneyed idea by follow- 


Thats the Maxwell approach to 
thinking right. The second section illus- 
trates the practical value of 11 different 
kinds of thinking including reflective (am 
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By John C. Maxwell 
Warner Books 








ing a highly structured format. Does it 
work? Only for people who need a for- 
mal framework for doing what comes 


304; price: $22.9 ) inki 
price: $22.95 naturally to most ofus — thinking. 9 
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| CEO i Kouji Ohboshi 











CEO Ko | i | a host of location- 
who insisted on find- | JOHN BECK is director based services. 

himself instead of | ofesearchat © | As businesses stl 
waiting for his staff to Accentures Institutefor | less Web, the DoCoMo 
tell him what was hap- Strategic Changeand | ^... is the envy of 
pening in the com- co-author of The competitors. About40 
pany or on the streets. Attention Economy million people in 
Ohboshi, now DoCo- Japan work, shop and 
Mos chairman, often MITCHELL WADE, a | play with wireless, 
turned to economics strategist at Rand, is continuously conne- 
and management consultant at Accenture | cted to a bank of data, 
books for inspiration | services and commu- 
even though he rarely nities. But Beck and 


found solutions there. For instance, ! 
competitors were subsidising phones to | 
sell connections (a ¥30,000 phone sold | 
for ¥2). What strategy could he adopt to | 
counter this? He turned to content toin- | 
crease marketshare. | 

But here DoCoMo was careful not to | 
get into content creation itself. Content | 
may be king, but being king in every- | 
thing can be an expensive and risky | 
business, believed Ohboshi. What Do- | 
CoMo followed was a cinema hall | 
method ofselling information. DoCoMo | 
managers created the right technology | 
(the networks and cHTML), space and 
environment and chose the best of con- | 
tent providers. This was not restricted to | 
weather bulletins and stock quotes but | 
included cartoons, ringing tones, alibi | 
software (to create exciting back- | 
grounds), music downloads, games and | 
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THE MINIATURIST 
By Kunal Basu 

Penguin Books India 
Pages: 245; price: Rs 250 





HE miniaturist is in love — with em- 
. peror Akbar. That's a crime for which he 


gets exiled from Hindustan. And which 


ends Bihzad's rising career as the chief artíst in the emperor's 
:ourt. After Bihzad leaves the new city of Fatehpur Sikri, he 
'oams around in the deserts looking for the meaning of life 
and painting. Is art to be shackled by the demands ofa ruler or 
»atrons, or is it to be the fulfilment of an artist's inner yearn- 
ngs? Is art heresy, drawing Allah's wrath, or can it equally be a 
nanifestation of Allah's work by breathing soul into inani- 


nate pictures? 


His is also a painful search for love that leads him to nu- 
nerous sexual exploits and into the arms of betrayal. In the | 
nidst of political and religious fervour, heres a novel that | 
;ieeks to find the place of art and creativity in society. Only, 


Jasu fails to breathe soul into his novel. 
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Wade fail to capture the essence of this 
success in their book, which, in parts, 
reads like a prosaic case study. The au- 
thors present neither a ringside view of 
the action nor an insightful account of a 
company that turned economics on its 
head to succeed in an economy plagued 
by 10 years of recession. 

Perhaps the authors were over- 
whelmed by the way the company grew, 
much like other analysts who have tried 
to fathom the business model and failed 
to do so, Another reason could be that 
the duo had no real access; all the inter- 
views were supervised by the company's 
international PR agency. The heavily 
padded book (why should it have a table 
on world steel production?) is, in that 
sense, quite a disappointment. That's 
because the small DoCoMo team has 
keptits secrets and strategies to itself. @ 





Pages: 226; price: Rs 395 





THEFUTURE OF FREEDOM 











_ W.W, Norton & Company 
: Pages: 256; price: $24.25 


E |: is an old argument 


| bate over democracy 
_ and freedom has ac- 
: quired a new edge in 
_ the wake of the World 
. Trade Center attacks, 

. Afghanistan 
. Iraq. Fareed Zakaria, editor of — 
. Newsweek International, takes a 
. Clinical look at democracy and the | 
. popular beliefs it has fostered. Top | 
. among these is the assumption that _ 
. whatspopularisright that democ- |^ 
. racy flourishes anywhere it is |... 
. planted or whatever culture it is - 

. grafted on to. He demolishes thebe- 
. liefthat democracy is synonymous — 
. with freedom. In other words, | 
, democracy is not inherently good | 
_ because it works in some situations © 
_ and notin others, and needs strong ' 
_ limits to function properly, He lists | 
_ the historical evidence to prove this, |. 
. His main concern is with American ^ 
. democracy which has become — 
_ warped owing to a descent into “a — 
_ simple-minded populism that val- : 
. ues popularity and openness" . 
. above other qualities, E 


SPIES IN THE HIMALAYAS 


By M.S. Kohli and Kenneth Conboy 
HarperCollins Publishers India 





WP HIS is a book that was waiting to be writ- 
ten. The Himalayas, given their proximity 

to China and their uninhabited expanses 
make for an excellent playground fór spooks. The book is a grip- 
ping account of just that. In the 1960s, when spy satellites 
werent the rage, India and the US jointly tried to place listening 
devices in the Himalayas that would eavesdrop on China. The 
first attempt was beaten back by bad weather, the second was 
somewhat successful, but snowfall hampered the quality of 
transmission. The plan was finally abandoned. This mission 
was a secret till the late 1970s, when an American journal spilled 
the beans. This is the inside account, written by a member ofthe 


By Fareed Zakaria 
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but worth revisiting at 
a time when the de- 
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expedition. Don't expect a John Le Carre experience. This is 
more of an autobiography, of fondly looking back on an expedi- 
| tion which is now buried in dusty files. Well written, with plenty 
! ofhair-raising moments, including a potential Yeti sighting @ 
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THAPAR CENTRE FOR INDUSTRIAL RESEARCH & DEVELOPMENT, (TCIRD) PATIALA is | 
looking for innovative, dynamic and proactive persons for the following positions for its newly 
established Pharmaceutical Biotechnology Division (PBD) m 


TEAM LEADER 


The Team Leader shall lead a team of research scientists to conduct research in pharmaceutical 
biotechnology and related disciplines. The incumbent shall be responsible for 


e setting up strategic objectives for the PBD ; prepare and implement plans to achieve the objectives. 

e acquiring resources both physical and manpower and develop the needed infrastructure in terms of 
human resources and laboratories for effective implementation of strategic plans. 

e guiding a team of 8-10 research scientists and motivate the team members to achieve the objectives 
intime bound and cost effective manner. 


The candidate should have a doctorate from a reputed institution in pharmaceutics/biotechnology or akin 
disciplines with 10-12 years of post-doctoral work and experience in pre-clinical trials. An established 
track record in R&D business development, knowledge of regulatory & IPR issues and à flair to network 
with other Indian and overseas universities and research organizations is desirable. 

The candidate should have proven capability to identify opportunities for marketable/ contract 
research in the pharmaceutical biotechnology in the global environment and manage the research . 
division as a profit centre. 


RESEARCH SCIENTISTS 


The incumbents shall be members of a team to undertake drug discovery and design programmes 
through screening of natural sources and microbial secondary metabolites, molecular modeling and — 
chemical synthesis and conduct pre-clinical trials and other related research. 

The candidates should have a doctorate from a reputed institution in pharmaceutics, biotechnology, 
molecular modeling, toxicology and other relevant disciplines. Persons with 1-2 years of post- doctoral 
work would be preferred. Candidates with longer experience will be considered for placement in 
middie level managerial positions. 

All the above positions require good communication, IT and management skills and ability to 
work in a team. 
The Centre offers salaries matching the best in the market, commensurate with qualification, experience 
and potential of candidate. Apart from the salary, the Centre provides liberal perks such as rent-free 
house on Campus, soft loan to furnish the house, LTA, medical allowance, vehicle finance allowance/ 
loan, vehicle maintenance allowance, group insurance, superannuation, PF, gratuity and reward for 
good performance in the form of performance pay eic. 

Interested candidates to please apply in confidence attaching their detailed bio-data, names of three. 
referees and their telephone, fax, email address, within 15 days to 





Tel :0175-2393501 Fax : 0 
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TCIRD is a not-for-profit premier contract research institution of North West India. Located. | 
on a 250 acre picturesque Thapar Technology Campus, TCIRD offers excellent research ~ 


infrastructure, conducive work environment and pollution-free living conditions with all - 





modern amenities. It provides challenging career opportunities for development and — 
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PhDs/MDs/Scientist Managers 9 Ya 
Good Is Not Enough! VIMTA Labs Strives for the Best ! FVIMTA LABS 


Determining Qual lity Í 





VIMTA LABS Ltd. - is Committed to ensuring "Total Health". (www.vimta.com). We address Clients' Qual ity 
needs- Water, Food & Nutrition, Pharma, Drug-delivery & Health systems. We are an international y sought, premier 
Contract Research and Testing Organization. 


Vimta has 80% Compounded Growth with profit, powered by 90 scientists including 15 PhDs & MDs. 
This growth does not satisfy us. We seek effective professionals at Hyderabad (HO) & Chennai. 





Pool-Scientists, Hyd./Chennai Mgrs-Clinical Trials, Hyd./Chennai | | VP-Analytica Testing Lab, Hyd. | 





Mgr-Materials, Hyd. Mgr Bio-Analytical Lab, Hyd. | VP-Quality Assurance, Hyd. 
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5 609, Manipal Centre, M Strat Consultants is retained as an Organizational Development Specialist. 
47 Dickinson Road, -" TN " ; 
x A Sine | rCV or 
15. 1" 2 Bangalore-560 042. Please visit www.faceint erviews.com for hiring specs and uploading your CV, o. 
SoNsutrZzN rl Ph 5550306 / 5092135 . .emailyour resume to: mstrat@vsni.com 
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DIPLOMA IN TRAINING & DEVELOPMENT 


DISTANCE LEARNING (CORRESPONDENCE) COURSE 
Recognised by Govt. of India, Ministry of HRD 
ADMISSION NOTICE 
Commencing from I* July 2003 
RATON 18 Months (6 Papers followed by Internship Repon) 
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FEAR OVER THE CITY 


Financial sector reforms will be meaningless if public confidence in the system continues to be dented 





sector give rise to drastically contradictory emo- 
tions. There is much to be happy about. And there is 
alot to worry about. The good news is that struc- 
tural reforms in this critical sector continue to inch 
ahead. The bad news comes from the clear signs that public 
confidence in the system is dangerously shaky. It's like a tug 
of war between freedom and fear. The health of the finan- 
cial system — perhaps the entire economy — is at stake. 

The structural changes in the financial sector — which 
account for most of the good news — are coming at a glacial 
pace. But there is thankfully some movement, in sharp con- 
trast with the complete stalling of reforms in areas like pri- 
vatisation, power and government finances. 

Let's take a quick look at what's happened. The Securi- 
ties and Exchange Board of India (Sebi), for instance, has 
given the final green signal for the introduction of 
interest rate derivatives. The world over, daily 
trading volumes in interest rate deriva- 
tives are far bigger than those in other 
popular risk management products 
like currency and equity derivatives. 
Our bond markets are booming, and 
an opportunity to hedge interest rate 
risks will be welcomed by investors. 

Interest rate derivatives have 
been preceded by the introduction of 
interest rate swaps three years ago and 
will be followed by products like credit 
derivatives and rupee-dollar options. 
Once all these derivative markets are fully 
functional, local investors will be in a good po- 
sition to protect their portfolios from volatility. 

Meanwhile, there are almost daily reports of banks try- | 
ing to use the powers given to them by the new foreclosure 
law to attach the assets of loan defaulters. Most commercial 
banks have also been reporting impressive profits for the 
quarter gone by, though part of the reason for this is not 
their own efficiency but the windfall they have reaped on 
their bond portfolios due to falling interest rates. And, fi- 
nally, there are signs that the consolidation of the banking 
sector is about to take off, thanks to the provisions made in 
the Budget that make it easier for foreigners to acquire local 
banks. By the time this editorial is read, Rana Talwar's Sabre 
Capital would probably have taken over Centurion Bank. 

All these developments indicate that the superstructure 
of the financial system continues to be strengthened. It's a | 
far cry from the situation we saw 10 years ago, when most 
banks were undercapitalised and unprofitable, the stock | 


VENTS over the past few months in the financial 








ANTHONY LAWRENCE 


markets were opaque and held hostage by brokers, and the 
financial system as a whole had too few products and too 
many monopolies. All this has been replaced by a system 
that is more competitive, transparent and efficient. 

But the problem is that the superstructure may be get- 
ting stronger, while the base is perhaps getting weaker. Fi- 
nancial systems are based on public confidence. People 
part with their savings only if they are sure their money is 
safe with banks and mutual funds. That's a big problem. 
There is no point putting up a grand building if it rests on 
quicksand. It will sink, even if it is an architectural wonder. 

This metaphor has not slipped in by mistake. The men 
and women who oversee India's financial system often like 
to talk about a "new financial architecture" And not just talk 
about it. They have undoubtedly done a great job building 

important parts ofit —- the introduction of derivatives or 
the foreclosure law, for example. But their valiant 
efforts will come to nought if public confi- 
dence in the financial system is dented. 
Is that really a possibility? Just con- 
sider some recent events. The National 
Stock Exchange was on the verge of a 
serious payments crisis when the In- 
fosys stock plunged after the infa- 
mous earnings guidance from the 
country's most respected company. 
There was panic in Gujarat after wild 
rumours that ICICI Bank, the country's 
second largest bank, was in trouble. 
There continue to be worries about the 
solvency of the pension funds, a danger first 
reported in Businessworld last year. And all this 
comes after various shocks given to investors in the 
past 10 years — the UTI crisis, the two stock scams of 1992 
and 2000, the collapse of CRB Capital Markets, the primary 
market meltdown, the failure of various co-operative 
banks. And then there has been the bizarre looting by leas- 
ing companies, plantation companies and the like. 

There is a palpable fear over the city. Investors have been 
singed by scams and market meltdowns. Most of the sav- 
ings of the household sector (which accounts for nearly 
90% of the total savings) have moved into ‘safe havens’. But 
these too are under threat. UTI has already done its worst. 
There are doubts about the solvency of the government 
schemes. What if the panic spreads to banking as well? The 
ICICI Bank episode is scary — people in financially-savvy 
Gujarat could be frightened enough to doubt the strength of 
one of the country’s better managed banks. What if it’s SBI 
next time round? The quicksand is spreading. A 
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MARGINS MATTER 


THE Indian garment 
industry must try and 
establish its presence 


in the high-end of the 
market, where it can 


get bigger margins. 


SHIKHA DUGGAL, Faridabad 


E The garments sector is yet another 
example of how the industry and the 
government can collaborate to build 
a lucrative business. Both of them 
can bring their strengths to the in- 
dustry. The manufacturers must pay 
attention to productivity, scaling up, 
quality and value-addition in order 
to become competitive. On the other 
hand, the government can build a 
good infrastructure for transporta- 


NEWSWORTHY CHANNELS 


It is a little weird that a nation where half 
the population still cannot read or write 
will be served by 45-odd news channels 
(News Channels, Anyone?, BW, 21 
April). Will these channels just add to the 
growing cacophony or will they make 
any difference to the quality of news 
broadcasting? Only time can tell. Can all 
the players survive? The calculations are 
grossly erroneous and the stakes are just 
too high. The economics involved in the 
news business will only spare those 
players who have deep pockets, or those 
who have strong content as well as state- 
of-the-art technology. In the coming 
days, news channels will be more in the 
news that the news they cover! 

VISSA VENKATA SUNDAR 

New Delhi 


ZEROING IN 


The 'Eye of the Spider' (BW, 21 April) 
elaborates on the growing demand for 
search engine optimisation (SEO). On 
the other hand, search engines are also 
improving their search algorithms. The 
first priority should be to enable search 
engines to 'understand' natural lan- 
guage queries using advanced seman- 
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tion of goods, provide reliable power 
supply for efficient production, re- 
form the tax regimes and remove un- 
necessary burden on the manufac- 
turers. It can also provide incentives 
for increased private investment in 
the industry. There is every justifica- 
tion for allowing more and more gar- 
ment industry clusters to be set up. 
GIRI GIRISHANKAR 

Via email 


tics. Therefore, although a search for 
"tourism in Iraq" will not lead to white- 
house.gov, it should get close! 

In effect, it will shift search queries 
from mere keyword-based search to a 
more comprehensive context-based 
search, giving far better results. Google, 
among others, has already started work- 
ing on semantics. Together with SEOs, 
this technology will help bridge the gap 
between the hunter and the hunted in 
the Wild Wild Web. 

NALIN AVASTHI 
Noida 


POLITICAL AGENDA 


Kalanithi Maran has performed a re- 
markable feat indeed by making Sun TV 
a leading television channel in the coun- 
try in just 10 years (‘Sun TV: The Sequel’, 
BW, 28 April). Having said this, it also 
needs to be pointed out that Sun TV's 
track record makes it look like a mouth- 
piece for the DMK, especially its leader 
M. Karunanidhi. 

S. SUBRAMANYAN 

Via email 





: —————————À 
Letters can also be sent to 
| editor@bworldmail.com 
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LOOK CAREFULLY AND YOU'LL SEE 
| NEW YORK IN THIS PIC T URE. 


Or London. Or Zurich. Or Hongkong. Or Singapore. Because the avant garde furniture 
shown here is just what stylish offices around the world would select. Introducing Picasso sofa 
series by Featherlite. Pick up one today. And give your office the truly international look. 


? 











Maa Bozell 010-03 


[2 


» Bent wood technology » Single piece moulded plywood » Available in a range of colours 
» Single seater and Three seater also available 


Featherlite Products (P) Ltd. 
- 32, Timberyard Layout, Mysore Road, Bangalore-26. Tel: 080-6741006/0553/50t )2 Fax: 080-6740449 email: sales@featherliteindia.com www.featherliteindia.com 
EXCLUSIVE SHOWROOMS: BANGALORE: 2203812/13, 2264010 CALCUTTA; 22291945, 22299464 CHENNAI: 28256251, 28232764 DELHI: 26419789, 
jeu 26483437, 26210381/2 GOA: 2224119 HYDERABAD: 27808906, 27802602 MUMBAI: 24375375, 24377384 MANGALORE: 440941 PUNE: 6120688, 4012817 
|». — NISHAKAPATNAM: 2552047, 2530770. DEALERS: BEGUSARAE 23344 COIMBATORE: 230485, 231699 MYSORE: 424946 PORT BLAIR: 32683, 30652 
_ RANCHI: 200754 SURAT: 472170 THIRUVANANTHAPURAM: 338959 TINSUKIA: 2340591 VIJAYAWADA: 474727, 474222. 
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COVER STORY 


: | ge || UlestAPC EET | 
o India Beckons ia Em .. 
Cost pressures are driving global manufacturers MTM 2: UA p 
towards low-cost markets. As the January 2005 at: 
deadline of WTO implementation draws near, E 
artificial barriers for the movement of goods are > 
being lowered and MNCs are coming under 
pressure to produce at very low costs. Many such 
MNCs have flocked to China. But some seem to 
have made a cautious entry into India. Already, 
about $5 billion worth of manufactured products 
are being outsourced from India. Half of this is 
said to have materialised in the last 24-36 | 
months. Which companies are these, what do APC India’s country general manager Anand lyer 
they outsource and from whom? 
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tween Polaris CMD Arun Jain and his star recruits, enough to get the really high-end business? 
H D d irwadkar. 
arpal Duggal and Suren Khirwadkar Jee 46 ZODIAC What makes 








12 AIR-INDIA The pilots' strike is less about SARS and Zodiac Clothing Com- 
more about money. pany different from 
other Indian garment 
ECONOMY & POLITICS 7 manufacturers? 
4 Za R^ 48 PHARMACEUTICALS 
22 GROWTH FORECASTS The | | | didn ani oana: 
“saree ea ional companies area 
] head dat lusivity. 
economy. But one should take Mound ti mm ras d 
them with a pinch of salt. _ 50 PARAS Speculation is rife over the selloff of Paras 
Pharmaceuticals’ OTC drug and FMCG brands. But 
24 VIJAY MALLYA Does the UB what is the actual story? 
Group chairman nurse an 
Vijay : ambition to become the next 54 HOME LOANS Banks have been aggressively grow- 
Mallya chief minister of Karnataka ing their home loans portfolios. Are they exposing 
after S.M. Krishna? themselves to too much risk in the process? 
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LEAD STORIES 
® Acute Panic Syndrome 


The panic that has accom- 
panied the Severe Acute 
Respiratory Syndrome is 
perhaps as destabilising as 
the virus. How has SARS 
effected China economi- 
cally, and is India prepared 
Ed to face a potential crisis? 


© In Whose Interest? 


Reserve Bank of India governor 
Bimal Jalan has reduced interest 
rates in this year's credit policy. 
But, at the same time, he has 
also indicated that interest rates 
have bottomed out. What does 
this mean for the Indian 
economy? 


TECHNOLOGY 


60 THAT’S IT: MALA BHAR- 
GAVA Two great gadgets — 
the Bose WaveRadio/CD 
and the Philips Streamium 
— promise to make listen- 
ing to music a whole new 
experience, what with new 
formats and Net radio. 


BOOK EXTRACT 


64 THE CARLYLE GROUP An extract from The Iron Tri- 
angle, a book that looks into the secret world of one 
ofthe world's largest private equity firms, the Carlyle 
Group, and reveals how it conducts its business. A 
Businessworld exclusive. 
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www.jobsahead.com/jobworld.html 


For advertising opportunities go to 
www.agencyfaqs.com/brandfit/businessworld.html 

















Many Rivers To Cross... 


N November last year, Busi- 
| nessworld carried a cover 

story called ‘Making It In 
Manufacturing — Why we need 
not be defeatist about the sector’. 
When the story came out, I re- 
ceived a lot of congratulatory 
calls from my friends in various 
companies. Without exception, 
they had two points to make. The 
first, we had done the right thing 
by highlighting that Indian corporations should not give up 
on the manufacturing sector. The second, despite all the 
cases we highlighted in the story, Indian manufacturing 
had lost out in at least one crucial area — the country was 
nowhere in the picture when global companies looked for 
outsourcing bases for their manufacturing. China, Brazil, 
Mexico... they had all made the cut. India had not. 


Businessworld ' 





But is that really true? Our cover story this issue tackles pre- 
cisely that question. Senior assistant editor Rajeev Dubey, 
who authored the original manufacturing cover story, 
worked for over one-and-a-half months to get the right an- 


| swer. His conclusion: all is not lost yet, but the road ahead is 


tough and rocky. Sure, India can still become a global man- 
ufacturing base, but there are dozens of hurdles to be 
crossed before the opportunity can be tapped. Among 
other problems, Indian companies need to change their 
mindset about doing business. As Rajeev points out, many 
Indian companies still think that becoming competitive on 
cost and quality are all that are needed to get outsourcing 
orders. But those are merely hygiene factors today — and 
you need to do a lot, lot more. 


Meanwhile, SARS has replaced the Iraq War as the one topic 
that everyone is following avidly, all over the world. In this 
week alone, I had three international and two Indian news 
magazines on my desk with SARS as the cover story. Despite 
all the coverage though, the real picture on the SARS threat 
is still not clear. How badly is it going to affect the global 
economy? For that matter, how badly is it affecting the Chi- 
nese economy, the country worst hit by SARS? And how pre- 
pared is India to tackle the SARS threat? Turn to page 56 to 
get a better perspective on those questions. 


A bhe | 


AVEEK SARKAR 
CHIEF EDITOR 
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RESERVE Bank of India (RBI) governor 
Bimal Jalan has an extremely practical 
approach to economic policy. He is not 
the type of person who lets ideological 
preferences come in the way of effective 
action. This innate flexibility has made 
him one of the most successful central 
bank governors of our times. It has also 
helped the Indian economy escape the 
gut-wrenching financial crises that have 
plagued many other emerging 
economies in recent years. 

It is this same sense of flexibility that 
runs through the monetary policy state- 
ment he announced on 29 April. Since he 
took over in 1998, Jalan has brought in- 
terest rates down to levels not seen in the 
last three decades. But that does not 
mean he has any semi-religious convic- 
tion that low interest rates are good. He 





could change direction at the first hint of 


trouble — a run on the rupee or a sus- 
tained rise in inflation, for example. 
That is the veiled message Jalan has 
sent out to banks and companies that are 
taking one-way bets on falling interest 
rates and an appreciating rupee. Take 
care, for interest rates will not keep falling | 
for all times. In an interview with Busi- 
nessworld's Niranjan Rajadhyaksha, | 
Jalan speaks on whether interest rates 
have bottomed out, the risks some trea- 
surers are taking with their foreign ex- 
change exposures, the possibility of | 
higher inflation and the RBI' attitude to- 








wards the rupee. 
Excerpts from the interview: 


W Many people believe that you have 
given hints in your policy statement that 
interest rates have finally bottomed 
out. Are interest rates unlikely to drop 
any further? 

We have brought the bank rate down 
from 1196 to 696 in recent years. The repo 
rate and the cash reserve ratio, too, have 
been reduced substantially. The yield on 
a 10-year government security is now 
about 6-6.2%. 

But there is often a feeling that 
changes in economic variables are uni- 
directional. What we have said (to com- 
panies and banks) is that please con- 


sider all possibilities when you take | 


decisions on your assets and liabilities. 
You cannot expect similar falls in inter- 
est rates. That's all. 





ill There is a similar problem with for- 
eign exchange exposures. Many compa- 
nies are assuming that the rupee will 
continue to rise against the dollar. As a 
result, they have not hedged their for- 
eign exchange positions. Does that 

worry you? 

Yes, there is a problem here as well. But 
the asset-liability gap is not very large. 
There could be individual cases where 
there are large open positions. But, in 
systemic terms, the risks are low. The 
country’s foreign exchange debt is not all 
that large, given our reserves. And there 
is also not much foreign exchange expo- 
sure in corporate balance sheets. 


li The situation is not like East Asia or 
Latin America... 

Not in terms of risks to the entire system. 
But the fact is that there can be external 
shocks and, hence, it is better to hedge. 


INTERVIEW WITH BIMAL JALAN 
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Attention CEOs 


1 Your company will be able to borrow money at lower rates from banks. But there are | 
indications that interest rates could have bottomed out. | 


2 The RBI has asked banks to do away with multiple prime lending rates that are linked 
to loan tenures. That means that loan pricing will be more transparent. 


3 If you have been lulled into a false sense of security because of the strong rupee, re- | 











member: the central bank has sounded a warning on unhedged. 


4 Commercial paper issuance can be backed by guarantees. This will help companies | 
with low credit ratings to raise short-term money. | 


D Companies can now invest in overseas debt. It's a move that will help your treasury | 
managers do a better job, especially if you are dollar-rich. 


6 A whole range of rupee-based derivative products are on the anvil. That, too, will 
help your money managers manage risks. 





But, once again, there is no major sys- 
temic risk. 


W Coming back to the issue of interest 
rates. Should you have reduced them at 
a time when inflation is climbing? 
Inflation is a worry. It is at about 6.4%. 
But look at the composition. A few com- 
modities, which account for 1596 of the 
weight in the wholesale price index, 
have done most of the damage. Oil 
prices are coming down. We hope the 
prices of oilseeds, oilcakes and edible oil 
will come down because the monsoons 
this year are expected to be better. 


@ You expected infla- 
tion this year to be be- 
tween 5% and 5.5%. The 
bank rate is already at 


7 Your foreign parent will find it safer to bring in new equity; FDI investments can now 
be hedged before they are brought into the country. 








© Consider all possi- 
bilities when you take 








flation? Some economists are of the 
opinion that low interest rates and ex- 


| cess liquidity could lead to faulty invest- 


ment decisions. 

The persistently high fiscal deficit is a 
long-term problem. Monetary instru- 
ments are used in the short-term and 
can be changed. I have already said that 
the instrumentality of interest rate as a 
policy tool is not limitless. World over, 
central banks know it. Japan has nega- 
tive interest rates. 


@ A question on the rupee. The RBI has 
been buying dollars and keeping the ru- 
pee down. Are you against the idea of an 
appreciating rupee? 

But the rupee has ap- 
preciated against the 
dollar. The RBI has no 


iaag decsonsonyouras. Pippo. 
current low realinter- Sets and liabilities. You volatility in the ex- 
est rates, the RBI will imi change rate. We said the 
find it more difficult to Cannot exp similar same thing when the ru- 


fine-tune the economy? 
The way we change in- 


terest rates depends ontheinflation out- | 


look. There is less scope to bring down 
interest rates now than there was when 
the inflation rate was 1096. But this can 
change if the inflation rate comes down 
to 496 — or even lower. Then, we will 
have greater scope to cut interest rates. 


W We have had a combination of a loose 
fiscal policy and a loose monetary policy 
for the past few years. But now both de- 
mand and industrial growth is picking 
up. So can this policy combination be 
continued without leading to higher in- 





falls in interest rates 98 pee was depreciating 


and we are sticking to 
the same view even when the rupee is 
appreciating. You'll see that an increas- 
ing number of central banks are also 
changing their views now. 


E One last question, Dr Jalan. The RBI 
has conducted huge open market opera- 
tions to sterilise forex inflows. Last 
year, it sold over Rs 50,000 crore of gov- 
ernment securities to mop up excess liq- 
uidity in the market. Some fear that you 
may soon run out of securities to sell. 
We do not see that as a problem 


| rightnow. * 
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Trail gives a 
new twist 


Trai chairman Pradip Baijal 





FOUR things that will change after 
Trai’s 30 April rulings 


STD rate free fall: Tata Teleservices 
(TTL) will now charge 55-80 paise per 
minute for calls to all WLL (wireless in 
local loop) networks irrespective of 
the distance. Reliance Infocomm will 
extend its 40 paise per minute offer to 
all WLL phones. Expect fixed-line op- 
erators to cut STD rates. 


The tables have turned: Cellular firms 
have wrested the advantage from 
WLL firms. Trai's interconnect usage 
charge (IUC) regime makes incoming 
calls free for cellular subscribers, thus 
nullifying the advantage of WLL op- 
erators. Moreover, the cellular service 
providers have already hiked roaming 
charges to Rs 3 a minute as it is a pre- 
mium service that WLL companies 
cannot offer now. Though roaming ac- 
counts for only 7% of cellular reven- 
ues, it will offset the dip in incoming 
call revenues and, perhaps, even help 
them match WLL's outgoing rates. 


More investments. Less profits?: Traf- 
fic on cellular networks will increase, 
though revenues will fall. Cellular op- 
erators will thus have to invest more 
in their networks. 


Sharper polarisation: Each type of ser- 
vice provider — be it cellular, limited 

mobility or fixed lines — will promote 
calling within their respective service. 
That could perhaps catalyse better co- 
operation and even alliances among 

players in each of the three camps. Bl 
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POLARIS SOFTWARE LABS 


reat expectations 





WISDILEEP PRAKASH 


ID Polaris Software Labs 
CMD, Arun Jain (left) mis- 
lead his star recruits — 
Harpal Dugal (right), for- 
mer Standard Chartered 
Bank CEO, and Suren Khirwadkar, for- 
mer Citibank country marketing direc- 
tor — about his business process out- 
sourcing (BPO) plans? Or did the two 
rainmakers fail to deliver? BW recon- 
structs the events that led to their ouster. 
April 2002: The hiring of the duo triggers 
feverish excitement in Polaris about the 
BPO opportunity. Business plans are dis- 
cussed at length over the next few 
months. In a series of emails, Jain report- 
edly indicates his willingness to invest 
$25 million and his desire to grow BPO 
into a $200-million business by 2007. 
The duo point out that such growth will 
be possible only through acquisitions. 
But Jain also expects the former bankers 
to use their contacts to win new busi- 
ness. [n return, they are promised sweat 
equity and directorships in Polaris. 

May 2002: The duo identify First Ring, a 
Sterling (US)-based contact centre with 
a 10096 subsidiary in Bangalore, as an ac- 
quisition prospect. First Ring is a 1,000- 
man operation and runs a 42,000-sq ft 
facility in Bangalore and a 31,000-sq ft 
facility in Manila, Philippines. 
June-July 2002: Dugal and Khirwadkar 
go ahead full steam with negotiations. 
Venture capitalist investors in First Ring 
are looking to divest a part of their stake 
and offer Polaris a put option — they 
could sell their stake to Polaris after a pe- 
riod of time at a pre-agreed price. 














How the relation 
between Jain and 
his star banker 
recruits turned sour 


Polaris announces the formation of BPO 
outfit Optimus as a 100% subsidiary. 
Business plans are finalised. 

August 2002: The duo put up the First 
Ring deal before the Polaris top manage- 
ment. Questions are raised about how to 
account for the deal as it would mean 
taking on a contingent liability. The deal 
is spurned. Dugal and Khirwadkar are 
disappointed. A few sparks fly between 
them and Jain. The First Ring proposal 
would come back to drive a deep wedge 
between the two parties. 

September 2002: Optimus starts making 
a few sales pitches, but clients say Opti- 
mus is too small in terms of technical in- 
frastructure and manpower. 

November 2002: The duo make a pitch 
to one of the biggest consumer banks in 
the world; they are again told they are 
too small for the bank's requirements. 
Same with a large credit card issuer in 
the US. The duo revert to Jain, arguing 
that Polaris ought to make sizeable up- 
front investments and build capacity be- 
fore pitching for business. 

December 2002: Some action at last. Op- 
timus acquires iBackoffice, a 60-65 
seater BPO outfit in Chennai, for less 
than a million dollars . "...This is a small 
beginning. This gives us a head start in 
the fast-moving field of BPO. We plan to 
quickly ramp up the iBackoffice capac- 
ity,” Dugal states in a press release. 
January 2003: Jain says the board is un- 
happy with the duos inability to win 
even a single organic contract. Says the 
two have made only one sales visit to the 
US and ought to try harder. Jain also tries 
to persuade the duo to relocate from 
Mumbai/Pune to Chennai, Polaris' 
headquarters. They refuse. 

First Ring investors make a second par- 
ley. Polaris M&A committee interprets 
this as a distress sale. Argues that valua- 
tions are too high and ought to be ham- 
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mered down. Jain says he will agree to 
the acquisition only if the two relocate to 
Bangalore, First Ring's India base. They 
refuse again. Polaris turns down the deal 
asecond time. 

February 2003: Dugal and Khirwadkar 
get a letter of intent from a large US- 
based credit card issuer, reportedly ex- 
pressing interest in outsourcing $40 mil- 
lion worth of work from Optimus. The 
duo argues that Jain has disbursed less 
than 5% of the $25 million committed 
and demand immediate investments to 
service the order. Jain offers a 300-seat 
facility at Polaris’ existing centre in 
Navaloor, near Chennai. The duo rejects 
it on the grounds that the infrastructure 
there is inadequate. 

March 2003: In an internal reorganisa- 
tion, Khirwadkar is asked to take over as 
sales controller of Polaris. He refuses, 
stating that this was, in effect, a demo- 
tion. Some say this is an attempt to break 
the Dugal-Khirwadkar partnership. 
April 2003: Arun Jain's public remarks 
that Optimus' performance is "being re- 
viewed", leads to a heated exchange. Po- 
laris makes a pre-emptive strike — 
serves termination notices and obtains 
an injunction from the high court re- 
straining the duo from discussing com- 
pany affairs with any third party. 

When contacted by BW, Arun Jain 
declined to comment on any of the is- 
sues discussed above. His only com- 
ment: "We remain as committed as ever 
to the BPO." Shareholders and investors 
will be watching ifhe walks histalk. Ni 
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Share your 
video moments 





here's more to the new Nokia 3650 than its stunning design. Capture and share life's 


pontaneous moments on video. Download and enjoy music on the RealOne Player. 


reathe life into games and applications with Java™’. And have fun combining video Clips, NOKIA 
»xt, pictures and sound clips into one MMS*. 3650) 


Ou might say it’s richer communication. At Nokia, we call it human technology™. 


Service provider/handset dependent. Please check with your local network provider 
Java™ is a trademark of Sun Microsystems Inc and Java™ applications are operator and/or content and application provider depi ndent Www.nokia.co.in 








, "mM... z| Always insist on original Nokia India Warranty to safeguard against buying used, refurbished or tampered phon 
okia Helplin " EVE : ' : | ae | l 
(eens 9628 555 355". Nokia India Warranty is applicable only for phones imported by Nokia India Pvt. Ltd email us at: nokia.ebag@nokia.com 
To call from a mobile phone, check with your service provider. Helpline available in Ahmedabad, Bangalore, Chennai, Delhi, Hyderabad, Kanpur Kolkata, Mumbai, Pune 
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HE Iraq War, SARS — so you 
thought the striking Air-India 
(AI) pilots were concerned 
about these? Well, the true 
story emerges now: the agita- 
tion by the 200-odd AI pilots apparently 
has less to do with SARS or war fears and 
more to do with pay hikes. Among the 
list of demands ofthe Indian Pilots Guild 
(IPG) is a higher dollar flying rate and a 
20-2596 increase in salary. An increase in 
flying rate will translate into around 
Rs 75,000 per head per month; a 2096 
salary increase would roughly work out 
to around Rs 50,000. In other words, if AI 
agrees to the pilots' demands, it would 
shell out a hike of Rs 125,000 per month 
per person, and a minimum additional 
liability of Rs 35 crore a year. 

So where does SARS enter the pic- 
ture? Well, it is clearly a case of striking 
when the iron is hot. With public sympa- 
thy for the errant pilots quite low, SARS 
was an effective smokescreen for the pi- 
lots to launch their demands. Else, why 
would they wait for 16 days before exe- 
cuting their threat? On 8 April, the guild 
had issued a statement that its pilots 
would not fly to SARS-affected areas and 
Kuwait (apparently AI had failed to tell 
its pilots that the war was over!). But only 
after itbecame clear that the AI manage- 
ment was in no mood to meet its mone- 
tary demands did the union send a letter 
(on 26 April) seeking a meeting with 
Union health minister Sushma Swaraj to 
explain its position, which was that the 
union was only "discharging its social 
obligations" by ensuring that more ef- 
fective controls were used at airports to 
curb the spread of SARS. 

Why the demand seems bizarre is 
because AI pilots are anything but 
poorly paid. AI's 2001-02 annual report 
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lists 242 officials of the company who 
earn over Rs 2 lakh a month. Most of the 
IPG pilots (barring a few juniors) fall in 
this list. While co-pilots earn around 
Rs 25 lakh annually, senior pilots earn as 
much as Rs 55-58 lakh. So what is the 
justification for the demands? Well, if In- 


dian Airlines pilots can get a hike, as they | 


did a while back, can AI be left behind? 
Pilots say they need to be compensated 
for the training they have to undergo to 









The pilots have other demands such 
as two commanders on a Jumbo Jet 
(Boeing 747), but so far the management 
is unwilling to play ball. AI has put some 
contingency plan in place, but the trav- 
elling public continues to suffer and the 
airline will certainly add to its losses (es- 
timated at Rs 15 crore per week). The fact 
remains that the AI management has no 
one to blame but itself (and to some ex- 
tent the government) for having given in 


operate the new instrumental landing | to similar demands in the past. It is now 


system in Delhi and have refused to go 
for it unless this demand is met. 


Lifestyles of the rich 


| justa question of who blinks first. 


ANJULI BHARGAVA 








A STUDY CONDUCTED BY BBC WORLD ON INDIAS MOST AFFLUENT 
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1e Most preferred 
\_ buy: washing 

řmachine, car, PC 
Li 


j zam 
G e 
investment: life 

insurance, fixed 
deposits 


@ Only 22% have - 
health insurance ses 


.-. Most popular 
“channel: sports, 
? current affairs 


5,653 adults 


HOT BRANDS 


pct N Car: Maruti Zen, 
Santro 





Bank: SBI 
Bank 
MESS E EI 
hr * = Washing machine 
mo N LG, Whirlpool 


“Airline: Jet Airways 
‘Indian Airlines 


Hotel: Taj Group, 


Professionals aged between 25 and 54, with monthly household incomes of over 
Rs 8,000, who understand English and live in Mumbai, Kolkata, Delhi, Chennai, Bangalore, or Hyderabad. 
To track people's preferences and decision-making in relation to spending and other habits 
Horizon 2003, a study of upmarket Indians by NFO-MBL for BBC World 
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GLOBAL TECH SPENDING 





THE SLIDE FACTOR ts ü 


AVERAGE RATE OF CHANGE IN 
INDUSTRY IT SPENDING (%) 
All industries E 21 | 0.2 | 


WAREN EATEES ETE ETETEEEET ERE. n n rA n" nne nnn rre Ln n Rer 


Distibuton-tetal | — 317^ 4p -4.2 | 

he S ue eze Distribution - wholesale -14.8 | 0.8 | 

Financial services - banking — — - 8.3 ENS 4.5 | 

$ Financial services - insurance 455. . 32 | 

Financial services - securities — 32 | 67. 

continues 2e = a E 

Healthcare 2B 65 

HERE imorebleak news forthe beleaguered ——— ilormatontedinelogy 56 [22 
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drop 0.2% during2003.Thisfollwsa 79s dipg 2 Maniifacturing process À. '. 35 |. 23 | 

total spending across all industries in 2002. : services — mes 203 RENE... 0 

IT spending as a percentage of gross revenue is likely to $ Telecommunications .:30.3 22 

stagnate at the 2002 level of 3.996, says Gartner, down from Source: Gartner Research 


4.43% in 2001. Industries such as telecom, services and IT, 
which have been hit hard by the economic downturn, have 
seen the most dramatic cuts (See Anatomy Of A Slide’). 
Soon after the Iraq War began, the International Data 
Corporation (IDC), which had a 3.7% growth forecast for IT 


spending in 2003, lowered its growth estimates citing the war 


and continuing economic uncertainty as obvious reasons. 
The estimates were cut 2.396 to $852 billion. 
Another important factor for the overall fall in tech 


, returns on investment — a trend that is likely to continue long 
| after the economy improves. Says Partha Iyengar, vice- 

| president and research director, Gartner India: "What we are 

| seeing now is that companies are not very keen on investing 

| in acquisition of any new technology. So, there won't be much 
, expenditure on infrastructure, hardware and even new 

| software packages." 

There is one hope though. The new forecasts also include 


spending, analysts say, is the scepticism following widespread | anupside prediction that the short war in Iraq will result in an 


failure of earlier investments in IT and the lack of perceived 











economic recovery spurred by a stockmarket rally, lower oil 








business value from such investments. This has resulted in prices and increased consumer confidence. i 
companies handing out shorter IT projects with discernible — SHWETA VERMA 
CREDIT CARDS RANBAXY LABORATORIES 


$1-billion An 
ditch 








MNC in the making 











ANBAXY Laboratoriesisontheroadto | There are two broad reasons for the com- 
becoming a global pharmaceutical out- | pany's grand showing overseas. One, it is 
ISA was left fending R fit, driven by realisations outside its co- | getting smarter at managing the regulatory 
_ V for itself just moments untry of origin. Its results for the latest qua- environment abroad, especially in the US. 
before an anti-trust trial af- rter show that while domestic sales (Rs 220.2 | That's critical for any pharmaceutical com- 
ter petitioners Wal-Mart, crore) have fallen by 6.4% pany operating in the global 
Sears and other US retail- compared to the same quarter | TOP 5 MARKETS arena today. Ranbaxy offi- 
ers had a $1-billion out-of- last year, exports (Rs 829.1 (January-March 2003) cials say that while it takes 
court settlement with rival crore) have surged 161%. Country SSS) | 14-18 months on an average 
EN NN  —. 5.2 o: JUS AX $& 500 to get US Food and i Ad- 
X ministration approval, Ran- 
the sol i defendant E the —— UMANE oem ur baxy gets it in 10-12 months. 
| $39-billion suit filedin §g§ à' EXCLUDED REST Ranbaxy's regulatory af- 
1996. Visa and MasterCard Mi Nose: EU Letra fairs team is currently about 
were charged with forcing 60 strong. For Ranbaxy wat- 
retailers to accept debit chers, from now on, the quality of its 
cards along with credit regulatory affairs staff will be as impor- 
cards. Only, debit cards had tant as, say, the quality of its scientists. 
10-times higher processing Then, Ranbaxy's product portfolio, 
fees. Now MasterCard is al- too, has delivered. Leading the charge 
lowing retailers to accept i in the US has been cefuroxime axetil, an 
dedi cardi without Hie e antibiotic, earlier patented by Glaxo- 
x D.S. Brar, CEO, Ranbaxy SmithKline as Ceftin. w 
debit cards. Li 2 
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Grow Talent Company{ Limited 


www. growlalent.com 


There may be a few things you don't know about 
your organisation. Well, we're here to show them 

to you. | 

One of the most acclaimed HR studies worldwide 
has been launched in India by Grow Talent Company 


Limited, in partnership with the Great Place to Work® 


Institute, Inc. (www.greatplacetowork.com) of the U.S., 
and Businessworld, India's No. | business weekly. 


The Study — 

The study measures the levels of trust, pride and 
camaraderie prevalent in an organisation. The aim 
being to raise awareness to begin the process of 
positive workplace transformation, 

The unique employee-driven selection methodology 
has been developed over the last 20 years by our 
partner, the Great Place to Work® Institute, Inc. 


They use it annually in the US, UK and over 20 other 


countries. In the US and UK, the results are 


published in the Fortune Magazine and The Financial 


Times respectively. in India, the companies identified 
as Great Workplaces will be ranked and given high - 
visibility in a special edition of Businessworld. 


Benefits of Participation 

in over 20 countries where the study is conducted, 
companies identified as Great Workplaces have 
consistently reported higher levels of employee 
satisfaction. 


They have also clocked higher profits and enjoyed 
better valuations than their peers. 


‘Rakhi Khanna / Chrisle Rodrigues: 





Participating companies will also have the option 
of receiving detailed reports and benchmarks 
customised to their needs. 

Confidentiality and Positive Recognition 


Employee and organisational data provided by 
participating organisations will be held secure. And 
















under no circumstances will be revealed to third 


parties without the company's permission. 


Participation in the study is kept confidential, and 
only the names of companies that make it to the list | 
of Great Workplaces will be revealed. 


For more details on the process and confidentiality | 
practices, please visit www.growtalent.com or call: | 
Tushar Makkar: 9810437303 

Shivi Sheoran: (0124) 5011691-94 


(022) 56626295/96 


How to Participate 
You may confirm your participation online at 
www.growtalent.com or by writing in to 


gptwstudy@growtalent.com 


in association with 


Businessworid | INSMTUTE 






Under the Inspiring and Able Guidance of 
Smt. SONIA GANDHI 
President, AICC 
and the Vibrant and Visionary Leadership of 


Capt. AMARINDER SINGH 


Chief Minister, Punjab 


PUNJAB 
Marches Ahead... 


* Agriculture to become market-driven, globally competitive and attract investment in agro-industry. 

+ Rs. 39 crore provided to Punjab Agro for Contract Farming. 

+ Rs. 10 per quintal bonus (1st instalment) on wheat and Rs. 20 per quintal drought relief on paddy disbursed. 
* Hs. 64 crore released to clear arrears of cane growers and Rs.97 crore for loan of sugar and spinning mills. 
* Rs. 213 crore arrears of levy rice released to millers. 





DEVOLUTION OF POWERS 

* Rs. 95 crores disbursed to Panchayati Raj Institutions. 

* Gram Panchayats to associate in the process of land record activitie 
SOCIAL SECURITY 

* Rs.75 crores disbursed to genuine old age pensioners. 

* Over 1 Lakh bogus old age pension claimants detected. 
SOCIAL WELFARE 

+ Rs. 20 crores earmarked to provide 10 marla plots to 8000 
houseless SC families. 





RURAL INFRASTRUCTURE 
* Rural water supply schemes worth Rs. 98 crores under construction. 
RURAL DEVELOPMENT 
* Consolidated Rural Development Programme launched for multi-faceted development of the village. 
* Rs. 177 crores earmarked during this year as against about Rs.50 crores provided during the last five years. 
* Rs. 20 crores released for providing 24 hour power supply to the villages in border belt. 








EDUCATION 

Sarv Sikhya Abiyan launched Rs.130 crores released. 

Rs.33 crores disbursed for scholarships and books to the scheduled caste students. 
Attendance scholarship for girl students. 

Private college teachers to get pension and gratuity. 

EMPLOYEES WELFARE 

Highest Dearness Allowance - 52 per cent. Rs. 104 crores released. 

INDUSTRY 

Inspector Raj curtailed. Self certification in 12 labour laws introduced. 

New industrial policy introduced. 





POWER SECTOR REFORMS 
* 30650 tube wells energized as against average of 11000 in past. 
* Rs. 950 crores provided for subsidy to poor scheduled caste households. 
* 5544 villages covered in the 24-hour supply scheme. 

IRRIGATION 
æ Judicious use of water resources. 
* SYL : Letter of complaint filed with GOI and civil suit in the Supreme Court. 
+ 8 low dams constructed. 59.5 KM canals constructed. 





INFRASTRUCTURE 

Roads and bridges costing Rs.261 crore nearing completion. 

Punjab Infrastructure and Regulation Act 2002 passed to encourage private participation. 
Widening and strengthening of Chandigarh-Ludhiana, Zirakpur-Patiala, Ropar-Nawanshahar- 
Phagwara, Khanna-Machhiwara-Nawanshahar, Jagraon-Nakodar highways 

projects accelerated. 

50 ROBs proposed. 

3 Super bus terminals (Jalandhar, Amritsar and Ludhiana) on BOT basis being assigned. 


ANIMAL HUSBANDRY 

First time in India, legislation for a modern, scientific animal recording system 
Punjab Herd Registration Ordinance to be promulgated shortly. 

1.25 lakh semen doses of proven bulls imported. 

State Animal Breeding Policy prepared. 


FINANCE 

Revenue receipts increased by Rs.540 crores in first nine months. Expected increase in fiscal 
2002-2003 : Rs. 750 crores. 

Non Plan expenditure reduced from 16%to 2%. 

Revenue deficit reduced by Rs.415 crores. Fiscal deficit reduced by Rs.1057 crores. 

Fast track disinvestment of five public sector companies in progress. 

User charges allowed to be ploughed back in public utility service. 











BPO BUZZ 


HIS is one missed opportu- 
nity that the Indian business 
process outsourcing (BPO) 
industry will rue. Over the 
last two-and-a-half years, 
the US-based $420-million global HR 
outsourcing major, Exult Inc., sized-up 
27 Indian BPO firms to partner it in In- 
dia. But none of them made the cut. So, 


Exult is setting up its 

own outfit here. So, will Exult even- 
"The BPO market EXULT INDIA tually move all its HRO 

in India is underdevel- operations to India? 


oped,” says Richard 
Jones, vice-president 


Missed 


Says Jones: "That will 
not happen. When you 


(international opera- handle projects on the 
tions - India & Europe). l scale that we do, run- 
“There is no HRO (HR e ning into several mil- 
outsourcing) expertise e lion dollars each (the 
here. The scale and biggest is Bank of 


complexity of work we do is high." Data 
protection laws for HRO, too, are string- 
ent. "Our technology partners (HCL and 
Hexaware) were good for IT work, but 
BPO is a different ball game,” he says. 

Exult will kick off its India operations 
in Mumbai on 14 May. Before venturing 
here, it also evaluated Mexico, Canada, 
Barbados, Dominican Republic and 
Eastern Europe. But India scored be- 
cause of the size of its labour pool. The 
sole glitch: Exult can service only 1-2 
language markets from India. 










E 


TRIBHUWAN SHARMA 


America’s $1.6-billion HRO business), 
you need to have multilocational facili- 
ties and be close to the client also.” 

That, says Jones, is the reason why 
Indian BPOs are unable to bag big or- 
ders. The 12-18 month contracts that In- 
dian BPOs bag also indicate that the 
market has along way to go. “They are at 
least six years short on contract signing. 
Indian BPOs will have to sell high-value 
work to survive,” he adds. As for Exult, it 
ishappy beinginIndiaonitsown. & 

SHELLEY SINGH 





Building a partnership 


VERYONE can earn from business process outsourcing (BPO). 
Even architects. Achal Kataria and Associates has entered into 
an interesting partnership with Kaplan Mclaughlin Diaz 
(KMD), the San-Francisco architecture firm, after a meeting with 
them in Mohali during a project bid for Fortis Hospitals. Only 
months later, Kataria set up MKK, a firm focused on 
healthcare practice and modelled on the lines of a BPO 
outfit. Today, MKK's Indian team of 20 and KMD's US 
à team of 16 jointly bid for projects in India and the 
US. KMD trained the Indian team for about six 
months on US architectural rules, regulations, 
documentation and filing procedures. Today, MKK 
starts work at 5:30 a.m. to catch briefs from San 
Francisco-based KMD. "We are not mere draughtsmen," 
says Achal Kataria, director. "When we submit a bid for 
a project anywhere in the world, there is no way you 
can differentiate whether the work was done in India 
or the US." 


Wi 
GINA SINGH 





Why 
embrace? 


| HY did India Life Hewitt 
W (ILH) recently acquire HR 
outsourcing firm Embrace? 
ILH has taken an 80% stake in the 
firm for an undisclosed amount. The 
reasons are plenty: 
W ILH has little potential for business 
in India as the market is saturated. 
Most of its 300-plus customers are 
MNC subsidiaries and few public and 
private firms outsource HR. 
W it could not expand abroad for al- 
most two years as it did not have a 
strong front end. Most companies 
prefer to work with local vendors, 
says managing director Manish Sab- 
harwal. Now it gets a local presence 
in three Asia-Pacific markets — Sin- 
gapore, Hong Kong and Malaysia — 
and hopes to move to 12 in a year. 
E No major global player, not even 
Exult Inc., has a foothold in the 
highly-lucrative, $100 million-200 
million Asia-Pacific region. 
W it gets a ready clientele. Embrace is 
a subsidiary of the $7-billion, Singa- 
pore government-owned Singapore 
Technologies, whose group compa- 
nies, including Singapore Airlines, 
outsource 10% of their work. ILH 
hopes that will increase. Embrace 
also has 40 customers, including mar- 
que names like Nokia and Acer, 
though it employs only 50 people. W 
MITU JAYASHANKAR 








ANNOUNCED - 
Bharti into BPO 


NCE a major client of BPO 

firms, private telecom major 
Bharti Enterprises now jumps onto 
the bandwagon. Along with US- 
based customer management solu- 
tions player TeleTech Holdings Inc., 
it sets up a Rs 100-crore, 50:50 joint 


| venture, TeleTech Services (India), 


| 
| 


to cover the “entire spectrum of 
BPO services”. With Sanjay Kapoor 
as president and CEO, TeleTech In- 
dia will start operations in Gurgaon 
in Q2 2003. E 
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4 colour 85 LPI 


BILT Royal. Because it takes 
a special paper to print 


up to 300 lines per inch. 


4 colour 300 LPI 


There are many things that go into printing the perfect picture. Smoothness of paper is one of them. 
BILT Royal, a respected name across the globe, lives up to this promise. A product of 502 quality tests, it 
delivers exceptional print fidelity and ink coverage. Available in matt and gloss, double coated BILT 
Royal is the answer to hi-speed and hi-resolution printing, perfect colour balance and registration. 


This ad. is printed on BILT Royal C2S coated paper (gloss), 170 GSM. For more details call 1600-3333-16 or visit us at www.biltpaper.com 


Roval 


ideas in p 


aper. 





4 colour printing 


BILT Royal. Because it takes 
a special paper to deliver 


superior printing effects. 


4 colour printing + aqueous varnish + spot UV 


There are many things that go into printing the perfect picture. Uniform coating of paper is one of them. 


BILT Royal, a respected name across the globe, lives up to this promise. A product of 502 quality tests, it 


delivers exceptional print fidelity and ink coverage. Available in matt and gloss, double coated BILT | 


Royal is the answer to hi-speed and hi-resolution printing, perfect colour balance and registration. 


This ad. is printed on BILT Royal C2S coated paper (gloss), 170 GSM. For more details call 1600-3333-16 or visit us at www.biltpaper.com. 
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. Dealers in 
arms: Saving 
on spares 


NDIAN automobile dealers are 
trying out a new way to get rid of 

their excess inventory. Last week, 
the Federation of Automobile Dealers 
Associations (Fada) set up its own 
business-to-business portal. In the 
past, India's automobile makers had 
set up an online B2B marketplace — 
and failed. Fada's Web initiative, 
developed by auto portal 
Indiacar.com, hopes to do better. 

The idea is simple — dealers 
typically carry a lot of inventory of 
spares, some of them slow or even 
non-moving spares. But the same may 
be needed by another dealer in ano- 
ther part of the country. The exchange 
will serve as a forum for dealers to 
trade such surplus. 

The idea came up after two Bajaj 
Auto dealers in Chennai and 
Chandigarh recently put together a 
list of their surplus inventory. It totted 
up to about Rs 20 lakh. Each dealer 
figured that the other had parts that 
he needed. The two swapped parts 
valued at about Rs 50,000, thus 
unlocking capital. 

The experiment led Fada president 
Ajit Kumar Chordia of Khivraj Motors 
(the Chennai dealer) to think of an 
online exchange for all dealers. About 
6,000 dealers are struggling with an 
estimated Rs 300 crore in unwanted 
inventory. It remains to be seen how 
much of that can be freed up. E 





The initiative could keep cars 
like this Premier on the road 








MARK MOBIUS 


Value IT 
firms 
like any 
other 


Days after Indian technology stocks 
fell from grace, emerging markets guru 
Mark Mobius, managing director, Tem- 
pleton Investments, believes there is now 
a lot of value in the Indian markets. 
Excerpts from an interview with 
Businessworld’s T. Surendar, 


W The rise in IT stocks had inflated stockmarket indices in the last few years. Now 
that tech P-Es (price to earnings ratio) are down, are the indices more 
representative of the overall market? 

There continues to be an obsession with tech stocks in India from the market and in- 
vestor perspective. Trading volumes, on the whole, are substantially higher for tech 
stocks compared to large companies in other sectors. With the correction in tech 
company stock prices, indices are more representative of the overall economy while 
continuing to reflect the positive contribution that tech companies have made and 
the possibilities that exist for the tech companies in the Indian economy. 


lil Does the slide of the indices warrant a rerating of the Indian market? 

Alot ofthe adjustment has already happened and investors are now beginning to re- 
alise the importance of valuing tech stocks like any other business. The overall In- 
dian market is now at levels where there is a lot of value to be noticed. 


@ Indian software services are beginning to look like commodity services — cost 
efficiency seems more important. Will tech firms cease to command a premium? 
Increasingly, investors will value companies based on the same valuation measures 
as other companies rather than abstract concepts such as eyeballs! Tech companies 
must learn to pay dividends rather than assume their right to retain cash for further 
investment and growth. Of course, we expect a portion of the earnings to be retained 
but a fair cash dividend must be paid out to shareholders. 





Bi Is there any opportunity to invest in Indian software firms now? 

Yes. The fact is they have to be valued like any other business and we have to be more 
discerning about individual prospects of these companies. India has now developed 
a good lead time in this industry and has learned a lot about providing quality soft- 
ware services at competitive rates so there is no reason why the industry should not 
continue to thrive. That does not mean there will not be competition from China 
and elsewhere. It will be important for Indian firms to upgrade quality and service. 


@ Where is the Indian software industry headed in the long term? 
The larger companies like Infosys, Wipro, Satyam, etc., seem to be globally competi- 
tive and command respect and attention from large corporate IT clients. The global 
market for IT services continues to be huge and will continue to exhibit growth. ... We 
would like to see larger Indian firms become ...multinationals. 

IT-enabled services are also at a nascent stage in India and have already seen sig- 
nificant interest from multinationals, which are interested in outsourcing various 
support functions to India. 
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GROWTH FORECASTS 


NIRANJAN RAJADHYAKSHA 


S the Indian economy fi- 

nally back on track? Going 

by a spate of growth fore- 

casts released over the last 

15 days, the answer is proba- 
bly yes. India's economy will grow 
at 6% in 2003-04, the Asian Develop- 
ment Bank (ADB) said last week when 
it released the latest edition of the 
Asian Development Outlook. The Re- 
serve Bank of India (RBI), the Confeder- 
ation of Indian Industry (CII) and the 
Credit Rating and Information Services 
India (Crisil) are talking of similar num- 
bers. All of them predict that the econ- 
omy will grow at over 6% during the cur- 
rent financial year (See 'Economic 
Growth Forecasts for 2003-04’). | 

Two other respected research houses | and the elephantine 6.5% growth —— 
— the National Council for Applied Eco- | ratethat we occasionally end up with. 
nomic Research (NCAER) in New Delhi The growth of the economy stalled 
and the Centre for Monitoring Indian | last year because the monsoons played 
Economy (CMIE) in Mumbai— are ex- | truant. Farm output fell by 3.1%. The 
pected to release their new forecasts | damage could not be undone despite 
later this week. Only the International | good news elsewhere — the growth of 
Monetary Fund (IMF) has been a bit cir- | the service sector was strong, the indus- 
cumspect — it has forecast a growth rate | try bounced back and export growth was 
of 5.1% in this calendar year. After an ex- | apleasant surprise. The scene is going to 
cruciating year (2002-03) in the slow | be pretty much the same this year as 
lane, the economy seems ready to regain | well, say economists. But with one 
some of its zip. But the celebrations will | happy twist in the tale — the monsoons 
have to wait till a few party-pooper ques- | will be better and there will be a smart 
tions are addressed. Whatisthis696-plus | recovery in farm output. Add it all up, 
growth really all about? Is it merelyare- | and you get the happy sum: a growth 
vival from the recent depths? Orisitthe | ratein excess of 6%. There are clear signs that the econ- 
first stage of a renewed growth thrust in But there is room for some long-term | omyislosing steam. From the 7% level 
the Indian economy? doubts. The higher growth we could see | seen in the mid-1990s, the growth rate of 

The government estimates that the | thisyearcould merely be becauseofare- | the economy has tapered off after 1998. 
economy grew at just 4.4% in FY2003 | vival in agricultural output, a recovery | Even the service sector — which has 
(though many economists now say the | from the drought. It is easy to workout | been a star performer — has seen its 
final figures will show a growth rate close | the numbers. Agricultural output will | growth rate fall from over 8% in the latter 
to 5%). The last quarter of the previous | have to grow at about 4% for it to reach | half of the 1990s to 7.1% in FY2003. So 
financial year was pure embarrassment | the level seen in FY2002. That alone will | the industrial recovery will have to sus- 
— the economy grew at asnail-like pace | add an extra 1% to the growth in gross | tain itself over the next few years if the 
of 2.6%, the lowest rate in a decade. Itisa | domestic product (GDP). But such | economy has to get back to the 6.5% 
far cry from the ‘Asian Tigerish’ 8% | growth cannot be repeated year after | growth rate ofthe 1990s. 
growth that the government dreams of | year. Hence, the current revival could But there is a wild card as well: soft- 
| ware and IT-enabled services (ITES). 

These two have achieved critical mass. 

The growth forecasts for the economy are They account for over 3% ofthe GDP and 
are growing at 30% a year. So they add 


upbeat, but it may be too early to celebrate ^ | more than i% to the GDP growth every 


year. And remember — the contribution 


of software and ITES to GDP will grow 

* every year as they continue to outper- 

form the rest of the economy. Nasscom 

says that these two sectors will account 

for 896 of the GDP by 2008. Even a 20% 

T i growth rate then will add 1.6% to GDP 


growth. This will make it easier for the 
entire economy to grow at 6.5%. 
" And that's a fact that the pessimists 
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NER gets top rating at internationally accredited lab. POWER, the petrol with special additives from Hindustan 
roleum, was recently tested at an internationally accredited lab in Germany. It was concluded that usage of POWER 
uces intake valve deposits in an engine to 3 mg/valve. By international standards any petrol that reduces 
iosits to less than 10 mg/valve, is considered a top performance petrol. No wonder POWER results in a healthier and 
iner engine, more mileage, easier acceleration and less emissions. No wonder, it has received a tremendous response 


n the consumers. Get a tankful of POWER. It costs just marginally extra. But it saves you a lot in the long run. 
VER is available at select Club HP outlets in Mumbai, Delhi, Kolkata, Chennai, Bangalore, Hyderabad, Ahmedabad, Pune and over 40 other cities. 


Fill your tank with energy boosters. 
Get a healthy mileage. 





Cer 


PETROL WITH ENERGY BOOSTERS 
Healthier engine. Better performance. 
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POLITICS VIJAY MALLYA 


ARATI R. JERATH beeline for the House of Elders in search | becoming Karnatakas next chief minis- 
| of one more achievement to add to their | ter and then bagging a bigger role for 
VERY couple of decades, there | curriculum vitae. The difference is that | himselfat the Centre. 

emerges an industrialist with big | within a year of joining the Rajya Sabha, Mallya is an unlikely candidate for 

time political ambitions. There | Mallyahas plunged into active politics. | Third Front politics. But he has got a 

was Rama Krishna Dalmia, who | With a gumption few businessmen | window of opportunity because the im- 

fell foul of Nehru because he | would dare show, he has challenged a | petus for the revival of the Front lies in 

dreamt of becoming India's first finance | stalwart like former prime minister H.D. | the reunification of the Janata fragments 

minister. Then came Viren Shah, scion | Deve Gowda and launched a parallel ef- | in his home state, Karnataka. A united 

of Mukand Iron and Steel, who changed | fortto reunite the splintered Janata pari- | Janata parivar poses the only serious 

parties three times and ended up as gov- | var under the farmer and the plough | threat to the present Congress govern- 

ernor of West Bengal. Thelatesttojoin | symbolofthe mother organisation, the | ment of chief minister S.M. Krishna, 

the list is Vijay Mallya, chairman ofthe | Janata Party. (He recently joined the | who has managed to reduce his other ri- 
multi-crore UB group and, at present, a | Janata Party, which is headed by Subra- | val, the BJP to whimpering irrelevance. 

member of the Rajya Sabha. maniam Swamy, as its working presi- And with elections to the state as- 

Mallya would have been dismissed | dent.) Although Mallya denies it, politi- | sembly and the Lok Sabha due around 

as one of the many moneybags makinga | cal circles believe that he dreams of | this time next year, aunified Janata Party 

in Karnataka could very well pave the 


The liquor baron may want to become the way for the creation of a national alter- 


native to the Congress and the BJP at the 

: owt Centre. In other words, the Third Front 

next chief minister of Karnataka ETARA DI dep pre 
sent, in alliance either with the BJP or 


the Congress, or as independents — is 
hoping to be back in business in the 14th 
Lok Sabha. 

It is ironic that in the very state where 
they hope to kick off the unity move, the 


claimants to the Janata legacy remain at 


loggerheads, Mallya is duplicating the 
efforts of Deve Gowda, who has drawn 
up a blueprint to energise the anti-Con- 
gress forces in Karnataka and forge an al- 
a liance between the Vokkaligas, the Lin- 


gayats, the Koralias and the Muslims. 
Over the next several months, both will 
beon frenetic tours ofthe state, each try- 
ing to grab a mass following to stake 
claim to being the real McCoy. 
Mallya insists he has the 
blessings and backing of 
Deve Gowdas bitter ri- 
val, Ramakrishna 
Hegde. "He gave me 
the go ahead and I 
have proceeded. 1 
know what I am do- 
ing. I am pursuing 
an agreed path and 
those who want to 
come along are 
most welcome,” 
Mallya says. 
He is also con- 
vinced that despite his 
complete lack of politi- 
cal experience, he is 
equal to the task. Mallya's 
approach borrows heavily 
from the tactics he would em- 
ploy in a business takeover. 
Mallya says: "I am offering all 
party workers in Karnataka 
the option of joining the 
Janata Party of which I am 
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VIJAY MALLYA 





IN CONVERSATION 


“Pye Proven M 
Critics Wrong’ 


Vijay Mallya talks of his efforts to re- 
unite the splintered Janata parivar. 


W You were vice-president of the 
Janata Dal (United), of the All India 
Janata Dal (AlJD), and are now wor- 
king president of the Janata Party. 
Why so many changes in a year? 
After 20 years as chairman of the UB 
group, I thought I should do some- 
thing for my state (Karnataka) and 
my country. I have been discussing 
this with Ramakrishna Hegde, who 
has been a father figure to me since 
my father died. With his support and 
guidance, I was elected to the Rajya 
Sabha in 2002. He entrusted me with 
the task of uniting the Janata parivar 


in Karnataka.... I tried my... best for | 


one year and went through... a roller- 
coaster ride. In the process, I learned 
a lot about agendas and the personal 
ambitions of several leaders. 

The AIJD was formed on a sug- 
gestion from S.R. Bommai, who felt 
all the factions should get together 
under a new party. I suggested... we 
should... get back the symbol of the 
Janata Party, which was the mother 
party of all Janata Dal factions. The 
farmer and plough symbol... is still 
remembered... by the people. I 
(suggested)... this as I believed the 
formation of the AJD would be chal- 


lenged which is precisely what hap- | 
| IM Some say you have a secret 
, understanding with S.M. Krishna to 


pened. When we tried to register the 
AIJD with the Election Commission, 
Sharad Yadav and Deve Gowda cre- 
ated roadblocks. As a result, the AIJD 
is still an unregistered body and I de- 
cided to join the Janata Party. 


W What do you hope to achieve by 
joining Subramaniam Swamy, who is 
a political outcast today? 


I did it essentially to get the name of | 


the party and the identity of the 
farmer and plough symbol. The 
move was blessed by both Hegde and 
Bommai. | had to persuade Hegde to 
patch up his long-standing differ- 
ences with Swamy, but finally he 
blessed my efforts to bring the Janata 


| 














| the Janata Party umbrella. 


| I have no ambitions at the 
state level. 





parivar together under 


W This is seen as a way of 
fulfillin your ambition to 
be chief minister. 


W Do you have national ambitions? 
You cannot jump to conclusions. 


iB Why should a successful 
industrialist like you join politics if 
not for personal ambition? 

Look, people accused me of using 
money power and said industrialists 
want to buy their way into Parlia- 
ment. I've proven them wrong by get- 
ting active, politically. Iam not look- 
ing for stature or money. I have 
enough of both. My intentions were 
real politics and service to the people. 


@ Are you not considered someone 
who came in because of his money? 
One Janata Dal leader told me that I 
don't have the necessary qualifica- 
tions for politics as I haven't been to 
jail. Is that what is needed to be a suc- 
cessful politician? I have run a busi- 
ness for 20 years and contributed 
Rs 100,000 crore to the country's rev- 
enue. Should this be discounted? 


prevent the Janata parivar from 
coming together so that the 
Congress can win the next elections. 


| These are allegations by people... 


standing in the way of a merger. Kr- 
ishna is my samdhi and... chief min- 
ister.... But we dont talk politics. 


@ Are you in touch with Dewe 
Gowda? Without him, how can there 
be a merger of Janata Dal factions? 
I have not talked to him. Right now, I 
am focusing on my priorities. After 


| all, Lam trying to build something 


from scratch. When the time comes, 
we will meet and talk. n 





national working president. In effect, I 
am the CEO." 

Mallya did an extensive survey 
through the Indian Market Research Bu- 
reau (IMRB) to calculate the value of the 
Janata Party symbol of the farmer and 
the plough. He also commissioned a no- 
holds-barred survey to gauge his politi- 
cal acceptability with the people. It 
sought responses on his liquor business, 
his stud farm, his immense wealth, his 
lifestyle,... the works. It was only after the 
IMRB’s thumbs-up signal that he took 
the plunge and prepared for his new av- 
taar. His first step: installing a supercom- 
puter in his office in Bangalore with data 
on every election in Karnataka for the 
past 20 years. 

However, politics is not business and 
Mallya may find that it is easier to take 
over acompany than a political party. He 
ran into rough weather during his brief 
stints as senior vice-president, first in 
Sharad Yadav’s Janata Dal (United) and 
then the newly-formed All India Janata 
Dal. Despite his willingness to bankroll 
both parties, he was unable to gain ac- 
ceptability among leaders disdainful of 
political illiterates and novices. He may 
find it equally difficult to win grassroots 
support. Smart management tech- 
niques may not have suggestions for 
building a mass-based party. He is also 
handicapped by the fact that he has de- 
cided to join hands with Subramaniam 
Swamy, who has succeeded in turning 
himself into a political outcast by alien- 
ating virtually every important leader. 

Many believe that Mallya is hoping 
to rope in former prime minister Chan- 
dra Shekhar as the new president of the 
Janata Party to give it the respectability 
that it lacks today. But the liquor baron's 
bitter experiences with politics so far are 
only a sample of what is in store for him 
as he pursues his new passion. "m 
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T will finally happen. On 29 May, 
Indias first Internet exchange, the 
National Internet Exchange of In- 
dia (Nixi), will go live. Today, India 
Wi is probably the only country in the 
«^ world that still does not have such an ex- 

` change. Even countries like Nepal and 

" Mozambique, which are considered to 
be much lower than India on the devel- 
opment scale, have them. 

So what exactly are Internet ex- 
changes? Well, essentially, they are what 
Internet service providers (ISPs) use to 
connect to one another. 

So, in the absence of such an ex- 
change, how have ISPs in India been do- 


=. ing so? At present, if an individual sub- 
<: scribing to, say, Mantraonline, sends an 


email to, say, a Sify subscriber, there are 


-~ two routes which the email could take. 


One, the email could be sent to the US 
«. through Mantras international leased 
“line and through the Net exchange there 
get rerouted to the Sify subscriber 
through Sify's leased line. Alterna- 
tively, this interconnection could be 
through an operator like Videsh 
Sanchar Nigam (VSNL). The service 
that VSNL or the US connector pro- 
vides is a 'transit service. 
Another way of routing the 
email is directly from the Mantra- 


- India will finally have its own Internet 
exchange. About time too! 
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online server to that of Sify. That would 


= bethe cheapest option, but for it to work 


the ISPs must have an interconnect 
agreement. Extrapolating that situation, 
for free flow of information, each ISP 


must have interconnect arrangements 


with ail the others! That is going to be 
justtoo cumbersome. 

So, today, the Indian ISP industry 
routes a big part of the domestic traffic 
through international channels, taking 
up international bandwidth and rais- 
ing costs. With Nixi connecting ISP ser- 


: vers through its own ones in Mumbai, 


Delhi, Kolkata and Chennai, that would 
largely stop. Also, as Nixi will be a neu- 
tral, non-profit body, its cost-plus 
charges would be far less than that of 
transit service providers. 

Today, an ISP connecting to VSNL 
within Mumbai needs to pay local loop 
charges of about Rs 2 lakh a year to 
MTNL and Rs 11 lakh a year to VSNL for 
connecting to the Internet port. Now if 
Nixi does the domestic routing, then the 


: ISP’s need of the transit service provider 
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will be reduced to that extent. And as 

Nixi's charges will be far lower than 

that of any transit service provider 

(about Rs 1.5 lakh a year), the savings 

can be huge. The Internet Service 

Providers Association of India's (ISPAD) 

director Amitabh Singhal argues: “It 
will be more than economical. It will 
have a multiplier effect by encouraging 
locations of content banks in India." 

If the benefits are so huge, why did it 
take so long for the Nixi to be set up? 
There have been a few aborted attempts 
so far. About three years ago one fizzled 
out over questions of neutrality of a 
larger player hosting the exchange. Then 
in 2001, a US-based trading solutions 
company called Band-X had attempted 
to form such an Internet exchange com- 
pany. But once again this fizzled out on 
issues of who would fund it. 

What's made the difference this time 

around? A few individuals really. Take 
for instance, Ashok Jhunjhunwala 
professor at the Indian Institute of 

Technology-Madras, who has 
made it his mission to make 

communication cheap. Last 
year, the Department of Infor- 
mation Technology (DoIT) 
formed a committee under 
the chairmanship of Jhun- 
jhunwala for setting up the 
exchange. He is also on the 
boards of VSNL and Bharat 
Sanchar Nigam, and their in- 
volvement was vital for getting 
the exchange off the ground. IS- 
PAI’s Singhal, too, did his share of 
lobbying with DoIT. 

Now DoIT has committed an initial 
Rs 4.25 crore for setting up the exchange 
and operating it for a year. After that, the 

exchange is expected to be self-suffi- 
cient. Also, DoIT has allowed the ex- 
change to be housed in the Software In- 
formation Technology Parks. Ten key 
ISPs have said they will back it. Its real 
worth, however, will be proved when it 
goes live. u 
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The ICFAI University has designed and developed the DBF Program for the benefit of non-finance executives. 
who are keen to get insights into basics of business finance and related areas. 
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RAJEEV DUBEY 





OUR months 

ago, Hyundai 

Motor India 

(HMD executive 

director J.B. Lee 

wrote to his 7 

suppliers urging 

them to add a new clause on ‘prod- 

uct liability' in the supplier agree- 

.. ment. The clause would make sup- 

. pliers liable for any product recalls 

. that Hyundai might have to make 
anywhere in the world as a result of 
a faulty component supplied by 
them. HMI is about to become par- 
ent Hyundai Motor Corporation 
(HMC) global small car hub. Thi 

. year, HMC will source 25,000 

. Santros from HMIS5 plant at Irrun- 

gattukottai, near Chennai. By 2010, 
HMI will be supplying 0.5 millio 
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-Sona Koyo Steering, New Delhi 
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Sole source for 3 lakh units of camshafts for the 1.4 and 1.6 litre 


Lynx engines (Rs 8.4 crore) 
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: Discussing to outsource | million manual steering currently sourced from Thailand and Malaysia * 
‘Sole source of 244 lakh units of camshafts for two-wheelers (Rs 4 crore) — Bm 
P 60% of its requirement of magnetics for cellphones (over Rs 20 crore) 













HP tractors for sa 
0,7 million AC compressors; 2.5 lakh compressor pump kits and toolroam facilities by the end of 





ta new SUV for 7 countries worldwide * 


1 million cable assemblies for a French customer; 15 products transferred to india (Rs 190 crore) 


















Sole supplier of chassis casting parts and gear box parts to parent (Rs SO crore) — 






e 


er 











MAGAZINE OF THE NEW ECONOMY BUSINESSWORLD L2 MAY 2003 








COVER STORY MANUFACTURING 


x 


KU. Subbiah, 
managing director 


"Within the Tyco world, SUA 


our strategy to project 
India as a one-stop shop 
for low-cost design, 
engineering, tooling and 
manufacturing is 
delivering results” 


Hyundai 
Motor India 
1st 


outsourcing 
contract: 


1999 
Outsourcing 
as 96 of 
sales: 20% 
in 2003 
Supplies to: 
Indonesia, 


Hyundai Motor 
India will be the 
most competitive 
for small cars. So 
HMI will be our 
small car hub" 


"HR. 
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cars to HMC. (To get a perspective on that figure, 





consider that all of 0.7 million cars/SUVs sellin In- | 


dia today.) As a lot of these cars supplied to HMC 
will sell in Europe and South Korea, any product re- 
call due to faulty parts could cost HMC millions of 
dollars. The letter was a subtle reminder to 
Hyundai's suppliers of the dangers involved in pro- 


ducing products for global markets. While HMI's | 
suppliers have complied with Lee's request, the | 


company is going a step forward — it is running a 
‘100 PPM’ (defects less than 100 parts per million) 


quality campaign with its vendors to ensure that 


nothing untoward actually happens. 


Welcome to a whole new world of Manufactured | 


Products Outsourcing from India. 


On the one hand, it is a multi-billion dollar op- | 


portunity. On the other, this path is fraught with 
danger. It can make or break a company. According 
to Confederation of Indian Industry (CII) estimates, 
the manufactured products outsourcing opportu- 


nity for India could be as big as $10 billion (Rs 50,000 | 
crore) by 2007, and $50 billion-60 billion by 2015. _ 


(Currently, India's total exports are $50 billion.) In 
the last few years, outsourcing from India has been 
growing at around $1 billion annually. An estimated 





$5 billion worth of engineering goods, auto 
and auto components, medical equip- 
ment, bulk drugs and textiles are outsou- 
rced from India. At least half of the $5 bil- 
lion has been tied up in the last 36 months. 

But before we get on with the story, 
what exactly is manufacturing outsourc- 
ing? How does it differ from plain exports? 
And, why should we get excited about it? 

Outsourcing essentially embraces any 
work done or goods produced specifically 
for an original equipment manufacturer 
(OEM), which the OEM sells as its own 
product. It could be a fully-assembled 
product (Santros manufactured by HMI for 
HMC), or a part (plastic bezels sold by Tata 
Auto Plastics to Ford for its Ford Focus cars 
in Europe). When a company becomes an 
outsourcing partner, it becomes an integral 
part of the OEM's global value chain. In 
contrast, plain-vanilla exports involve selling 
mostly in the after market. 

Outsourcing provides a more immediate and 
bigger opportunity than normal exports for a sim- 
ple reason. The OEM market, while difficult to break 
into, is far more stable than the after-market. It of- 
fers longer-term contracts and doesn't need huge 
marketing spends to build a brand. In fact, due to 
cost pressures, OEMs in the developed world are in- 
creasingly looking at offshore bases and partners. 
Earlier, most multinationals flocked to China, but in 
the last three years, a few have made cautious forays 
into India (See ‘The India Story So Far’). 

But getting outsourcing contracts is not easy. It 
involves tackling issues like quality, cost and infra- 
structure. And those are the easy ones. It also re- 
quires accepting financial risk far beyond anything 
that Indian manufacturers have been used to. Fi- 
nally, it requires a major mindset shift. The few In- 
dian manufacturers who are exploring the opportu- 
nity try to find the right balance between the 
dangers posed in supplying to global giants and the 
opportunity. But in their struggle, perhaps, lies the 
answer to the all-important question: can India be- 
come à sizeable global hub for manufactured prod- 
ucts outsourcing? Or, will the encouraging 
trend that we have tried to outline with the 
five case studies that follow this story die a 
frustrated death? To find the answer to 
these questions, we must ask another few. 


Do We Match 0n Manufacturing Cost? 


Last year, Bosch of Germany made 600 en- 
quiries through its representatives in Ban- 
galore to source components. Only four In- 
dian suppliers (one of them the Chennai- 
based Super Auto Forge, which is a sourc- 
ingbase for primary and secondary pistons 
worth $6 million annually) capitalised on 
the opportunity. The rest did not meet the 
basic criteria — the mindset required to 
lower costs year after year. 

MNCs looking at India as a low-cost 
base find the going tough. Not because 
production costs in India are high but be- 
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cause suppliers lack the right mindset. Most MNCs | 
look at suppliers who can consistently lower prices 


by 3-5% annually. But most Indian manufacturers 
do not see the need for this. Protected by nearly four 
decades of high tariff barriers, most Indian corpo- 
rates are out of sync with the global norms. They ar- 


gue thatthe costs they quote are low anyway, so why 

should they cut them further every year? Says | 
Volvo's general manager for vendor development | 
Emmanuel Jupet: “We meet the suppliers. But when | 
they don't... (agree to reduce prices) even after a | 


couple of meetings, we phase them out." 

So, can India match global demands of costing? 

Though India doesn't have a universal cost ad- 
vantage like China, it does have a clear edge in engi- 
neering and engine components — including forg- 
ings and castings. Ford India managing director 
David Friedman says: “I’m amazed at the kind of en- 
gines and the number of engines that are made in 
India." Ironically, this expertise is a result of nearly 
four decades of the Nehruvian theory of 'self-re- 
liance, coupled with the huge influx of Indo-Japan- 
ese collaborations in two-wheelers, cars 
and LCVs in the early 1980s. 

CII deputy director-general Dilip 
Chenoy, who also heads the chambers ini- 
tiative on outsourcing, believes that pro- 
moting India as a sourcing base for engi- 
neering products, particularly automotive 
products, is the right strategy. In terms of 
volumes, India is the world's largest tractor 
and three-wheeler market and the world's 
second-largest two-wheeler market. 
Hence, such a thrust will not only boost 
production, but will also encourage the 
rise of world-class component makers. 
Consider this: the global auto components 
market is worth $750 billion. Indian auto 
component manufacturers are competi- 
tive in over 50% of the components, if only 
costs are considered. Yet, our total auto 
components exports, growing at 17% per 
annum, will only be $1 billion by 2003-04 
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— quality, consistency and costs being the major | 


handicaps. 

Why should cost be a handicap? Because mar- 
ginal cost benefits do not attract contracts. Volvo, 
for instance, believes that the risk it takes in migrat- 


ing to a new supplier is not worth the effort unless | 
the cost benefits are significant — over 10-15%. For | 


all the products that it outsources from India, Volvo 


enjoys a 20-4096 price differential on thelanded cost 


in Europe and North America. Even Tyco Electron- 
ics Corporation India commits at least 20-3076 cost 





takeout to its parent Tyco. The managing director of | 
Paris-based consulting firm XY Europe, Charles | 


Wilhelm, believes that India has a fair chance in 
products where the labour cost in the West is more 
than 35% of the product cost. 


One such area is chemical engineering. While | 
countries like China and Taiwan have swept the | 
market for bulk chemicals (those that go into inks, | 


paints and agro-chemicals), given India’s penchant 
for reverse-engineering drugs, the country can bet 
heavily on speciality chemicals, especially pharma- 
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ceutical products manufacturing — bulk drugs, ac- 
tive pharma ingredients and chemical synthesis. 
India has 62 US Food and Drug Administration-ap- 
proved plants, while China has just 22 and Taiwan, 
nine. (See the case study on Shasun Chemicals.) 

Material costs and labour are equally critical in 
fast-moving consumer goods. This sector is largely 
untapped, but a few firms are making a beginning. 
Procter & Gamble (P&G) sources its entire Asian 
(barring China) requirement of Vicks Vaporub from 
P&G India. Cadbury plans to make India the sole 
sourcing base for its low-cost chocolate Chocki. 
Hindustan Lever (HLL) chairman M.S. Banga wants 
to make HLL the sourcing hub for Unilever. 

If India can pull its weight around the mechani- 
cal, chemical engineering and FMCG sectors, a sev- 
eral-hundred-billion-dollar opportunity awaits it. 


How Best Can We Leverage Our Strengths? 


Mechanical engineering is India's strength. Can this 
be leveraged to take advantage of the new trend of 
MNCs setting up their toolrooms in India? Though 


Taiwan and Korea are favoured centres, some basic 
ingredients make India a viable option. 

Typically, toolrooms take a product concept and 
design and engineer high-precision tools/moulds 
for the product before passing them over to the 
manufacturing plants. A toolroom integrated with a 
manufacturing plant enhances speed to market. 
Bharat Forge engineers a new product in 3-4 weeks 
(6-12 weeks for rivals) due to its integrated tool- 
room. Thus, manufacturers can tap into a new 
product very early in its cycle. So tooling can be 
leveraged to bag manufacturing contracts. 

Interestingly, today, only manufacturing com- 
panies with toolroom expertise are able to remain 
Tier I suppliers to global OEMs. Those without a 
toolroom are getting shunted to Tier II or Tier III. 

That's why Tyco Electronics India is promoting 
itself as a one-stop shop in the Tyco world. Its Kochi 
toolshop is one of Tyco International's five global 
‘strategic toolshops. Around 20% of Tyco Interna- 
tional's toolshop business is to be sourced from 
here. Tyco has already migrated 15 product families 
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Outsourcing 
as % of 
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Mexico, 
Brazil, 
China 


David Friedman, 
managing director 
“Ford worldwide is 
increasingly integrating 
India in its composition 
set. There wasn’t enough 
pressure earlier to 
overcome inefficiences. 
Now, everyday, the 
highways and ports are 
(getting) a little better” 





of wiring harnesses and connectors to India. In con- 
trast, the design and tooling for its China facility is 
done, not in China, but in Japan. 

Similarly, a toolroom being built by Tecumseh 
Products India at Ballabhgarh (near Delhi) will be 
the sole tool sourcing facility for many products in 
Tecumsehs US operations. 

Why should India fancy its chances in toolmak- 
ing? One, we have good mechanical engineering 
skills. Two, design and development is a vital ele- 
ment of toolrooms — India’s software skills can be 
of use here. And three, the cost of doing these in In- 
dia is 10-15% lower than in Taiwan and Korea. 


Can We Deliver Unquestionable Quality? 


International buyers are finicky about quality. 
Japans Fujitsu told American Power Conversion In- 
dia (APC India) that the screws inside the UPS it 


supplies rest at an angle of 15 degrees, when they 
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should be straight. A screw is not the most critical of 


a UPS’ 100-odd components. But APC India asked 
its vendor to redesign them. The fact that an expert 
— the screw supplier — didnt get it right the first 
time worries those who come to India to outsource. 

Five years ago, the greatest nightmare for MNCs 
was the inability of Indian suppliers to produce 
consistent quality. Says Mico’s division manager 
(purchase - direct materials) J. Manohar: "While the 
samples always met the quality standards, the sup- 
plies would almost always be inconsistent." Those 
who embraced the quality movement that swept In- 
dia in the 1990s have overcome some of the consis- 
tency problems, only to realise that the bar keeps 
getting raised — defects are now counted in PPM 
(as opposed to parts per thousand earlier)! 





MNCs have had to work hard with suppliers to 
get flawless quality. Last year, when Ford chose Tata 
Auto Plastic Systems (TAPS) to supply bezels (the 
plastic cover on the inner side of a door) for Ford Fo- 
cus, it found TAPS to be 2096 more competitive on 
costs. But despite TAPS' internal quality systems, in- 
cluding an ISO certification, TAPS had to engineer a 
system capable of delivering zero PPM. 

Similarly, at the Gurgaon-based Sona Koyo 
Steering, one of the first conditions that partner 
Koyo laid was the implementation of the Toyota 
Production System (TPS). As Sona group chairman 
Surinder Kapur implemented TPS, Sona Koyos cus- 
tomer returns of new products came down to nil by 
April 2002 from the 1,125 in 2001. In-house rejec- 
tions also dropped dramatically. Sona Koyo is cur- 
rently discussing a multi-million dollar order with 
Koyo on sourcing manual steering systems. 

Most contracts are limited to just a few million 
dollars initially as suppliers still do not get it right 
the first time. So how can we tackle quality? TPM 
(total product management) and TOM (total qual- 
ity management) are the most used quality assur- 
ance techniques, but certain organisations try other 
ways. Tyco Electronics has a defined certification 
process for plant operators. Each time a new prod- 
uct line is introduced, an operator has to secure at 
least 7096 marks in his two-round evaluation. 

The best way to tackle quality is to first supply to 
Indian subsidiaries of MNCs and move up the qual- 
ity chain, before bidding for global business. Of the 
14 TierI suppliers that Toyota chose for its 1.68-lakh 
units-per-annum, transmission sourcing project 
being set up at Bangalore for seven global markets, 
it has chosen 12 existing suppliers of the Qualis. 


Can We Deliver On Time? 


When Ford chose TAPS to supply bezels for the Ford 
Focus in Europe, it was switching its entire need of 
10,000 units of bezels per day to TAPS. So it had to 
ensure that the Focus assembly line would get the 
right quantity at the right time. TAPS worked on var- 
ious scenarios to arrive at the correct inventory level 
for the two European warehouses that would sup- 
ply to Focus. Finally, it opted for four weeks of in- 
ventory when it needed two. Like TAPS, most Indian 
firms maintain higher inventories than they should. 
As buyers may not agree immediately to lesser 
inventories at the suppliers' warehouse, the latter 
can, at least, reduce the transit time with some mi- 
cro-management. When Ford India shipped its first 
lot of Ikons to Mexico, it took 55 days to deliver. To- 
day, it takes 49. Ford realised there was a 3-4 day gap 
from the time the ship reached Singapore from In- 
dia to the time it left Singapore for Mexico. By coor- 
dinating better, Ford managed to save crucial days. 
MNCs not only keep track of the logistics of 
sourcing from Tier I suppliers, but also from Tier II 
and Tier III suppliers. When Volvo does a logistics 
audit, it asks for a forecast from both its own and the 
Tier II supplier. Volvo finds there is often a fre- 
quency mismatch between Tier I and Tier II suppli- 
ers, hence it recommends keeping safety stocks. It 
could be a while before Indian firms get labelled as 
reliable suppliers. Satish PS., Bosch's divisional 
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manager (international purchase), says: "They 
(customers) know for sure India will be cheaper 
compared to their current source. Their fear is the 
logistics and reliability of the supply." Most Indians 
have made huge improvements in this, often at the 
cost of maintaining higher inventories. A cost they 
can hardly afford. So, the challenge is to minimise 
inventory costs without jeopardising reliability. 


Can We Protect Intellectual Property? 


Concern about intellectual property (IP) protection 
is a major deterrent for MNCs looking at outsourc- 
ing manufacturing. The anxiety is low when the 
source is its own subsidiary, but high when it comes 
to dealing with independent vendors. 

The Bangalore-based Rs 56-crore Hical Magnet- 
ics — a 10096 export-oriented unit (EOU) manufac- 
turing magnetic components for such fierce com- 
petitors as Nokia, Siemens, Ericsson and Thomson 
— seems to be overcoming the fears of its suppliers 
quite successfully. Hical has an IP protection system 
that codes the customer and the process. 

But this is not the only guarantee that MNCs ex- 
pect. Most buyers also insist on an IP protection 
agreement that lays down very strict clauses on pil- 
ferage of IP and, sometimes, even on independent 
manufacturing and assembling facilities. Hindus- 
tan Motors, whose engine and gear box plant at In- 
dore is a sourcing base for four kinds of engine fam- 
ilies (Ambassador's Isuzu, Ford Ikon, Mitsubishi 
Lancer and GM's yet-to-be-launched car), has en- 
closed assembly and testing facilities for each. 

The IP issue is especially important for the phar- 
maceutical MNCs. Shasun Chemicals is one com- 
pany that has persuaded four large MNCs, includ- 
ing Eli Lilly and Pfizer, to entrust custom synthesis 
of their yet-to-be launched molecules to it. How did 
it do this? The company says it proved to the MNCs 
that it can disintegrate sensitive projects into multi- 
ple sub-projects and keep them apart. This ensures 
that even when a sub-project is leaked, no one can 
put together the full molecule. After all, a slip-up 
here can cost the company very dearly. 

Interestingly, in comparison with China, IP pro- 
tection is actually considered India's strength. 
MNCs believe an elaborate legal structure here is 
the right umbrella under which they can pass on 
their IP to an Indian vendor. "India has all the ingre- 
dients — respect for patents, rule of law and educa- 
tion. China does not have all that," says US-based 
Tecumseh Products Company president Todd Her- 
rick. The Chinese legal system does not allow suits 
against the Communist Party or any of its members. 


Can We Make The ‘Made In India’ Tag Respectable? 


Last year, Anand lyer, the country general man- 
ager of American Power Conversion (APC) got a 
rude shock when he made a business call to APC's 
distributor in Sri Lanka. "I'm not sure if products 
made in India will be accepted here," said the Sri 
Lankan distributor. Iyer was coping with a familiar 
problem. Only, this was in a country that can't boast 
much ofits own manufacturing quality. 

Getting past that image will be tough. HMI's ex- 
ecutive director B.G. Lee had a similar experience 
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while appointing European distributors for 
the 'Made in India' Santro. "They wanted a 
10-15% discount on the cars,” says Lee. He 
invited the distributors to the Indian plant 
to convince them of the quality. 

It has been a hard toil for domestic com- 
panies to convince foreign buyers to con- 
sider them as a supplier. In 1999, when Hical 
Magnetics went to Nokia to supply magnet- 
ics, Nokia wouldn't consider buying from it, 
or India, for that matter. Their approved 
vendors were TDK of Japan and Eldor of 
Italy. "They said we were too small," says Hi- 
cal's managing director Shashikiran Mullur. 
It took five months of agonising wait before 
a Nokia representative landed at Hical's 
manufacturing plant in Bangalore. Nokia 
today outsources 60% of its magnetics require- 
ments (over 30% of Hical's revenues) from Hical. 
TDK and Eldor have ceased to be Nokia's suppliers. 

The ‘seeing is believing’ philosophy holds true 
even for MNC subsidiaries. Says Volvo's Jupet: “It is 
not easy to convince people in Europe and North 
America that they can find good quality in India. It 
requires a lot of communication." It took Jupet 
nearly four months to get people from his head- 
quarters to check them out. When they did, Volvo 
increased its outsourcing from India 10-fold — 
from $10 million today to nearly $100 million by 
2005-06. While it currently sources castings, forg- 
ings and gearbox components, Volvo plans to add 
brakes, suspension, injection moulded parts, shock 
absorbers and rubber components. 

In late 2002, Fiat organised a visit of 14 of its 180 
suppliers in India to its headquarters in Italy to ex- 
plain what they can supply and at what costs. The 
result: enquiries for vehicles that are not manufac- 
tured in India — the Punto, Lancia and Alfa Romeo. 

Till such time as Indian manufacturing gains ac- 
ceptance globally, suppliers here have no option 
but to pursue the ‘seeing is believing’ approach in 
the hope that the word spreads fast enough. 
































Tapping International Purchase Offices 


Multinationals setting up international pur- 
chase offices (IPO) in India provide the biggest im- 
petus to the outsourcing movement. Volvo (Banga- 
lore), DaimlerChrysler (Bangalore), Caterpillar 
(Chennai), Cummins (Pune) and Ford 
(Chennai) are among the dozen-odd IPOs 
that have been set up over the last two or 
three years. Most of them source products 
worth $5 million-20 million from India an- 
nually. In cases like Hyundai and Ford, 10096 
subsidiaries act as the representative pur- 
chase office in India, while the $13.1-billion 
Tyco Electronics has a strategic sourcing 
team at Whitefield, Bangalore. 

Purchase offices work as internal con- 
sultancy firms, getting paid not only for 
choosing a supplier, but also for ensuring 
consistent, world-class quality. Bosch's IPO 
in Bangalore is paid ‘handling charges’ by 
Bosch affiliates that use its services. 

IPOs are speeding up things for Indian 
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in a recent study, 
Development Bank identified 10 
ways by which a company could 
enter the global value chain. The 

indian firms getting into outsourcing 

figure in several of those categories 





vendors, Ford India has nine vendors that have 
been certified as Q1 suppliers over the last 18 
months. These include Visakhapatnam-based Syn- 
ergies Dooray, the sole supplier of alloy wheels to 
the Ford Mondeo in Europe. The Q1 supplier status 
allows them to supply directly to any Ford facility 
worldwide. Similarly, Volvo has approved five sup- 
pliers as global sourcing bases last year. These in- 
clude two sole suppliers for chassis castings parts 
and gearbox parts, respectively, for its North Ameri- 
can operations. 

vy i But IPOs are not the 
reread reg only entities active on the 
bh ground. A new breed of 
consultant/matchmakers 

are also sprouting. The 
Paris-based XY Europe, for 
instance, specialises in 
identifying Indian compa- 
nies to whom European 
companies may want to 
outsource manufacturing. 
XY Europe's Charles Wil- 
helm, who has travelled 
140 times to India, says: 
“Over recent years... with 
the investment climate 
becoming friendlier...the 
emphasis has been on in- 
vesting in India to take ad- 
vantage of the potentially 
large market and control- 
ling the use of any tech- 
nology by accompanying 
it with investment. XY Eu- 
ropes role, therefore, is to 
try to bring market and 
economic-cultural reali- 
ties to its contacts and cus- 
tomers in order to foster 
potentially successful pro- 
jects and ventures." 


How Can India Grab This 
Opportunity? 


The fact that a vast ma- 
jority of outsourcing con- 
tracts are still sub-$10 mil- 
lion (Rs 50 crore) shows 
that MNCs are just about 
testing the Indian waters. 
So how do we start getting 
the really big orders? 

Apart from addressing 
the issues of cost, quality, 
delivery and mindset, In- 
dian companies could also do with some strategic 
planning. Typically, foreign majors have their own 
way of defining what they would like to outsource 
from which area. Bosch has sub-divided sourcing 
from Asia on the basis of ‘Centres of Competence’ 
(CoC). While India is Bosch's CoC for castings, 
China is its CoC for rubber parts, Singapore for elec- 
tronic components, and Hong Kong for PCBs and 
sub-assemblies. These CoCs are Bosch's bases for all 
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of its Asian requirements. For the world market, In- 
dia is the CoC for small engine spark plugs, 13 mil- 
lion of which are sourced annually from India. 

Indian companies capable of tapping such op- 
portunities of agglomerated businesses will benefit 
the most. For instance, a majority of APC India’s 
production is sub-10 KVA UPS. These kinds of sys- 
tems account for 85% of APC’s global production. 
APC India is the sole global negotiator with vendors 
for APC’s requirements for all the products manu- 
factured in Bangalore. When an Indian supplier 
grabs such a contract, it opens up new vistas for 
him. For instance, Exide Industries has the battery 
supplier contract for APC India. But it also opens up 
a global opportunity for Exide since APC is the 
world’s largest buyer of batteries. 

This, however, is easier said than done. Leverag- 
ing the existing level of business for more supply 
contracts will not be easy. Take the case of Sundram 
Fasteners (SFL), the sole supplier to General Mo- 
tors, US, for aluminum radiator caps for its North 
American operations. SFL has been winning the 
'Best Supplier of the Year' Award from GM for over 
half a decade now. Yet, SFL is also the best example 
of how difficult itis to leverage the existing business 
for more business. SFL has found it extremely diffi- 
cult to unseat regular GM suppliers even for prod- 
ucts like fasteners where SFL has proven compe- 
tence. Exports account for just 20% of SFLs 
revenues. And despite a seven-year-long relation- 
ship, it is only now that GM is actively talking to SFL’ 
to source fasteners. Even Hindustan Motors, which 
has been manufacturing and selling the Mitsubishi 
Lancer for the last four years, has yet to crack into 
Mitsubishi's 1.5 million-2 million annual Lancer 
sales worldwide. 

An even greater challenge lies in making them- 
selves an integral part of the MNC's survival plan. 
This strategy, though similar to the low-cost sup- 
plier strategy, is more evolved as the MNC'S fate is 
tied to the Indian company’s. Take the case of 
Kawasaki and Bajaj Auto. Kawasaki does not manu- 
facture motorcycles below 200cc and all of Bajaj's 
production is in the sub-200cc category. Kawasaki's 
plan to capture a share of the fast-growing sub- 
200cc category — growing very rapidly in South 


America, Asia, Egypt and Europe — has led it to 


work with Bajaj on a series of products. The first, a 
125cc bike codenamed 612, is set to hit the domestic 
market in May 2003. Bajaj has set up a production 
capacity of 1 lakh units per annum for this. 

Kawasaki is also planning to make Bajaj Auto the 
sourcing hub for other products to be made in the 
sub-200cc range. Says Bajaj Auto’s marketing chief 
R.L. Ravichandran: "This product has been devel- 
oped together with them. Once we make it, they 
might buy for the global market. We're still dis- 
cussing with them on this.” 

An alliance of this nature ensures that there is 
mutual reliance between the supplier and the 
sourcing company. If the Indian suppliers fail to do 
that, they will remain in a dangerous trap where 
they will be squeezed for margins on one hand, and 
threatened with switching to another low-cost 
sourcing base on the other. E 


BUSINESSWORLD 12 MAY 2003 


MANUFACTURING | COVER STORY 


International Tractors 





T a nine-acre farm behind the International Tractors (ITL) plant 

on the pothole ridden Hoshiarpur-Ludhiana road in Punjab, six 

tractors are being subjected to a gruelling test. Three blue 
tractors are readily identifiable by their Sonalika tag, the brandname 
under which ITL sells its tractors. The other three, bright yellow in 
colour, sport the Renault 'Ceres' prototypes, the French auto-maker's 
most successful brand. So, what are these doing in Hoshiarpur? 

They are being test-driven in the run-up to the global launch of the 
Hoshiarpur-made Renault 'Ceres' this October. "The first display of the made-in-India French 
tractor at the largest European agri show, SIMA, got a tremendous response. We think this 
product has a good market in Africa, Australia, Middle East and Central Europe," says Renault's 
head of international operations Pierre Faguer as he settles down for a meeting with ITUs 
managing director A.S. Mittal and joint managing director Deepak Mittal to finalise the launch 
plans. ITL isn't among the top three tractor manufacturers in India. Neither is it the most savvy 
marketing organisation. Yet, Europe's leading tractor maker has chosen it as its sole global 
sourcing hub for 40 to 85 hp tractors (ITL is setting up a facility to produce 20,000 units annu- 
ally). Renault has picked up a 20% stake in ITL with a commitment to transfer the ‘Ceres’ 
technology, free of cost. Why? The high cost of manufacturing in Europe, which was driving it 
out of the sub-90 HP tractor market, brought Renault to India. A Renault 60 hp tractor, for 
instance, sells for the dollar equivalent of Rs 16 lakh in the global market against Sonalika's 60 
HP tractor price of Rs 4 lakh. To keep its foothold in the market, Renault had to find a low cost 
centre. That it did in ITL. The seven-year old ITL is among the few Indian tractor producers 
with product offerings ranging from 25 hp to 60 hp. Its sales have grown from 2,000 units in 
1996 to 17,000 units in 2002 (9% of the market). The partners hold 40:60 (ITL-Renault) equity in 
Renault Sonalika International, which will be the sole marketing arm for all tractors 
manufactured in France and India for the international market — a win-win situation for both. 
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L.D. Mittal, chairman 


Shasun Chemicals & Drugs 


has slotted itself very differently from the big pharma champions. 

It focusses on a very niche upstream segment of contract 
research, custom synthesis (a cost-effective production process of 
taking a proven molecule from a milligramme stage to a multi-tonne 
stage) and manufacturing of active pharmaceutical ingredients (APIs) 
and bulk drugs. This has helped it create a comfort zone with MNCs as it 
does not directly compete on generic formulations with them. Perhaps 
as a result of this, Shasun has bagged some of the most prestigious contract research, custom 
synthesis and manufacturing contracts from leading global pharma firms. It is the sole supplier 
(nearly 50 tonnes per annum) of bulk drug Nizatidine for Eli Lilly's $225-million anti-ulcer drug 
Axid; the sole supplier of Ranitidine for Pfizer's Zantac and a supplier of 60% of Knoll Pharma's 
350-400-tonne annual global requirement of Ibuprofen. Says Shasun’s CEO N. Govindarajan: 
"Once companies come to us, they don't need to scout around for manufacturing because we 
have our own facilities." 

Shasuns big break came when it signed a joint venture with the Chicago-based Austin 


[= Chennai-based Rs 235-crore Shasun Chemicals and Drugs 
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N. Govindarajan, CEO 
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Chemical Company Inc.—one of the largest chemical synthesis and contract research organisations in 
the US. According to the agreement, the joint venture, Austin-Shasun, has the first right of refusal for 
any project requests that come to Austin. Shasun has done nearly 250 kilo-level custom synthesis 
projects for MNC pharma majors. And another 50 at the commercial level (tonne-level). To keep its 
cost-edge in manufacturing of active pharmaceutical ingredients or bulk drugs, Shasun focusses on its 
core competence of producing only cGMP (Code of Good Manufacturing Practices) products like 
Nizatidine or Ranitidine. cGMP drugs are made only in environmentally monitored 10,000 kg lab 
manufacturing rooms, each of which is equipped with separate air-handling systems to prevent cross- 
contamination. Since Shasun's Pondicherry and Cuddalore plants are both cGMP compliant, it keeps 
that nature of business within. For non-cGMP business, most of which are early-stage intermediates, 
it outsources manufacturing to partners like the Hyderabad-based Suven Pharmaceuticals and the 
Mumbai-based Innovasynth Technologies. Shasun hopes to increase the strength of its researchers 
from 80 to 225 by 2004, with the increase in business. 


Tecumseh Products India 


OBODY is more convinced about the benefits of outsourcing 
IN oisi from India than Todd Herrick, the president of the 

world's third-largest compressor manufacturer, Tecumseh Products 
Company (TPC), US. Herrick directly monitors the quality initiatives at 
Tecumseh Products India's (TPI) manufacturing facilities at Hyderabad and 
Ballabhgarh. “He drives quality very hard on us,” says Vipin Sondhi, managing 
director, TPI. It's not surprising then that TPI has been on steroids ever since 
the first consignment of 4,000 compressors for air-conditioning that TPC 
outsourced from India went through trial by fire in the world’s most demanding geography for such 
products — the Middle East. Since then, India has become one of TPC's fastest-growing 
manufacturing locations. At its air-conditioner compressor-making facility at Hyderabad, Tecumseh 
has just finished doubling the capacity from 3 lakh to 6 lakh units. By the end of 2003, this will be 
further expanded to 1 million units. The new line for the additional 4 lakh units is being migrated from 
TPC's US plants. At least 0.7 million units of the production capacity will be sourced by parent TPC for 
the Middle East and the Asian markets, which was earlier being addressed by TPC's US and European 
manufacturing facilities. In the last two years, TPC has invested $25 million in augmenting its capacity 
in India. From TPI's Ballabhgarh plant, TPC has also contracted sourcing of nearly 2.5 lakh pump kits, 
most of which will go as assemblies for its compressors in the US market for applications like large 
coolers and freezers. And TPI is among the few manufacturing bases for a next-generation compressor 
Tecumseh is developing for 165-220 litre refrigerators. The product will be on offer to OEMs by mid- 
2004. By 2005, nearly 30% of TPI's revenues will be generated from products TPC will outsource from 
its Hyderabad and Palwal facilities. 


Vipin Sondhi, MD 


Hical Magnetics 


NLY a 30-ft wide road separates Bangalore-based Hical Magnetics from the Infosys 
() Technologies’ campus in Electronic City. Wipro’s campus is just over a kilometre away. Right 
through the 90s, while the two software majors were leaving an imprint on the global map, 
Hical's managing director Shashikiran Mullur was impatiently striding in his first floor office 
overlooking the Infosys campus. Unlike the software giants, Hical's efforts since 1992 at promoting 
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itself as a sourcing base to MNCs had only been partially successful. There 
were just a few small orders from the likes of Siemens and Thomson. 

Eventually, in 1999, Shashikiran took a leaf out of his neighbours' books and 
began offering onshore product development for magnetics (used as power 
converters, AC-DC converters in mobile phones and telecom networks) 
manufacturers around the world. "I said to my people, do what the software 
guys did. Go out and develop products at the client's site. If a customer has to 
develop a product in China, he has to keep expats there. In our case, we send 
people to sit with the customer," says Shashikiran. 

The new strategy came from a realisation that the global customer was 
increasingly demanding tighter product development lead time — an area where Hical was found 
wanting. It took up to two weeks to develop a product on existing platforms and nearly six weeks for a 
new platform. Today, that's down to two days and two weeks respectively, by working with the client's 
own engineering team from the conceptualisation stage itself. 

In 2000 came Hical's first big break when Nokia sourced 1 million magnetics. By September 2000, 
the contract had already been revised to 15 million units. Today, Nokia sources 6096 of its magnetics 
from Hical. It has recently bagged its first opportunity in the auto segment with a project with Renault, 
France. The product is under development. And even Honeywell has chosen Hical as a strategic 
partner to mark its maiden entry into the aerospace segment. Today, Hical manufactures 40 million 
magnetics in the 10 cents to $4.5 price range every year. But with the new clients, the production is 
projected to rise to 81 million units in two years. The world’s largest-$3 billion Delta Electronics Group 
of Taiwan-makes over half a billion units per annum. 





NAMAS BHOJANI 


Shashikiran M., MD 


Mahle Migma 


HESE days, there' a spring in the stride of Pradeep Batra, managing 

director of the Pithampur, Indore-based Mahle Migma (MML) — a 

100% subsidiary of the $3-billion auto components company Mahle of 
Germany. And why not? MML has emerged as one of Mahle's most critical 
sourcing bases for camshafts and valve tappets, the two products for which 
ES Mahle is known worldwide. Recently, MML’ pilot lot was approved by 
Pradeep Batra, MD Malaysia's national car maker Perusahaan Otomobil Nasional Berhad (Proton) 

for its Waja brand for supply of 2.4 lakh units of chilled camshafts per annum. 

The supplies begin this August with 4,000 units per month which will be upped to 20,000 units per 
month by the second year. MML bagged the deal after Proton, which sells in 1.4, 1.6 and 1.8 litre 
versions, decided to cut costs by replacing its Mitsubishi engines with indigenous engines. Proton is 
preparing for a post-Asean Free Trade Area scenario when the regime is dismantled and import duties 
are brought down from 35% to 5% by 2005. What tipped the balance in MML’ favour was the cost of 
labour, which is only 4% in its case vis-a-vis 15% in Europe. The Rs 4-crore per annum order is MML's 
most prestigious international sourcing contract yet. But this deal will soon be overshadowed by 
another 3 lakh units per annum contract from Ford, UK, supplies for which begin in 2004. Ford has 
contracted MML to supply camshafts worth Rs 8.4 crore per annum for its 1.4 and 1.6 litre Lynx 
engines.Not that MML is a complete greenhorn at supplying to MNCs. With exports contributing 55% 
of MMLS Rs 32-crore revenues, it is already one of the major camshaft sourcing bases for MNCs. It 
supplies 20,000 units per month of smaller camshafts for two-wheelers to Motori Minerelli, Yamaha's 
85% subsidiary in Italy. Athome, MML supplies 70% of Maruti’s camshaft requirements, 100% of Tata 
Cummins’ and 100% of Mitsubishi Lancer's. a 
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emaranhado A A MUTI RAP RIAL AL anana 


-> SHELLEY SINGH & MITU JAYASHANKAR 


@ The big glass windows of Ernst and 
Young's (E&Y) India Shared Services of- 
fice in Bangalores Brigade Software 
". Technology Park overlook the neat rows 
-. of houses of the sunny residential sub- 
urb of Banashankari. In the cool interi- 
-= ors, 200 accountants are busy comput- 


- ing tax liabilities for E&Y's clients. 


=. Barring a few chartered accountants 
i. (CAs), most are commerce graduates 


|. who have been put on the job after six 


.months of training. Just two years ago, 
"this was an eight-person pilot. Before 


i. add another 100 people to the operation. 
^ “Currently, we are doing the easier tax re- 


." turns,” she says, adding, “I expect to get | 
;.. more complicated returns in future." | 
cM Twenty miles east of the E&Y officeis | 
| outsourcing) company, in the sixth floor 


A the two-year-old India Delivery Center 


z - of Outsourcing Partners International | 
~~ (OPI), a US-based third-party finance | 


- and accounts specialist. It employs 150 
~ people with qualifications similar to 
.. Cherwoos staff. OPI president Kishore 


- Mirchandani says he will double the 
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a mteaa. 


-the year is out, Sharda Cherwoo, CEO of | 
E&Ys India Shared Services, hopes to | 


Dep NUS uh 


staff strength by the end of the year to | 
stake a claim to a slice ofthe financeand | 


accounting outsourcing market. 


@ A report on the shortfall in pension | 


funds of a number of European compa- 
nies created quite a furore. While the re- 
port was published by a European outfit, 
the data was retrieved and collated by 
Office Tiger, a BPO (business process 


of the building that houses Chennai's 
biggest shopping centre. Office Tiger's 
650-plus graduates provide a virtual 
back office to about 20 American and 
European clients — preparing reports, 
presentations, price graphs and the like. 





————————— ——EGÓM v 


CE EE TU 


To make big money, 
Indian companies 
selling outsourced 
finance processes will 
haveto gethold of 
the high-value 
assignments. 
Canthey 

doit? 





The company estimates that by hiring it, 
its clients halve their costs. 


HESE are just three examples of 
the kind offinance BPO work com- 
ing to India. You could say that the 
news is both good and bad on the 
finance BPO front. The good news 
is that a huge amount of business seems 
to be coming Indias way (See 'Every- 
body Is Here’). The bad news: most of it 
is fairly low-grade, low-margin work. Ac- 
cording to Rohit Kapoor, president and 
CFO of the Noida-based BPO outfit exl 
Service.com: "Of the work, 60-70% is 
clerical. The mid-level work would be 
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. core business that they are out- 
: sourcing. Infact, finance has been 













about 25-30%, while the high-end, high 
billing rate work is less than 10%.” 

Vikas Nanda, vice-president and 
general manager (banking, finance & in- 
surance), Daksh e-Services, says: "For 
the work outsourced, the billing rate is 
$9-14." In fact, over 70% of the current 
. Services are rule-set based. The client 
says exactly what it wants done and 


agents follow those instructions closely 


— no decision-making or even use of fi- 
nancial or statistical tools is involved. 
Unsurprisingly, the billing rates are low. 

At a slightly higher level than clerical 
work like income tax returns come tasks 
like underwriting. Underwriting is con- 
sidered middle-level work as it is a com- 
bination of rule-based processes and 
decision-making. The agent decides on 
issuing the policy. This could fetch an 
hourly billing rate of $14-16 per agent. At 
the top end ofthe scale are activities like 
administration of mortgage-backed se- 
curities, requiring expertise of at least an 
MBA finance or a statistics graduate. 
Other work in this category includes eq- 
uity/debt market research and analysis. 
This could fetch BPO companies billing 
rate upwards of $25 per hour. 

Even though most of finance 
BPO that is currently being done 
by Indian companies appears to 
be low-paying work, it cannot be 
ignored. It is the second largest 
BPO segment after customer in- 
teraction. Analysts put the total 
number of employees doing fi- 
nance and accounts functions at 
10,000, insurance at 6,000- 7,000 
and banking back office functions 
at about 15,000. According to 
Nasscom estimates, the finance 
BPO domain generated revenues 
of $450 million in 2002-03. The 
number of employees working in - 
the sector is expected to grow by 
over 10096 as third-party opera- 
tors and captive units expand the 
functions they outsource, even as 
new players set up shop. 


The Business Drivers 


There are two sub-segments of 
companies providing finance 
BPO. For both cost saving is the 
natural driver. The first comprises 
companies in banking, financial 
services and insurance (BFSI). If 
they outsource finance, it is their 


e forefront of outsourcing — 
Electric, American Ex- 
1 Citibank led the initia- 
The reason: their customer- 








RP pe ied eee See 


Es PLAYER 


facing front office is in high-cost loca- 
tions. But there are functions, which, if 
delivered at low costs, would have a ma- 
jor impact on their balance-sheet. 

Says exl’s Kapoor: “US companies are 
metric driven. They watch the expense- 
to-revenue ratio like hawks. What banks 
and financial firms are trying to reach is 
an 80% expense-to-revenue ratio and 


. the resultant 15-20% net margin." 


An insurance company looks at the 
total cost index. This is the cost of pro- 
viding service plus the claims payout. 
They achieve 98-99% expense-to-rev- 
enue ratio as the premium is paid in ad- 
vance (on which the company earns in- 


terest) while the claims are paid later. 


Insurance companies look at reducing 
the cost of servicing a policy which is 
about 15-20% of the total cost. So sav- 
ings accruing from outsourcing are vital. 

The other sub-segment of finance 
BPO originates in non-BFSI companies. 
For them, the finance function is impor- 
tant as it helps the rest of the organisa- 
tion run smoothly. So such a company 
will outsource functions like sales order 
processing, accounts payable, receiv- 


———— 


ables management, balance-sheet man- | 


E IS HERE 


PROX. NO. 


The kind of work done has an hourly billing rate of $5-18 per agent 
Source: P research | 


EE d 


- APPROX. NOLOF 
_ PEOPLE IN FINANCE BPO 





This is not an exhaustive list but reflects some players (captive and third- 
party) in the finance, accounts, banking and insurance BPO space 


FUNCTIONS EXECUTED INCLUDE: Forex trading, derivatives transaction, © 
trade management, investment plan analysis, generating financial MIS, fixed ' 

asset tracking, mortgage calculation, underwriting, portfolio management, | 
account reconciliation, tax management, returns filing, account opening and | 
closing, cheque book processing, data management and call centre functions: 
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agement and cash management. 

For instance, a US-based industrial 
major currently evaluating finance BPO 
companies in India has 850 employees 
looking at finance at a total annual co: 
of $110 million. It can easily save upwar 
of 70% of that by outsourcing to India: 
While global airlines, under cost pres- 
sures, are looking at India to outsource 
revenue accounting and sales audit. 
functions. These include British Air- 
ways, Austrian Airlines, Malaysian Air- 
lines and Qatar Airways. 


What The Future Holds | 
Today, BPO vendors here draw up con: 
tracts on a cost-plus basis and the pre« 
tax margin across processes is 20-2596; 
With no tax to pay, they are happy. But 
with billing rates under pressure, com-. 
petition and higher costs due to higher — 
compensation, things could change. In- 
stead of cost-plus, vendors will have to 
shift to value-based pricing and high- - 
end services. Nasscom estimates that 76. 
companies are engaged in accounting e 


and finance-related work while 30 are- 


into tax processing. 
Companies are being urged to offer 
high-end services for better price 
realisation and client stickiness. 
BPO firms may start with low--- 
end jobs like claims and policy © 
servicing and move to claims - 
analysis and underwriting, But ^ 
how soon? exls Kapoor saysi 
"Take an investment bank's eg- 
uity research section — the talent. 
is there, but clients question the: 
ability of Indian professionals to 
relate decisions taken to the US — 
economic environment." : 
The prevalent billing rates are 
also indicative of the work being 
done here. Says Pricewat 
houseCoopers executive direc 
Joydeep Datta Gupta: “Thet 
ing rates in finance functioi 
$3-75 per person per hour. 1 
what we have is the $5- 10 Kir 
work." And there is no dearth of 
companies that want to do that. 
Prospects for such work look 
good from other angles too. Cap- 
tive units have barely sent down | 
0% of their processes to India 
while third-party service provid- 
ers have less than 2%. | 
But the scenario is less bright 
for the higher-end jobs. Even the 
captives are not doing top-e 
work due to their limited sk 
And with few highly-que 
professionals i in the manpis 
pool, growing the high-end 
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- ; ^ and id looking for. a few esol men andy women to join its editorial 
FR 2 | team in Mumbai or Delhi. | 


Lt -. Correspondents/ senior correspondents: 


^. We are looking for people with a deep interest in macroeconom- 
-~ ics, economic policy or business developments, who are up to 

/ . date with current events and issues in their fields of interest. 

^. Applicants should be good at analysing events and issues and s 
able to react quickly to breaking news in their fields. They should .. 

possess high energy levels and enthusiasm and have the ability - 

to work long hours. A good command over the English language 
oe ds absolutely essential. 3 


Iu Persons with up to two years of writing ex experience would be ide- ers 
ally suited for the job, but outstanding young men and women 
Just out of college and interested in making a a career in business 
x S journalism may alg apply. E : 


| a Please send a 600-word article/ comment on any topic that has 


c E beeni in the news, along with your detailed resume. : 


3 Sub-editors/ senior sub- editors: | We are clooking : v : 


for persons who can edit/rewrite business copies crisply. They 
will be expected to ninanta add value to thes stories s filed SW 
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ness will not be easy. For instance, for ac- 
tuarial work, there is limited talent, 
while for other critical work like financial 
product modelling, the customer is wor- 
ried about the high error rate. 
Besides skill limitations, companies 
| are stuck in the low-end as the work out- 
sourced is mainly voice-based. Primen- 
tor founder Phaneesh Murthy says 
about $50 million-65 million of non- 
voice work is being done by Indian third- 
party companies. The captives are doing 
atleastsixtimes that volume. And for the 
moment it appears that low- and mid- 

- dle-level work will be the bulk of finance 
BPO jobs. 

Like GlobalVantedge, which is into 
collections, sees itself doing analytics, an 
enabling function to improve collec- 
tions, credit and risk analysis, and devel- 
oping collections strategy, in about 12 
months. Sujit Baksi, CEO, HCL Tech- 
nologies BPO Services, says: "We will 
penetrate new areas like service order 
management, travel expense account- 
ing, inter company funds transfer soon." 

For higher-level jobs, BPO outfits will 
have to wait till the comfort levels of 
their clients improve. "We are building 
critical mass. As clients get comfortable, 
they will start sending higher-end work," 
says Ananda Mukherji, CEO and manag- 
ing director, ICICI OneSource. Adds Ak- 
shaya Bhargava, CEO, Progeon: "We are 
trying to get marquee clients. We haven't 
reached a stage where we can tell them 
the kind of work they should send." 

Primentor's Murthy says vendors are 
still using labour arbitrage as the selling 
point. They have not invested in under- 
standing complex processes. Which is 
why he insists, Quintant, the company 
heis advising, will be different. It will cre- 
ate the best processes and technology it- 
self and then add the India labour ad- 
vantage to it. That should help get the 
high-end jobs and, hence, high billings. 

Fortune 500 firms, he says, spend 
1.06% of their revenues on accounting, 

while the best-in-class figure is 0.5696. 
Quintant will create processes that will 
help clients achieve the benchmark fig- 
ures. That will help retain clients. 

The economic slowdown and a bid 
to keep costs low through offshoring is 
helping to expand the BPO market. Yet 
analysts cannot put a time-frame on 
when the high-end work will come to In- 
dia. Meanwhile, billing rates are headed 
south. Worse, high attrition rates have 
pushed up pay by 25-3096, blunting 
some of the crucial labour arbitrage ad- 
vantage. And the present trickle of high- 
end finance outsourcing jobs looks 
nowhere like turning into a flood. w 
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ZODIAC 





T. SURENDAR 


ALK into high-fashion clothing 
chain Bijenkorf's outlet in Kras- 
napolski Square in Amster- 
dam’s main shopping district 
and tick off the shirt brands on 
display. Armani, Hugo Boss, Calvin 
Klein, Zodiac,... Zodiac? Doesn't quite 
gel here, does it? Bijenkorf does not think 
so. You will find Mumbai-based Zodiac 
Clothing Company’s branded shirts 
jostling global brands for space even in 





its outlets in Holland’s other big cities, | 


Rotterdam and The Hague. In the UK, 
130-odd Ciro Citterio classic menswear 
retail stores have placed Zodiac shirts 
next to Polestar shirts made by the UK- 
based Thomas Pink, considered the 
world's best shirt makers. 

Zodiac is a high-end brand in India, 





but it sells only through exclusive stores | 


Zodiac’s Salman 
Noorani started 
by setting up 
design centres 
in Europe 








| in five-star hotels. Hence, you may often 


fail to include it among India's top 
brands. If Zodiac stands out as the only 
Indian brand in the fashionable stores 


abroad, that’s because the Rs 124-crore | 
group is unique among India's 20,000- | 


odd garment exporters. Yes, most of the 
world's best brands — GAP, Tommy Hil- 


figer, or Ralph Lauren — are made by In- | 
dian firms like the Delhi-based, Rs-450 | 


crore Orientcraft or the Mumbai-based, 
Rs 100-crore The Shirt Company. Yet, 
only Zodiac sells shirts under its own la- 
bel abroad. Managing director Salman 
Noorani says: “We had just one mission 


—to make the best shirts in the world. | 


The rest is just a consequence.” Says In- 
dia’s largest domestic apparel maker 


Raymond's president Nabankur Gupta: | 


"Zodiac has done a good job." 

And what a good job that is. Last year, 
Zodiac sold shirts worth Rs 21 crore in 
the UK and the Netherlands. Thatis 17% 
of its total sales and a third of its exports. 
Zodiac shirts retail at 50 euros in Europe, 


nearly twice the domestic cost, and are | 





brands like Hugo Boss and Armani sell at 
60-plus euros). So, if volumes go up, the 
upside is huge. Noorani knows that. He 
is investing a "substantial" amount in 
building a 5,000 sq ft design centre in his 
office in central Mumbai. His next target: 
the German and the US markets. 
Zodiac's brand sales overseas may be 
tiny compared to India's $5-billion gar- 
ment exports. Yet it is significant. So far, 


| Indian firms worked on a cost-plus basis 








more expensive than other private la- | 


bels, which retail at 40 euros (higher-end 






with foreign retailers taking the bulk of 
the margins. Says Noorani: "In the long 
run, we will get more money for our hard 
work and the efficiencies we create." 

[n reality, Zodiac is not too different 
from other Indian exporters. Like the 
Bangalore-based Goculdas Images, it 
makes shirts in its fully-automated fac- 
tory in Bangalore. It sources fabric from 
the same Indian mills that other top ex- 
porters buy from. It employs 3,500 work- 
ers, as much as any exporter of its size. 
Much of its income comes from making 
and exporting shirts for private labels 
abroad. So what makes Zodiac special? 

Noorani shows you a series of cards 
with swatches of fabric stuck on them. 


A WINNER 
BY DESIGN 





How Indian garment maker Zodiac broke into 


the world of high fashion in Europe 
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OU can just about 
stand straight in the 
mezzanine floor off- 


ice that Krishna Mehta 
(right) operates from. The 
500-sq ft space inside Ze- 
ba's showroom in Worli, 
Mumbai, also houses 22 
other designers, a few 
computers, design books 
and loads of clothes. The 
ambience is chaos, exactly 
opposite to the order and 
sophistication Zeba creates 
in the lobbies of five-star 


home textile designs. 


hotels, companies and homes in India and abroad through its 


What is Zeba? Simply, India's leading home textile firm. 
Among its achievements, Zeba made a 17,000-sq ft carpet for 
a convention centre in Hyderabad. The Limca Books of 
Records considers it the world's largest hand-tufted carpet. 
Earlier, in Messe Frankfurt's Heimtextil fair in Germany, Zeba 
was the only Indian home textile firm invited to the select 
"Trends Hall'. This year, it plans to open its own stores in 
Belgium, Morocco and Germany in addition to existing ones 
in the UK and Spain. All in the name of design. | 

Till three years ago, Zeba was like any other exporter. It | 
sold to big stores across the world, but produced only what | 


These are designs and weaves that Zo- 
diac designers have specially created for 


different markets. Based on these, Zo- 
diac will make collections for different 
seasons — like the Florentine collection 
for summer. And this is where it begins 
to differ from others. Traditionally, when 
a GAP or a Wal-Mart buys from India, it 


supplies the exporter with a set of de- | 


signs. The exporter translates the desi- 
gns into shirts with little value addition. 


Zodiac's model changes that. When | 


Noorani started selling in Europe in 
1996, he set up design offices in the UK 
and Germany. These offices track inter- 


national fashion trends and create shirt | 
designs for every season. These are then | 
fabricated into shirts and sent to Europe. | 


The process does not end there. Design- 
ers in India modify those designs to cre- 
ate newer lines, which are then hawked 


brands. A few days ago, Dubai-based re- 
tailer Splash chose half-a-dozen designs 
based on the Florentine collection. As a 
result, Zodiac shirts for other labels ex- 
port at 15-20 euros compared to 6-10 eu- 
ros that other exporters make. Says 


Delhi-based textile consultant Creatnet | 


Services' Devangshu Dutta: "Design is 





í 


mu 


if i 


ZEBA’ Flying Carpet 


the simplest way that Indian companies 
can move up the value chain." 





It is not that other Indian exporters | 


don't design. Mumbai-based Go-Go In- 
ternational's director Rajiv Goenka buys 


garments from malls and exclusive | 


showrooms in Paris and Germany, 


restyles them and shows them to foreign 


buyers. But this is only a way to get more 
business; Goenka gets no premium for 
his labour. Says Dutta: "Buyers are quick 


to realise these designs are not original | 


and, hence, won't pay anything extra.” 
Zodiac's design process is more inte- 

nsive. A typical stylesheet that its inter- 

national designers create contains the 


type of fabric, the weaves and the | 


colours in vogue, and the like. Textile en- 


gineers in Mumbai weave a sample of | 


that fabric style in their in-house unit 


| and send it to the international design- 
to buyers who order shirts for their own | 


ers for approval. Once approved, the 
fabric is produced at looms it has hired 
in three leading mills in India. The result: 
in three months, Zodiac has unique 
designs to offer to its foreign customers, 
way ahead of other Indian exporters. 
Other Indian firms, too, are waking 
up to the opportunity. Last year, Raym- 
ond, which sells woollen fabric in Eu- 


| 





buyers wanted — till 
Krishna Mehta came on 
the scene, after a stint in 
New York's Fashion Insti- 
tute of Technology. Now 
30% of Zeba's Rs 60-crore 
revenues come from own- 
brand sales in India and 
abroad. Krishna expects 
the firm to eventually sell 
more of the Zeba brand 
than under the brands of 
other, big foreign buyers. 
Krishna does not think 
that designing for global 


Photographs: SANJIT KUNDU 


markets is hard. He draws ideas from the Internet, catalog- 
ues, while travelling and "any other source". He has design- 
| ers from the National Institute of Design, the National Instit- 
ute of Fashion Technology and institutes in Mumbai. Krishna 
says: "The most important aspect of designing is the final 
presentation to customers. That's where most Indians fail." 
Besides design, detailed photo shoots of the product and 
cataloguing, too, has paid good dividends. Last year, when 
exports of other companies fell, Zeba's customers increased 
orders by 25%. This year, while volumes from old UK buyers 
have not increase a lot, many new stores have signed on. 
Says Zeba director Rajan Mehta (left): "Design has changed 
the way we do business. We are now in control." k 


rope and the Middle East, bought a suit- 
making factory in Portugal along with its 
design team. Today, it sells 300-400 Parx 
suits a day in Spain and Portugal. Arvind 
sells its Arrow shirts in the Middle East, 
while Birla group company Indian 
Rayon has enlisted the help of European 
designers to dress up its shirts. 

But it will not be easy. Zodiac cannot 
build its brand quickly. And Noorani 
does not want to sell his clubwear brand 
Zod! abroad yet even though a German 
chain has shown interest in it. That's be- 
cause reputed retailers do not stock sin- 
gle-product ranges. Hugo Boss sells per- 
fumes, shirts, ties and wallets. Flagship 
Zodiac has built such a product line over 
the years; one-year-old Zod! is still to do 
so. Even if it wants to have a new product 
line, it will have to invest big money. For 
shirts, Zodiac invested Rs 20 crore. And a 
few months back, it bought Niryat Sam's 
factory for Rs25 crore asit wants to make 
trousers. In an earlier interview with BW, 
chairman M.Y. Noorani said: "In the 
shirting business, the more number of 
years you are in the business, the more 
respectable you become. Building a pre- 
mium brand is really a long haul." 

Can Zodiac withstand that? M 
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MNC pharma firms say WTO guarantees data 
exclusivity, but the Indian firms do not agree 


GINA SINGH 


NDIAN pharmaceutical companies 
and their multinational counterparts 
are at loggerheads again. This time, 
over ‘data exclusivity’. What it means 
is proprietary test and clinical trials 
data used by a firm while registering a 
drug may not be used directly or indi- 
rectly by another company to get a mar- 
keting authorisation for the same drug 
for a specified period, usually 5-10 years. 

Data exclusivity was first allowed 
when the US promulgated the Hatch- 
Waxman Act in 1984 to help generic drug 
companies bring down the cost of drugs 
to the consumer. The act allowed com- 
panies to market generic versions of the 
patented drugs under specific condi- 
tions. The same year, to improve the 
available medicines, the Bolar exception 
allowed companies to conduct research 
based on the data submitted by the 
patent holder. But as a sop to pharma 
companies, the US created a data exclu- 
sivity clause. 

Although it has always been a prickly 
issue, the real tussle in India started after 
May 2002, when the Second Patent 
Amendment Bill to the Patents Act, 1970, 
was passed to fulfil the country's com- 
mitments to the World Trade Organiza- 
tion (WTO). That was when MNC 
pharma firms started plugging 
in earnest for data exclusivity. It 
is, they claim, assured by a 
clause in Article 39.3 of the 
TRIPS agreement of the WTO 
pact signed by India and, there- 
fore, should have been included 
in the amendment itself. 

But the Indian pharma com- 
panies deny that India has any 
obligation under the WTO to al- 
low data exclusivity. In fact, it 
was after much debate that the 
clause was left open to discre- 
tion of different countries. Ac- 
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cording to Indian Pharmaceutical Asso- 
ciation (IPA) secretary general D.G. Shah: 
"The only obligation members of WTO 
have accepted under the TRIPS agree- 
mentis for protection of data against un- 
fair commercial use." IPA maintains sev- 
eral countries like Canada, Mexico, 
Thailand, Taiwan and members of the 
North Atlantic Free Trade Association 
and the Andean Community (Bolivia, 
Columbia, Ecuador, Peru and Venezu- 
ela) do not have data exclusivity. 

Shoibal B. Mukherjee, senior director 
(medical) Pfizer, counters: "By not 
granting data exclusivity, India is deny- 
ing the growth of its research and devel- 
opment as investment will only go 
where intellectual property is respected. 
In fact, it's the Indian companies who 
will gain more from data exclusivity 
when they begin generating their own 
data in the process of drug develop- 
ment." Among the countries that have 
allowed data exclusivity are the UK (10 
years), France (10 years), China (six 


Indian pharma 
companies 


stand C^ 


«There is no 
obligation under 
TRIPS that India 
has not met. Data 
protection against 
unfair trade 
practices is an 
obligation and 
» India is meeting 
_ . that requirement.” 
~*~ Bimal Raizada, 
Senior VP, Ranbaxy 


EXCLUSION 


PRINCIPLE 


years) and the US (five years). 

Interestingly, Article 39.3 of the 
TRIPS agreement, which the two sides 
have interpreted so differently, specifies 
data protection, but does not mention 
any direct obligation of data exclusivity. 
It says: “Members, when requiring, as a 
condition of approving the marketing of 
pharmaceutical or of agricultural chem- 
ical products which utilise new chemical 
entities, the submission of undisclosed 
test or other data, the origination of 
which involves a considerable effort, 
shall protect such data against unfair 
commercial use. In addition, members 
shall protect such data against disclo- 
sure, except where necessary to protect 
the public, or unless steps are taken to 
ensure that the data are protected 
against unfair commercial use.” 

MNCs are very vocal in their de- 
mand. “No multinational company will 
invest in India until it provides intellec- 
tual property protection,” says Lars 
Walan, market company president, As- 
traZeneca. According to the multina- 
tional pharma companies, Indian com- 
panies have to play by the international 
rules. On its part, the IPA says that each 
signatory to the WTO can define its own 
rules and regulations on how to offer 


Whatis 
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Exclusivity? 
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ity. India is not obliged to intro- 
duce it. 





ultinational pharmaceu- 

tical companies use data 

exclusivity as a lever to extend 

the life ofa patented product be- 

yond the patent period and keep 
generics out of the market. 


t can be used as a tool to 'ever- 
Lgreen MNCs’ products and 
delay the launch of generic ver- 
sions of patented drugs in India 


ven WTO signatory countries 
like Canada, Mexico, Kenya, 
Bolivia, Columbia, Equador, 
Peru and Venezuela) do not offer 

. data exclusivity 
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protection to the innovator after it re- 
ceives marketing approval. 

Moreover, domestic pharma compa- 
nies allege that MNCs use data exclusiv- 
ity to extend the life of a patented prod- 
uct. Typically the period of data 
exclusivity begins from the day a com- 
pany launches its patented product in 
the market. Given that a pharma com- 
pany may take up to 14 years from the 
date a patent is filed to the day the prod- 


uct is launched in the market, an addi- | 


tional 10 years of data exclusivity could 
give it a free rein for 24 years. That's four 
extra years since a patented molecule is 
allowed a maximum of 20 years of pro- 
tection from the day it is registered. But 
pharma MNCs disagree. Says Aventis 
Pharma managing director Ramesh 
Subrahmanian: "Data generated for 
marketing a product is a trade secret and 
it has to be protected. In most cases, the 
period of data exclusivity would get over 
much before the expiry of the patent." 
Indian companies also maintain that 
data exclusivity could be used as a tool 
by MNCs to ‘evergreen’ (When the mar- 
ketable life of a drug is extended by a 
company through minor modifications, 
usually in the molecule or the delivery 
system, it is known as ‘evergreening’.) 


It is a condition that allows a period 
of protection in which proprietary 
test and clinical trials data of one 


.. firm may not be used by another to 


obtain a marketing authorisation of 
the same drug 


I is obliged to offer data ex- 
clusivity to all pharma prod- 
ucts under Article 39.3 of the 
TRIPS pact signed by India 


Da exclusivity is intellectual 
property protection for the 
work done by the pharma com- 
panies at considerable risk, ex- 
pense and time. It is different 
from patent protection. 


tis an incentive to the invent- 

ing company to work on im- 
proving a molecule even after 
expiry of the patent 


ountries like the US, France, 

the UK, Australia, Japan, 
China, New Zealand, the Czech 
Republic and Austria have pro- 
` vided data exclusivity 
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their products. “...It is a tactic by the 
MNCs to delay the launch of generics in 
a market like India ," says IPA’s Shah. 

'Evergreening' has been used effec- 
tively by pharma companies in the US to 
protect their exclusive marketing rights. 
A recent analysis by the National Insti- 
tute for Health Care Management, US, a 
growing percentage of newly-approved 
drugs are only incremental modifica- 
| tions of existing drugs. The report found 
that during 1995-2000 the FDA ap- 
proved 81% more incrementally modi- 
fied drugs that did not offer significant 
advances in efficacy or safety than it did 
during 1989-1994. In contrast, the num- 
ber of new molecular entities given pri- 
ority approval by the FDA because of 
their therapeutic advances increased 
only 10% during the same period. 

For instance, in 2002, Schering-Plou- 
gh replaced anti-histamine Claritin with 
Clarinex, a minor modification of the 
older drug. But as it presented fresh data 
for Clarinex, it got three years of data ex- 
clusivity. Similarly, in 2001, AstraZeneca 
replaced Prilosec, its drug for acid reflux, 
with the near identical Nexium. 

IPA fears such tactics would be used 
in India as soon as data exclusivity is al- 
lowed, The MNCs, however, say that this 
clause is needed to give them confi- 
dence that India will protect their intel- 
lectual property. The Indian companies 
are dead against data exclusivity from 
the time the product enters the Indian 
market because, as a strategy, pharma 
companies would not launch patented 
products in the Indian market at the 
same time as in a higher-value market. 

What we do not know is what the 
government thinks about it. + 


MNC pharma 
companies’ 


“stand 


«Data is the 
intellectual 
property which 
would be protected 
as a trade secret. 

It is different from 
patents, but is 
nevertheless an 
IPR issue." 


R. Subrahmanian, 
Managing Director, 


Aventis Pharma bal 
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Small brands helped raise 
| turnover to Rs 200 crore. 

Must launch bigger brands 
| now to stay on the growth 
| track 


In its investment phase, 
Paras spent 28% of sales 


on brand-building and it paid off. 
Now, with recession, itis harder — 


Paras chose the right niches. But the 
OTC pharmaceuticals market is 
maturing as biggies close out the 
bigger opportunities 


The Patels have great entrepreneurial 
verve. But now a hospital project in 
Ahmedabad is hogging their 
attention. Also, there is no strong 
second line after the brothers 
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An inside track of the much talked about 
selloff of the Paras Pharmaceuticals brands 


INDRAJIT GUPTA 


HAT'S cooking at Paras Phar- 
maceuticals? Plenty, if media 
reports are to be believed. First, 
there were reports that the 
Ahmedabad-based firm had 
appointed Mehta Partners as consul- 
tants to "restructure" their business. 
Then came the news that the Patel 
brothers — chairman Girish, Darshan 
and Devendra — who helped found the 
company, were scouting for strategic al- 
liances to grow their Rs 190-crore over- 
the-counter (OTC) pharmaceuticals- 
cum-consumer brand business. Then a 
business daily talked of a consortium of 
firms buying out all the Paras brands. 
Last week, there was speculation that 
the Patels were fighting over the strategic 
route to be adopted by the firm. 

At his Sattartaluka office in Ahmed- 
abad, Girish Patel is at pains to scotch 
any rumours. “There is no rift in the fam- 
ily. ...We have appointed a consultant to 
help us restructure the business. We are 
evaluating a host of options,” he says. 

But if sources close to the negotia- 
tions are to be believed, the Patels are 
about to clinch a deal to sell off their en- 
tire brand portfolio in the next 45 days. 








And if it goes through, the deal will bring | 


down the curtains on one of the fastest- 
growing and keenly-watched compa- 


nies in the FMCG and pharma space. | 
While the Patels chose to shy away from | 


the media, Paras portfolio of OTC 
pharma and FMCG brands gained in- 
stant recognition in the market. 

Already, pharma major Pfizer is reck- 
oned to be the frontrunner to buy out 
the OTC pharma brands in Paras' portfo- 
lio — the Rs 60-crore painkiller Moov, 
the Rs 30-crore cold reliever D'Cold and 
the Rs 25-crore fungal creams, Itch 








Guard and Ring Guard. (Sources say No- | 


vartis and Glaxo are also interested, but 
that news could not be confirmed. In 
2001, Novartis had put a Rs 250-crore bid 
for Paras through Rabobank, but the Pa- 
tels had declined the offer.) 

Pfizer's OTC brands (Benadryl cough 
syrup and Listerine mouth wash) gel 
with Paras’ OTC pharma brands. The 
trouble is with the rest of the Paras port- 
folio, including FMCG brands Dermi 
Cool powder, Borosoft and Freshia skin 
cream, Livon hair conditioner and Krack 
foot cream. That’s where FMCG majors 
Marico and Godrej Consumer Products 
come in. Two months ago, N.M. Roth- 
schild approached these two companies 





Paras chairman Girish Patel says 
the reports of the rift are false 


to check if either of them was inter- 
ested in forming a consortium to 
bid jointly for the brand portfolio. 
Sources say that negotiations are 
still on and neither Marico nor Go- 
drej have agreed so far. The negoti- 
ations are bogged down by the fact 
that the Patels are insisting on a 
valuation of at least Rs 450 crore — 
twice their projected turnover of 
Rs 225 crore this year. That's a 
shade higher than most of the ear- 
lier OTC brand deals, which have 
been concluded at multiples of 1.5 
of the turnover. For instance, last 
year Morepen bought antiseptic 
cream Burnol from Reckitt-Pira- 
mal for Rs 9 crore. 

Sources say the Patels may be 
asking for too high a price for the 
FMCG brands. For one, the gross 
margins on Paras' OTC pharma brands 
are over 5096. But the profitability of the 
FMCG brands is lower, prompting possi- 
ble buyers to demand a lower valuation. 
“We will look at both earnings multiples 
and turnover multiples in arriving at a 
valuation,” says an official in one of 
these FMCG firms. The more realistic 
bid: Rs 150 crore for the FMCG brands, 
which is equivalent to 1.5 times this 
year's projected turnover of Rs 100 crore. 

Whether the Patels will climb down 
from their perch is still unclear. But the 
bankers are turning up the heat. "The 
media story of a spat between the broth- 
ers is an attempt to soften them up,” says 
a source close to the Patels. Chairman 


SANJIT KUNDU 


| Girish Patel says such stories will not 


make him hurry into a decision. "We will 
consider all the options presented by 
our consultant," he says. 

But it isn't as if Patel has a surfeit of 
choices. Given the weak market senti- 
ment, an IPO is ruled out. In fact, in 2000, 
Paras had given a mandate to Kotak Se- 
curities to sell 2596 of its equity through 
an IPO. But that did not happen because 
the Patels asked for a higher valuation. 
"Investors were willing to value the com- 
pany at Rs 250 crore, whereas the pro- 
moters insisted on Rs 375 crore,” says a 
Kotak Securities official. Then Paras loo- 
ked for funding from private equity firm 
CDC India Ventures. But the deal fell 
through apparently because of prob- 
lems that emerged during due diligence. 

With Paras' runaway growth decid- 
edly slowing down in the last two years, 
the Patels may have now realised that 
cashing out at this stage is, perhaps, the 
more prudent strategy. 
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| 4 Which Indians state uses the sl logan, ‘ Invest | n nA Higher State of Ming’? 
| (a) Karnataka (b) Tamil Nadu (c) Nen (d) Gujarat 



















| Di Which uni he S introduced an -— character called Terry Te Tate? | a 


(a) Reebok (b) Nike (c) Footlocker (d) Puma d 
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| 8. Which car company has launched True Value outlets for used cars across the country? 
(a) d Motors (b) Telco (c) Ford Motors (d) Maruti Udyog dE 


| 4. Who has been appointed as the new CEO of fast food company McDonald's Gre in place of Jack q 
| > Greenberg? | 
(a) Jim Cantalupo (b) Howard Ad (c) Joe Brandei (d) Wally Weitz q 

E 


| 5. CellOne is a mobile MA service from: 

| (a) Bharti Televentures (b) BSNL (c) IDEA Cellular (d) Hutchison 
| 6. Which is the parent country of the cement major, Cemex? 

(a) France | (b) Brazil | (c) Germany (d) Mexico D 
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T. . Which company recently acquired eGurucool, a provider of e-learning in schools? | 4 
| (a) NIIT (b) sia (c) HCL addi (d) Microsoft India 
| : B. Which insurance company claims that it dues you “Jeene Ki Azaadr? d q 
' . (a) HDFC Standard Life (b) Max New York Life ^ (c)ICICI Prudential Life(d) Om Kotak Mahindra | 
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| 9° This ex-banker is the head of BPO at Cognizant i Teeheelody $ Solutions" Indian operations. va 
(a) Raman d (b Ram Ramasundar ^ (c) hana Bd (d) BN vo 








10." This former GEO of Standard Chartered b Bank is the founder Po Sabre Capital W Wor? ridwida, which casas took | 
over the ailing Centurion Bank. 


(a) Harpal inne E V acne (c) Rana awe (d) Ramesh Gelli 
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Answers to AMITY BIZQUIZ # 84 

i1. Who is considered to be the father of the Sony Playstation? Ken Kutaragi 

2. Which Indian test cricketer heads the US-based Entrack group of companies? Dilip Doshi 

3. Haler is a major white goods maker of which country? China 

4. Who is behind the recent launch of insurance monthly Insurance Watch? Anupama Modi 
. Which of the following Is not a US company? Vivendi Universal 
8. Who was the first governor of the Reserve Bank of India? Osborne A. Smith 

7. Who, along with Anthony G. Athos, wrote the famous book The Art of Japanese Management? Richard Tanner Pascal 
.B. Malaysia has banned a pan-Asian Toyota ad campaign starring which Hollywood actor? Brad Pitt 
g 


, Which Credit Lyonnais Securities equity strategist came out with a report, Asia’s Baby Boomers, on the spending binge In Asia? 
Christopher Woods 
10. Who is the president of the Federation of Indian Export Organisations (FIEO)? Rafeeque Ahmad 


|. Winners of AMITY BIZQUIZ # 83 


t. Prasanna, Mumbal 2. R. Kumaraswamy, Delhi 3. Shreya Gyanchandani, Bhopal 4. Prakash Jaiswal, Singbhumi (East) 5. Parag Pawar, Mumbal 
8. Rituraj Nandan, Kharagpur 7. Sudip Kumar Roy, Chennai 8. Vikas, Ghazlabad 9. Bejoy Chandrasekhar, Navi Mumbai 10. Prithwira] Deb, Kolkata 
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the place you want to be or 
dusty April afternoon. It is not the 
first place you would associate 
with one of the biggest boom industries 
in post-liberalisation India. Yet, this is 
- where you come across an institution 
¿that you thought had died out with the 
: bad old days of the socialist mixed econ- 
: omy —theloan mela. 

- And it is not an exaggeration to de- 
*- geribe it as one. In a community centre 


^ festooned with advertisements and ban- 


. ners, banks and finance companies vie 
with each other to offer you aloan, few 
questions asked. This loan mela is more 
democratic though — instead of corrupt 
industrialists with political connections, 
you have young couples, who seem to be 
the main customers. And they are bor- 
rowing to build their homes. The ques- 
tion is; Will this loan mela go the way of 
the earlier ones? 

If you thought it would be difficult to 
convince supposedly conservative 
banks to cough up a sum of Rs 10 lakh-12 
lakh for your dream home, think again. 
Within the space of a couple of hours 
you can walk away with any number of 
so-called 'spot approvals' from different 
banks. Based on what you say your in- 
come is, banks give you a letter stating 
that they will give you a home loan at a 
special discount rate provided that you 
hand in your salary slips and the prop- 
erty documents within a due date. And 
in the case of ICICI Bank, at least, if you 
happen to carry those documents with 
you, you can even walk away with a 
cheque there and then. No verification 
of documents or property required. 
"Over the past couple of days, we have 
handed out Rs 30 crore of spot ap- 
provals," boasts a salesperson from De- 
wan Housing Finance. 

And the number of features and free- 
. bies offered to spice up a basic home 

loan is mind-boggling. ICICI Bank 

for instance, has tied up with Rutu 
Builders, a Thane-based property 
developer, which will pay your last 
two years' instalments for you. If 
you refinance your existing home 
loan with IDBI Bank, it will give you 
a personal loan of up to 3096 of the 
amount refinanced at the existing 

home loan rate — that is 8.5-9%. 
IDBI Bank also offers aloan ofup 

to 110% ofthe value of the prop- 
erty. HSBC has tied up wit 
other builder and is offering 
home loans at 7.49% for cus- 
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where and approach the same property, 
you get a discount on the property rate. 

The hardsell is evident. These are not 
conservative grey-haired bankers, but 
aggressive young guys with commis- 
sions to earn, While we are talking to one 
salesman, he takes a telephone call and 
starts negotiating with another home 
loan borrower. “It is really competitive,” 
he says, adding, “but we have sales tar- 
gets to meet.” 

In the normal course of things, no 
bank would have given you a personal 
loan for less than 15%. But then, this is 
not a normal market. As far as home 
loans are concerned, it has been a bull 
market for the third year running. A 
combination of tax breaks on housing 
loans, low and stagnant property prices, 
falling interest rates and a lack of other 
avenues for banks to lend have meant 
that total volume of housing loans ex- 
tended by banks in the economy has 
grown from Rs 14,000 crore to Rs 32,000 
crore in two years. ICICI Bank alone has 
grown its portfolio from Rs 2,900 crore to 
Rs 10,300 crore in just one year — that is 
around Rs 20 crore per day. The ‘safe’ im- 
age of housing loans means that it is 
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the differences pe 
able rates of interest. 

Analysts are worried too. “The large 
numbers have totally changed the ball- 
game — in one sense, most players are 
entering entirely new territory as far as 
size and speed of portfolio growth are 
concerned... Our concern is whether the 
pressure on growth numbers sees a dilu- 
tion of credit practices,” said an analyst 
in a recent report. "The housing loans 
market is not risk-free, as is commonly 
believed," says Suresh Menon, general 
manager of HDFC, Mumbai region. 
"Though we have managed to keep our 
non-performing loans to a minimum 
(HDFC's NPAs are less than 190), that is 
because we have studied the market and 
gained experience over a number of 
years." 

The world over, lending against 
property is one of the biggest risks that a 
bank can take. The US suffered one of 
the biggest ever crises in the 1980s when 
hundreds of small banks collapsed after 
they advanced loans backed by land as 
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[n their eagerness to grow their home finance 
portfolios, banks may be taking too much risk 
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at lent to proper 
speculators lost everything as 
ose economies sank headlong 
into recession. 

It is important though, to 
stress the differences between 
these situations and what has 
been happening in India. First, 
most of the loans have been 
made to home owners, not prop- 
erty speculators. If you are taking 
aloan to finance a house for your 
family, you are unlikely, except in 
extreme circumstances, to de- 
fault on it, unlike a speculator. 
Secondly, many of these loans in 
India were made when property 
prices were low in the late 90s. 
That gives banks at least some de- 
gree of cushion as far as the value of 
properties is concerned. 

So where do the risks creep in? It 
starts right at the approvals stage and the 
way banks approach customers. Many 
banks, especially private sector ones, 
employ direct sales agents, whose only 
aim is to sell as many loans as possible. 
" Theres little incentive for them to verify 
the bonafides of the customer or make 
sure his papers are in order," says an an- 
alyst. Of course, the bank has to conduct 
its own verifications. "Banks are sup- 
posed to go and inspect the property as 
well and make sure the documentation 
is correct," says a Reserve Bank of India 
source. But, as we pointed out, in the 
Thane loan mela atleast, some banks are 
perfectly willing to accept documents 
they are presented with. This leaves 
them wide open to fraud. 

In their aggressiveness to grow their 
home loan portfolio, banks have sub- 
stantially reduced the margins which 
they demand from home owners. In 
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other words, on an average, banks now 


finance up to 85-90% of the property - 
value or more (excluding stamp duty | 


and registration though some finance 
some of that, too) up from just 70% a 
couple of years ago. Consequently, if 
property prices fall, there is a greater 
possibility now that the value of the col- 


lateral will become less than that of a — 


loan. 


Also, home loan interest rates are 


among the lowest that banks charge on 
any type of loan. This creates a huge ar- 
bitrage opportunity: you can borrow at 
8% to finance a house. But, to finance 


working capital requirements for a small | 


business, you can only borrow at a mini- 
mum of 14%. There is anecdotal evi- 


dence that some small business owners | 


borrow ostensibly for financing houses 
but use it for funding their businesses. 
One of the ways to do this is to sell your 
own house to your wife, or if it is in her 
name, buy it from her. 

Many bankers argue that while the 
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There's money for the asking if a dream home is the target purchase 





risk of fraud always exists, they are few 
and far between. But a more serious 
problem exists: that growth has been so 
aggressive that the systems in banks set 
up to handle procedures relating to 
loans simply cannot cope with the vol- 
umes at present. For instance, when you 
refinance a loan, your new creditor is 
supposed to ask the bank that originally 
gave you the loan for your property doc- 
uments. "There are many cases where 
the original property documents of cus- 
tomers who have taken a loan from us 
and then refinanced it are still lying with 
us," says a senior executive with one of 
Indias largest home finance companies. 
"The refinancier has simply not col- 
lected the property documents from us." 
Customer service on other fronts suffers 
tremendously too — ask any borrower 
for his home loan story and it is likely 
that he will get all worked up and ready 
to punch a banker. 

The real test will come a year or two 
down the line. "Most defaults begin to 
happen only a couple of years after 
ahome loan has been taken," says a 
former banker who has worked in 
retail finance markets in India and 
south-east Asia. "That's when the 
portfolios that banks have built up 
over the last few years will really be 
put to the test." 

Early this year, a certain Mahar- 
ishi Housing Finance Corporation 
shut shop. If the new loan melas go 
the way of the old ones, bankers 
and financiers will probably lose 
the roofs over their heads. " 
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HOW THE PANIC SPREAD 


November-December 2002: SARS begins in southern 











E _ | China's Guandong province. Hundreds affected, alarm spreads. 
.. | Chinese authorities deny epidemic | 
A | February 2003: A Chinese doctor passes virus to guests | 
~ | ina Hong Kong hotel. SARS spreads across Asia, North 

be .| America, Canada and Europe 

Ke _ | 16 March 2003: WHO puts out a rare travel advisory 

E .| calling SARS a global threat | 
5 : A 25 March 2003: Canada announces quarantine of families - 


| of health workers working on SARS cases 
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= | 31 March 2003: Hong Kong Health Authorities quarantine 
| an entire block of apartments 
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| April 2003: British tourist becomes first SARS al in 
Australia, Malaysia reports its first suspected SARS death 





8 April 2003: India reports first suspected case 
[ 5 April 2003: SARS death toll worldwide soars ito 150 - 
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17 April 2003: Hong Kong scientists detect a deadlier iini 
of SARS that seems to attack the very young and the very old 
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19 April 2003: A British national, suspected to be 
Indonesia's only SARS case to date, goes missing. Indonesian 
authorities mount a massive manhunt | 
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20 April 2003: China fires two top Communist Party 
officials for failing to respond effectively to the crisis 
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22 April 2003: In India, 25 guests at a wedding are 
quarantined when it was discovered that the bride, her 
brother and her mother tested positive for SARS. The Beijing 
Genomics Institute reports that the virus is mutating rapidly 
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26 April 2003: Asian health ministers meet in Kuala 
Lumpur, Malaysia, and agree on more screening at 
international departure points, a ban on travellers showing 
symptoms and health declaration forms for visitors from 
affected countries 
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27 April 2003: Taiwan confirms its first death. India's sixth 
SARS case surfaces in Kolkata 
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28 April 2003: Villagers torch school earmarked as a SARS 
quarantine centre, ransack government offices and overturn 
cars in China's first reported instance of social unrest related 
to SARS. Air-India grounds 37 flights 








29 April 2003: New city mayor warns that SARS may 
have overwhelmed Beijing's hospitals. Nine new cases are 
detected in India 
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" = PEOPLE IN THE NEWS 


Lee Kuan Yew, Singapore’s strongman, 
has quarantined his wife after she was 
treated in a hospital next to a SARS patient 


‘ar os Urbani, who discovered the SARS virus, died in 













1 g b i, Vietnam, on 29 March 2003. 
E E MON 


he | e "Poison King”, the first super-spreader of the 
SAI RS Suis, has infected around 90 people. He has survived. 


id Baltimore, 1975 Nobel Prize win- 
net ir rin hedicine, says that sensational media 
yerac ge of SARS has created panic. 


es n Dor erson, a leading authority on in- 
ot ases, says that SARS could kill 

% of the è infected with the virus — double the origi- 
y assumed figure 

rcelir Bilan, Filipino politician, says that in his 
intentional sneezing could be considered terrorism if 
that he or she was afflicted with SARS 





















n ) ha some of severest anti-SARS measures any- 
lere ka E word. Those exposed to the virus can expect: 


Tobe quarantined and levied fines of US $5,600 or sen- 
di ed dto six-months in prison if they leave their homes 


Tol lave digital cameras watching their every move 


fave electronic wrist tags attached if they fail to an- 
N sunieiitance calls 





XN) 
Read on- saihi- -ground accounts of people in SARS-hit areas ~ 3 
http:lwww.spacefan.blogspot.com/ i 
Jen Jen in Singapore is combating SARS 
http://pekingduck.blogspot.com/ 
Reporting on the panic among Chinese authorities 
http://www.bokane.org/ | | 
Foreigner in China, who gor. ae UE 
httpJlwww.sarswatch.org/ y : à a 
Lots of data and analysis. This ree Buts it all together * : 
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SARS epidemic? Thus 


MANISH KHANDURI 


ANIC envelops the nation. Whole 
cities shut down. Restaurants, 
malls, theatres and stores go 
empty. Logically, Chinas econ- 
omy should be in massive trouble 
as it battles the SARS conflagration. 

The global investment community 
feels otherwise. While they are cutting 
back their forecasts for Chinas GDP 
growth by a sizeable 0.3-0.9%, no one's 
really predicting yet that a serious 
growth crisis is in the offing. The World 
Bank forecasts that China's economic 





growth will slow down to 7.2% this year | 


from 8% last year. The Asian Develop- 


ment Bank predicts 7.3% growth for | 


China this year, Morgan Stanley has re- 


duced its 2003 growth forecast from | 


7.9% to 7.1% and Standard Chartered 


from 7.996 to 7.596. Global investment | 


bank Goldman Sachs, with a 'shocking 
6% GDP growth forecast, is one of the 
few exceptions. 

So far the biggest impact of the SARS 
outbreak in the Asia-Pacific region has 
been felt by the services sector. The 
manufacturing sector remains compar- 
atively unscathed. And, consequently, 
China, where the bulk of the GDP comes 
from manufacturing (which has grown 
because of heavy foreign investment 
and soaring exports), is expected to pull 
through without serious reversals. The 
only serious impact will be felt by Chinas 
$66-billion tourism industry, which ac- 
counts for less than 696 of the GDP. All in 
all, things will get really serious for China 
only ifit is unable to end the SARS crisis. 

But Hong Kong and Singapore are 
not so lucky. In Hong Kongs case, most 
analysts believe that the already low 2.5- 
3.596 growth forecasts for this year may 
be slashed down to 0.596 or even lower. 
The Economist Intelligence Unit (EIU) 


A department store in Beijing: hit hard 
by the fear of SARS 
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has revised its GDP growth forecast for 
Hong Kong for 2003 from 2.5% to 0.3% as 
it anticipates Hong Kong retailing and 
tourism industries will be hit. Services 
businesses, incidentally, contribute five- 
sixths to Hong Kong's economy. Hotel 
occupancy rates in the two places over 
the past few weeks have been down to 
around 1-296, and in some cases even 
zero, from the earlier 80-8596 levels. The 
EIU has also cut its growth forecast for 


| Singapore for 2003 from 3.1% to 2.6%. 


The SARS impact has spilled over to 
other countries too. In Australia 1,000 


Quantas airline employees have been | 


sacked. Thailand, which attracts a large 


number of Chinese tourists, has stopped | 


issuing visas to them. 

Right now, not many are worried 
about the impact on global exports. Only 
if it prolongs could SARS seriously hurt 
China and the rest of the world. Espe- 


cially as recent data from the World | 


Trade Organization shows that China is 


the fifth-largest trader of merchandise 


goods with a 5.1% global marketshare. 











Even as nations impose strict travel 
regulations, what happens to the mil- 
lions of migrant workers in this region? 
In Singapore, 24% of the workforce is 
from outside. A wire service quoted Jer- 
rold Huguet, demographer at the United 
Nations Economic and Social Commis- 
sion for Asia and the Pacific, as saying 
that the “impact could be devastating. 

How have specific sectors been af- 
fected? Thus far the tourism and airline 


| industries have been hit hard. Hong 


Kong-based Cathay Pacific is believed to 
be losing close to $3 million a day and 


| faces closure. In India occupancy rates 


in key five-star hotels are down to 10- 
15% from the 80-90% levels a few weeks 
ago. Even the PC industry is not unaf- 
fected with Goldman Sachs lowering its 
2003 worldwide PC unit growth forecast 
to 596 from 696 because of SARS and the 
weakness in the global economy. 
Finally, how will SARS impact the 
global economy? Not by very much, be- 
lieves Janet Henry, HSBC's global econo- 
mist. The primary impact will take place 
through reduced trade flows. Henry esti- 
mates that a 196 slowdown in Asian 


| growth reduces global growth by 0.2% 


and growth in G7 economies by 0.1%. 

The SARS issue has thrown up "the 
need for China to address its data im- 
age", as Gerard Lyons, chief economist 
and group head of research, Standard 
Chartered Bank puts it. China's initial 
clampdown on information flows when 
the SARS crisis started, and its seeming 
unwillingness to reveal the extent of the 
contagion has brought into focus an is- 
sue that BW has addressed in the past: 
How much can one trust the economic 
data that emerges out of China? ini 
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Is India egdipped to tackle the threat of the 





Severe"eute Respiratory ' Syndrome? 


GINA SINGH 


ROUND the wor- 

ld, it is the latest 

four-letter- word. 

How equipped is 

India to deal with 
its onslaught? 

At first blush, it may 
seem there is a disaster 
waiting to happen here 
— a population of over a 
billion, a tropical cli- 
mate, widespread igno- 
rance, indifference to- 
wards personal hygiene 
and so on. Worse still, 24 
are already suspected to 
be in the grip of SARS, 
with Pune seeing nine 
new cases in a day on 
Wednesday. What if 
there are many others, 
undetected, casually in- 
fecting everyone around? 

But, N. Kumara Rai, director, Depart- 
ment of Communicable Diseases, World 
Health Organisation, South-East Asia re- 
gion, shrugs off this epidemic scenario. 
"There's no need to panic,” he stresses, 
pointing out that "India is luckier than 
Canada or Singapore — it has had time 
to prepare and learn from the afflicted 
countries". Steps taken by India include 
monitoring all entry points — essen- 
tially airports and seaports — for sus- 
pected SARS victims. There is also a co- 
ordinated, nation-wide effort on to 
detect and monitor the disease. Some 
days back, the Union minister for health, 
Sushma Swaraj, called an unprece- 
dented meeting of all state health offi- 
cials to figure out how to tackle the dis- 
ease. One outcome of that has been the 


appointment of an official in every state 
who would be the single-point contact 
for managing all SARS cases in that state. 

Then, the government designated 
organisations like the National Institute 
of Communicable Diseases (NICD), the 
National Institute of Virology (NIV), the 
Tuberculosis Research Centre, Chennai, 
Enterovirus Research Centre, Mumbai, 
and the National Institute of Cholera 
and Enteric Diseases, Kolkata, as the 
centres that would conduct the crucial 
test to identify SARS patients. 

Even the private sector is getting 
equipped. For instance, Apollo Hospi- 
tals has set up a separate isolated room 
for examining patients. And the doctors 
have been briefed to manage any pa- 
tient according to WHO guidelines. 
However, there is no arrangement for 
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WHO's Kumara Rai says: Take SARS seriously, but do not panic 


| 





SARS 





admitting patients and keeping them in 
isolation. “If we get any patient, he will 
be sent to the Infectious diseases hospi- 
tal,” says Yogi Mehrotra, managing di- 
rector, Apollo hospitals. Meanwhile, 
Max Healthcare has started conducting 
continuing medical education training 
programmes on SARS for all its doctors, 

But while an Apollo or a Max may be 

pared, there are any number of hos- 
pitals, both private and government, 
where doctors have no clue about how 
to manage the disease. 

Therefore, while India may be SARS 
read r, the reality may be quite 

rent. For one, viruses have a sneaky 
way of escaping detection. The SARS 
virus has a gestation period of 2-10 days; 
and by the time it manifests itself, the 
carrier may have already infected many 
others. Which is why, as 
the WHO advisory 
points out, screening 
travellers in airports 
might not really work. 

Besides, screening at 
airports alone is not 
enough. There are other 
places from where SARS 
patients may cross over. 
"Despite the daily brief- 
ings and awareness 
campaigns, the health 
workers in places like 
Punjab and Haryana, 
specifically at the Wagah 
border, have no under- 
standing of the enor- 
mity of the problem," 
says an official. 

The biggest fear still 
remains the lack of a 
cure for SARS. A combi- 
nation of medicines — a 
steroid plus antibiotic 
ribavarin — has been known to work, 
but it's more a cure for the symptoms 
than the disease. 

Then, though the strain of the SARS 
causing corona virus has been se- 
quenced in the first-ever international 
effort coordinated by the WHO, the diag- 
nostic kits are yet to be fully validated for 
reliable results. 

Of course, India is today no longer a 
place where epidemics kill thousands. 
Rai cites the example of Himachal 
Pradesh, which successfully contained a 
plague epidemic last year. Moreover, the 
disease can be contained through quar- 
antine of suspected cases. "The virus 
goes through its life cycle of flaring and 
waning and then subsides on its own," 
says Rai. In sum, there's no need to press 
the panic button, yet. id 
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Ruling The Waves 

It is difficult not to be impressed with the full, rich sound of 
the Bose WaveRadio/CD. Turn it on and everyone in the 
room will be surprised at the quality of sound from some- 
thing that size. Essentially, it is an AM/FM radio with a CD 
player. No shortwave listening. But then, you don't buy a 
Bose to listen to the buzzing and signal-hunting on short- 
wave. Small 27" speakers based on Bose's acoustic wave- 
guide technology are built into the set to transfer energy 
through a tube to the outside air over a range of notes. It is 
stylish and sophisticatedly finished in graphite — also in 
white, if you like. But above all, it sounds wonderful. 

In fact, it makes you wish there was more to listen to on 
AM and more FM channels to choose from. There's a line-in 
for an additional sound source and I played my Worldspace 
set through it to great effect. It also combines rather well 
with a cassette player or a Walkman. It is fairly light and 
portable so you can easily take it from one room to another 
and use it with other sound sources like a television or tape 
deck or even a computer with streaming audio. Not de- 
signed for room-shaking sound, it nevertheless takes com- 
plete charge of the atmosphere in a room and makes for ex- 
cellent personal listening. You are not going to feel the bass 
in the pit of your stomach with a system this size. 

The FM, for which there is an external antenna wire, 
picks up a bit of noise, but then that is dependent on a 
whole lot of other variables. What sounds better, of course, 
is the CD player that is hidden under the set's control panel. 
Playing a CD gives you well-balanced sound — which you 
just cannot interfere with because there are no base and tre- 
ble controls. 

The controls and the large, clear display, incidentally, are 
blissfully simple and overall the system is easy to use. Then 
there's an idiot-proof, biscuit-thin infrared remote that 
works from a distance of 20 feet and you can use it for most 
functions on the system. The electronics on this set are re- 
ally smooth. There are alarms and timers and the volume 
slides elegantly down as you turn the set off or slides up 
gradually to a preset level when you turn it on. 

The Bose Wav- 
eRadio/CD costs 
about Rs 36,000 
(when you include 
sales tax). In this 
country, it is likely to 
be used a lot for the 
CD player and auxil- 
iary source than for 
the limited radio op- 
tions there are at the 
moment. For inti- 


The Bose WaveRadio/CD can also be 
used with other sound sources 
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mate listening, it's an 
excellent addition to 
your lifestyle and 
gives you what is 
quite possibly the 
best sound quality for 
this form factor. 





Streaming Sound The Philips Streamium player lets 
Arm yourself with a you listen to Internet radio as well 
PG abroadhdad con: > > a AUS.. 
nection and boundless love for music. That makes you the 
perfect candidate for non-stop online music. And the 
Philips Streamium will give it to you at 1500W PMPO. 

The Streamium MC-i200 is the world’s first broadband 
Internet micro system. It plays your audio CDs and MP3 
CDs, as also the new music format, MP3 Pro, And it has the 
standard AM/FM tuner. But you can also connect this sys- 
tem to a broadband Net connection to listen to Internet ra- 
dio — which is getting to be rather good. 

To get online, press the Connect button on the remote 
control or on the control centre. This is where you need 
your PC. You need to register using your email ID to get ac- 
cess to the MyPhilips website, where you can set your music 
channel preferences. 

The Streamium connects to broadband through a port 
at its rear through a RJ45 jack. Setting up the system is easy 
enough. You don't need your PC to listen to Net radio on the 
Streamium —just press the Connect button, select the type 
of music you want to listen to by genre or country, select the 
radio website you want to listen to, and you're on. An LCD 
display shows you what the system is playing, along with 
the performer's name and song title. If a particular track 
catches your fancy and you want to know more about it, all 
you need to dois press the Info button on the 45-key remote 
control. You'll promptly get an email message with all the 
details of that track. 

But at Rs 34,990, it is a rather expensive way to listen to 
Net radio. You could just as well connect your PC to your hi- 
fi system. There will be quite a hunt for radio stations and 
the nuisance of registering with them. That is unless you 
use something like Netscape on your PC and have access to 
dozens of pre-selected radio stations in which case you've 
got around that problem as well. It also depends on the 
quality of your broadband connection, which may give you 
speed that’s theoretical or erratic. All the same, the concept 
is rather interesting. A new version of this radio system is 
Wi-Fi enabled. 





Mala Bhargava is with Cyber Media and edits Computers@Home. 
You can email her at malab@cmil.com 
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Leading corporates 
have a common 
brand ambassador 
to promote sme 
roducts - STAC 

MBREL L A S 
Your name and logo 
can be printed. 


Regular Folding 
Garden 
Golf Umbrellas 


Ebrahim Currim & Sons 
42-48 Princess Street, 
Mumbai- 400 002. 
Tel: 2201 2238/ 2208 0952 
Fax: 2201 0851 

Chennai:044-25369507/ 25369189 

Calicut:0495-2704697 
Website:- www.stagumbrellas.com 
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ENERGY MANAGEMENT & 
ARCHITECTURAL LIGHTING 


m ìi DIGITAL LIGHTING 
CONTROL solutions 






The benefits of effective lighting control 
are well known. But now, Helvar's Digidim 
range of lighting control products brings 
. the advantage of digital lighting to the 
| widest possible applications. 


Simple to Install. * Very Flexible. 
Easy to Operate. * Most Economical. 


Recent project ref. : 
Reliance |. Ltd. 
Tata * Mastek 
IBM «Intel 
Castrol |. Ltd. 
Ensemble + Glaxo 
The Leela Palace 
Taj Group of Hotels 
Oberoi Hotels 
I.T.C. Hotels 





Distributors for India 


BEE Lighting 


40, Madhuban, Mahakali Caves Rd., Andheri (E), 
Mumbai - 400 093. * Tel: 022-5691 6105 / 06 
Fax : 022-5693 8822 * E-mail : beltech@vsnl.com 





ADMISSIONS GUIDANCE 2003 
MBBS, BDS, MS, MD, 
MDS, CBSE (PMT 
States PMT, CPMT (U.P) 
Manipal,Kamatka,Govt., 
Recognized Private Colleges/GOl, 
Nominee/Mgt. Seats 
India & Abroad-Contact 


HELPLINE CONSULTANTS PVT.LTD, 


Plot-3, Flat No. D/6, 1st floor, 4Bunglow, 
MHADA, Andheri-West, Mumbai-63. 
Tel:022-26352470, 26352602 
M:9820603831/09868161511/09811152777 
Email: rajeshrajput@hclinfinet.com 
























Mith Bunder Rd. Kopri, Thane (E) 
Approved By AICTE, New Delhi. Recognized by 
Govt. Of Maharashtra Affiliated to University 
of Mumbai 
Invites application For Admission to 





Bachelor of Engineering 2003-2004 


Full Time 4 years Degree Course 
Courses Offered in 


Imo 


rma ; 
[ 


Eligiblity:- HSC. With min. 50% mark in Phy., Chem., & 


Maths from Board of Maharashtra or its equivalent. 
Excellent Academic Environment with challenging 
Assignments Projections to Industries, Lectures and 


discussion with professionals, The college is only 10min 


walking distance from Thane Railway station. 





AT SILVASSA 
22hours drive from Mumbal/Nasik = ge 
Tel : (022) 2620 7966 va 
(0260) - 2677 401 21/3 
i Mobile : 98 240 5686 
Email - sales khanvelreso: rt.con 
— Web: www.khanvelresort.com 


Wired with latest Technology, state of art, computer facilities, | 
Laboratories, Libraries and competent staff. Hostel facility 
Available for girl students Prospectus and forms available at 
the College office on payment of Rs. 500/- Contact on the 
above Address for further details 


Call on : 25433162/ Fax: 25412679 
Ankit Advtg. P. Ltd. 





















Education Feature 


vent Management Development Institute 

was established in the year 2002 in Mumbai 
and offer a Post Graduate Diploma in Event 
Management, and a Diploma in event 
Management which are both one year 
comprehensive courses. With an increasing 
number of corporates concentrating their 
budgets on beloxthe line morketing, the Events 





industry is $ set to take on 
mammoth wi proportions in 
the next few years. The 
institute o f.f.e'r.s 


unparalleled interaction with industry stalwarts, 
with many big names from the Indian Event 
Management Industry a part of their faculty. A 
few well known faculty members includes- 
Venkat Vardhan, Brian Tellis, Neeraj Roy, 


EMDI is the fastest growing Event 


Management 


Boman Irani, Farrid Karim, Sam Kerawala, 
Omung Kumar. EMDI has also become a 
phenomenon in the field of contemporary event 
management for being a part of almost 250 
events in the last 6 months which includes 
Femina Miss India, Rolling Stones Concert, 
Frames 2003, Ceat Cricket Awards, Screen 
Awards & many more. Though young, EMDI 
has also succeeded in establishing its credibility 
by securing affiliations with bodies like FICCI, 
EMAI & has also been awarded the Vidya Ratna 
Award from the International Institute of 
Education & Management for Excellence in 
education., and the National Gold Star Award 
from International Business Council for 
outstanding growth in Chosen field. The 
institute has already spread its wing in the cities 


of Bangalore and Pune, apart from Mumbai, 
and they have aggressive plans to give EMDI a 
national reach as endeavoured by three young 
entrepeneurs Deepak Choudhary , Nowshir 
Engineer and Jimmy Nagdev. 


Sm determination, Keen insight and 
extraordinary ambition are some of the 
qualities required for the creation of any 





magnificent thing. Such 
are the qualities that 
endorsed the founders of 
Excelsior Education 
Society, Late Shri. Rac, 
Khanna & Mrs. Harsh 
Khanna, the present 
Chairperson of the society. 


Away for the din of oity life, the K.C. SIERP o of 


BEST SPEAKERS 


Venkat Vardhan, Sam Balsara, Beman Irani, 
Brain Tellis, Cyrus Broacha, Martin da Costa, 
Shaan, Vani Ganpathy, Omung Kumar, Prasad 
Bidappa, Shaju, Mohammad Morani. 
BEST EVENTS 

Filmfare, Femina Miss India, Screen Awards, 
Zee Cine Awards, WWE, MTV Music Summit, 
Ceat Cricket Awards, Rolling Stones, Toon 
Circket. Various Exhibitions, Product Launches 
and Conferences and many more. 

BEST PLACEMENTS 
3600degrees, Cineyug, Wizcraft, 
Fountainhead, DNA Networks, CNBC, O&M, 
Lintas, Narang Hospitality Services, Opus Planet, 
Red FM, Sab TV, Seventy, Shobiz, Hungama.com 


Institute in India. With the best in industry speakers 
coupled with a course curriculum that makes 
handling events a compulsory requirement, our 
students get invaluable experience while they are still 
on the course. 


ADMISSIONS OPEN 
Courses: 
DIPLOMA IN EVENT MANAGEMENT 
Eligibility. x1 
POST GRADUATE DIPLOMA 


With exceptional placements and superb facilities like Eligibility: Graduation 


computer lab for students and library it's obvious why 
EMDI is the preferred one by students. 

Association of 
Branches: ieonmeiina store uneicohin 


IES Management College Buldg., 
4th Floor, 791- S.K. Marg, Opp. 
Lilavati Hospital, Bandra(W), 
Mumbai - 400 050. 

WEB: www.emdiworld.com 
Tel: 2655 08 08/ 2642 71 71 


287 EVENTS, 220 DAYS 
% PLACEMENTS - ONE INSTITUTE 


MBBS / MDS / MS / MD 


Australian Education... More than just an academic experience 


Bs 
Your Kesieathin 


Education i 


THE SERVICES PROVIDED TO INDIAN 

STUDENTS INCLUDE: 

W Comprehensive, unbiased, updated information on Australian education 

M Assistance with application processing and admission to more than 
250 accredited institutions I Information on Bank loans 

æ Information on IELTS training and testing services 

W Pre Visa Briefing, individual assessment, assistance with visa processing 

® Assistance with tuition fee payments, accommodation and airport reception 

® Information Seminars, Special Interview Programs, Predeparture Briefings 

© Travel referral to avail discounted airfares and excess baggage allowance 


All Services are provided Free of Cost 
Contact an IDP Counsellor for further information and also making an appointment for the Interview Sessions, Today! 


IDP Education Australia Limited 


Express Building, 1st Floor, Churchgate, (Opp. Churchgate Railway Station), MUMBAI-400020. 
Tel: 22026505, 22042686, 22026509, — Fax: 22026501. E-mail: infoQ mumbai.idp.com 


www.idp.com 


- Year-US $ 1700 / year. 


Mahalay, 1st Floor, Opp. Hotel President, Nr. Swastik Char Rasta, Off. C.G. Road, Navrangpura, AMMEDABAD 
Tel: 6403413/6226/6228/4807/2432/0583 Fax: 6404094 E-mail: info ahmedabad.idp.com 


E DELHI m CHANDIGARH E BANGALORE ® CHENNAI 





Ankit Advtg. P. Ltd. 


Education Feature 
LLL s 'UGNCOlLON feature 


Engineering is located in the lap of a lush green campus that is only ten 
minutes walking distance from the Thane Railway Station.The K.C. 
College of Engineering aims to provide the society with able LT. 
Professionals and to establish an environment where quality education is 
served with the basic values of life & an efficient team of excellent 
instructors attempts to orient its curriculum towards technology application 
and industrial and field practices. Presently the college offers the Bachelor 
degree in the field of Engineering in three branches: Computer Engineering, 
Electronic & Tele communication and Information Technology keeping itself 
abreast with all the modern developments both in the fields of education as 
wellas technology. The Chairperson, Mrs. Harsh Khanna stated on the news of 
the advent of Foreign Universities in Mumbai in near future , that *Our college 
has already started its preparation to meet the standards of the best of the 
colleges in India or abroad. And for that purpose we have already started the 
process of upgrading our human and material resources." On the basis of the 
performance of the students, in the last two years, the college occupies a 
comfortable place among the few top- notch colleges of Mumbai University. 
Student not only excelled in academic fields but also shared their portion of 
limelight by representing the University of Mumbai in several literary and 
cultural events. The college also has effective plans and resources for 
Placement and Training, entrepreneurship and quality and personality 
development programmes for the students. With the bold steps that the College 
management has taken in the previous year and that are proposed to be taken by 
them in the near future, K.C. College of Engineering will emerge out as a 
morning sun bathed in the glory of its youth from behind the mountains of 
hope. 


ASMAC : A NEW PARADIGM IN 
MANAGEMENT EDUCATION. 
TASMAC , a premier and autonomous 
management institute offers management 
degrees validated by the prestigious 
University of Wales, UK, at its Pune 
campus. In 2001 TASMAC became the 
first management institute with ISO 
9001-2000 certification. Only 12 
institutions have been accredited so far 
Dr. Giri Dua outside UK and TASMAC becomes the 
` first and the only institution outside 
UK/Europe to be accredited by British Accreditation Council, the only 
public guarantee of standards in independent institutions of further and 
higher education in the UK. BAC says in their report * TASMAC... had a 
very good and excellent standard of provision in all of the areas assessed 
". This College has a clear vision, a commitment to quality, excellent 
administrative systems and procedures, and capable, enthusiastic staff. 
Teaching was well-structured and well-informed, offering a good balance 
between theory and examples drawn from the real world. TASMAC has 
been one of the rare institutes that has always kept abreast of the changing 
times when boundaries are fading and opportunities are expanding. 
TASMAC started its journey in 1990 & within a short period of 11 years, 
it has enrolled more than 5,000 students through its various degree 
programmes. TASMAC boasts of a state-of the-art campus located in 
Pune with a well-stocked library to nurture the minds of the future 
management wizards . Internationally recognised courses from BETC, 
UK has approved TASMAC to offer 10 certified Diploma Courses. 
Adding another trophy to its list of achievements, it also has validation by 
the University of Wales, UK to offer BA (Hons.), MBA & MSc (in Info. 
Systems) degree programmes in India. With the syllabus and the method of 
teaching, everything is validated and approved by the University of Wales. 
Studying here is as good as studying in University of Wales. The institute 
boasts of special modules, which enhance the quality of the MBA 
programme and give it an extra edge over the others. These modules are 
‘personal and interpersonal development’ which lays emphasis on 
leadership issues, development of creative skills and effective 
communications, 'organizational values and business ethics' under a 
distinctively separate head and 'personal and organizational development 
which plays a dominant role in the operation and success of any business. . 
In sync with the needs ofthe changing times, TASMAC has created a new 
paradigm of management education. Where the focus is on globally 
relevant education and emphasis is on uncompromising level of 
excellence. 











BACK YOURSELF TO 
ACHIEVE MORE... 
TARGET A GLOBAL CAREER. 


Get a prestigious 


British Management Degree in India ! 





UNIVERSITY OF WALES, U.K. 
MBA, MSc in Information Systems 


& BA(Hons) in Business Administration 
Degree Programmes now, in Pune, India. 
Be Further and Higher Education (BAC),UK. India's first ISO 9001:2000 

Certified Institute, and one of India's leading autonomous business 
Schools has been validated by University of Wales, UK to offer the MBA, MSc in 
Information Systems and BA (Hons) in Business Administration Degree 


Programmes in India at their state-of-the-art campus. University of Wales is the 
2nd largest University & one of the 4 Federal Universities in UK. 


MBA waster oF BUSINESS ADMINISTRATION 


Specialisations : Finance, Marketing, Human 
Resource Management and Information Management. 


Duration : 1 Year (Full Time) 


IMS € in WronwrioN systems 
Duration : 1 Year (Full Time) 


BA (HONS) IN BUSINESS ADMINISTRATION 


Specialisations : Finance, Marketing, Management 
and Information Management 


Duration : 3 Academic sessions (6 semesters of 4 months each 
* 6 months project study) 


Programme Highlights/Advantages : e Opportunity to get a British Management 
Degree right here in India e The degree is awarded by University of Wales, the 
second largest University in UK e University of Wales is one of 4 Federal 
Universities, the others are University of Oxford, University of Cambridge and 
University of London! e Programmes are contemporary and forward looking in 
nature e Programmes include core training in transferable skills e British Degrees 
are valued and respected worldwide e Choice of three starting dates for flexibility 
e Programmes accelerated in nature, thus helping students enter employment 
earlier. e Fees much lower compared to similar programmes in UK. In addition, 
students save on travel, accommodation and other expenses. 


TASMAC, the first institute outside UK and Europe to be accredited 
and recognised by British Accreditation Council for independent 


Placement Support - The industry has been very receptive towards TASMAC 
Students with an overwhelming response. We provide excellent placements for 
our students. 










ADMISSIONS OPEN FOR JUNE 2003 INTAKE 
AST DATE FOR RECEIPT OF APPLICATIONS : 15°" may 2003 
For complete prospectus/application forms, please send DD/MO/IPO of Rs. 500/- to : 
TIAISIMIAIC] TRAINING & ADVANCED STUDIES 
IN MANAGEMENT AND COMMUNICATIONS LTD. 
Corporate Office and Pune Campus : TASMAC House, Plot No. 14, TASMAC Road, 


Viman Nagar, Pune-411014 (India) Tel.: 0091-(0)20-400387 1/4003872/6632456/6632893 
Fax : 0091-(0)20-4001431 E-mail : wales@tasmac.ac.in Web : www.tasmac.ac.in/wales 


In Mumbai Contact : TASMAC Information Centre, 2/22, Tardeo A.C. Market, 
Tardeo, Mumbai - 400034. Tel. : 0091 (0)22 24923656, 24936430 


Ankit Advtg. P. Ltd. 
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EXCLUSIVE 


RIVATE equity firms are often 
judged on the amount of money 
they have under management. It 
is generally considered a mea- 
sure of success, an indication of 
investors' trust and confidence. In this 
business, size matters. And though Car- 
lyle had done some decent deals, they 
were not considered a major private eq- 





uity player. They didn't have any funds of | 


$1 billion or more, a basic earmark of a 
successful firm. In fact, their largest fund 
was a meager $100 million. They still 
struggled to raise enough capital to fund 
the deals they did identify, and even 
those were cobbled together using 
smoke and mirrors. They often took on 
too much debt when acquiring compa- 
nies, and that would inevitably make ex- 
iting the investment more difficult. What 
they needed was more fund raising. 
They needed money in the bank. 
Enough money that they could stop 
worrying about money. The kind of 
money that only the elite firms could 
raise. They were about to get it. 

But like Carlyles portfolio of ac- 
quired companies, its list of investors 
carried conflict and controversy. Solicit- 
ing money from just about anyone who 
had it, the company put together some 
powerful and unlikely bedfellows. And 
the little merchant bank from Washing- 
ton DC, began to grow in both stature 
and intrigue. 

Considering Carlyle's questionable 
investing record by the mid-1990s, it is 
truly remarkable that the firm was able 
to attract the type of talent it had. Mid- 
way through the 1990s, the company 
had yet to cash in on anything but a few 
defence buyouts. Carlyle was getting pi- 
geon holed as a defence company, and 
fast. Business press was criticizing it for 
being a bunch of tax-scamming crony 
capitalists, trading in on their time in 
government, and hitting up old friends 
for business. They had made a little 
money, but they certainly werent light- 
ing up the scoreboard. One magazine re- 
ported that Conway's wife was pestering 
him about seeing some profits they 
could take to the supermarket. Then 
everything started to change. 

With (James) Baker on board, 
Rubenstein turned his focus to raising 
money. Truckloads of money. Ruben- 
stein began work on a fund that would 


























eventually be called Carlyle 
Partners II, designed to focus 
on aerospace, defence, 
healthcare, telecommuni- 
cations, and insurance. 
The idea was to parlay 
the newly acquired po- 
litical expertise that 
Carlyle had gained 
through the hiring of 
Darman and Baker, 
and invest in indus- 
tries that are heav- 
ily dependent on 
federal regulation. 
This way, Carlyle 
could cash in on its 
ex-politicos in two 
ways; first, to help 
them raise money 
by giving speeches 
at home and 


puo 


George Soros, 
Major Investor 


abroad, packing the George Bush St, 
house with high net former US president, 
worth individuals; aC 


and, two, to leverage 
their relationships with 
lawmakers to gain in- 
sight on the direction of 
policies that affect their 
target industries. It was a 
brilliant strategy that was 
about to make all of them very, 
very rich. 

Soros’ Millions 

The goal for the fund was $500 million, 
a relatively modest sum in private equity 
circles, but five times as much as Carlyle 
had ever raised. Until this time, Carlyle's 
strategy was to first identify a deal, then 
round up the investors needed to make 
it happen. There was often a great deal of 
leverage involved, and the debt loads on 
some of the deals caused ongoing prob- 
lems for Carlyle. This time would be dif- 
ferent. After rounding up almost $150 
million from some banks, pension 
funds, and Richard K. Mellon & Sons (an 
original investor in Carlyle), the com- 
pany was going after an investor that 
could contribute both money and fame 
and get them over the hump. They were 
going after George Soros. 

The Hungarian-American Soros al- 
ready had the reputation of being the 
most prescient and successful investor 
in the world. His Quantum Fund was ad- 


John Major, 

former British PM, 
Chairman, Carlyle 
Europe 











SiS, 


mired around the world. His investment 
record was unassailable. But on Septem- 
ber 16, 1992, he cemented his place in fi- 
nance history by shorting the British 
pound, and nearly bringing down the 
British banking system. That day came 
to be known as Black Wednesday. 

On Black Wednesday, the pound 
crashed, crippling the British economy 
and embarrassing the prime minister. 
Soros made a profit of $950 million. 
He would later be known in England as 
the man who made a billion off the 
pounds collapse. Needless to say, Soros 
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Fidel Ramos, 
former president 
Phillippines, Carlyle 


Asia Advisory Board 


James Baker, 


former US secretary of 


state and treasury, 


Senior Counsellor 


George W. Bush, US 
president, Was on the 
board of Caterair 


wasnt exactly a popular bloke in the 
United Kingdom. 

So when Soros agreed to become a 
limited partner in Carlyle’s new fund ex- 
actly one year after Black Wednesday, he 
was bringing far more than just $100 
million. He was bringing added credibil- 
ity and a reputation for making gobs of 
money. Soros didn't make bad invest- 
ments, so the Carlyle Group must be for 
real. Soros was also jump starting a fund 
that would go on to be the most success- 
ful in Carlyle's history. It is unusual for a 
private equity firm to issue a press re- 


Frank C. Carlucci, 
former US defence secretary, 
Chairman Emeritus 


George Bush 


Carlyle company 


John Wiley & Sons; pages 256; 
price: $24.95 


lease announcing an investment into a 
fund. Usually contributions to private 
equity funds are decidedly low-key eve- 
nts, meant to be kept private. Most in- 
vestors prefer it that way. But it’s differ- 
ent when the investor is Soros. Carlyle 
needed to capitalize on their newfound 
fortune. So an announcement went out 
hailing a new dawn at Carlyle. Ruben- 
stein would publicly characterize the in- 
vestment as “more of a partnership than 
just a passive relationship.” Indeed, 
Soros helped to market the fund, and his 
anchor investment brought the total 
money raised to half the anticipated 
$500 million. But as it turned out, reach- 
ing the stated goal of $500 million would 


E Liquidated holdings of the family 
of Osama bin Laden only after news 
reports revealed the company's 
association with the family 


m Went into overdrive to save the 
outdated Crusader howitzer which 
was being built by United Defense, a 


is published by 


EXCLUSIVE 


O the outside observer, the Carlyle Group — one of the 

largest private equity firms in the world ($14 billion under 

management) — is one of a kind. With an employee roster 
that reads like a who's who from the worlds of business and 
politics, and hundreds of defense, aerospace, telecom, and 
healthcare companies in its portfolio, the Carlyle Group 
operates within a powerful and profitable world known as 
the iron triangle — a place where industry, government, 
and the military converge. 


DAN BRIODY, an award-winning business journalist who 
has written for Forbes, Wired, Red Herring, and the 
Industry Standard and the man who broke the story on 
the Carlyle Group, has more explosive material in The Iron 
Triangle. Discover how the Carlyle Group: 


B Profited from the September 11th terrorist attacks and 
continues to profit from the ongoing war on terrorism 


B Pried open the wallets of Saudi Arabia and South Korea 
through the whirlwind business 
trips of former President 


not be a prob- 
lem for Carlyle, now that they 

could throw Soros' name around at 
meetings. 

Suddenly, raising money was sur- 
prisingly easy. Investments were pour 
ing in from the likes of American Air 
lines, Gannett, Citibank, and others. By 
the winter of 1994, the fund had already 
reached $400 million, and the target was 
raised to $650 million. Then in the fall of 
1995, the goal was again raised, this time 
to $750 million. The money was starting 
to pile up. The Carlyle Group had every 
one from Soros to Colin Powell helping 
them out, talking to investors, and open- 
ing wallets. 


The Profit 
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BOOK EXTR ACT | EXCLUSIVE 


In Carlyles previous fund, Carlyle 
Partners I, the defence investments Car- 
lyle had made in the late 1980s were fi- 
nally starting to cash out in the mid- 
1990s, and the payment was handsome. 
The company took a $38-million invest- 
ment in Vought Aircraft in 1992, turned 
the company around, then sold it to 
Northrop Grumman just two years later 
for $130 million. Word got around 
quickly that Carlyle had the best game in 
town. Rumors of 4696 annual rates of re- 
turn had investors salivating. Members 
of the bin Laden family were in for un- 
told millions. The state of Florida was in 
for $200 million. And the California Pub- 
lic Employees Retirement System 


(CalPERS) was in for $80 million. 

By the time Carlyle Partners II closed 
in September 1996, the fund has raised 
more than $1.3 billion, 13 times the size 
of the company’s first fund, and more 







































than twice the anticipated amount. 
From this massive fund, the company 
would spread its investments all over the 
defence world. Carlyle Partners II was, 
and still is, the company’s crown jewel. 
Many more funds would come down the 
line, but none with the power, scope, 
and success of Carlyle Partners II. 


The Rich Get Richer 


The time had come to start investing the 
money the company had worked so 
hard to raise. And true to its word, Car- 
lyle sunk the bulk of the cash into an im- 
pressive series of defence, aerospace, 
and security companies. Names like 
Aerostructures Corp., United Defence, 
United States Marine Repair, and U.S. 
Investigations Services dominated the 
list of investments. And most of them 
had one thing in common: They de- 
pended on government contracts to 
make a killing. 

" g Carlyle Partners 
=$ I| would ulti- 
a mately go on to 
y become the 
1 source of mas- 
sive controversy, 

but before that it 


1A 
o would make a 
¢® killing returning 
et better than 3096 
&$ annuallyto its in- 
v^ Y s 
+ vestors, and fi- 


making 

Carlyle’s 
CO- 
founders 
very, very 
rich. 
Carlyle was really 
starting to hit its 
stride in the mid-1990s, 
both in raising capital and 
cutting deals. Carlyle was re- 
ally starting to hit 
its stride in the mid-1990s, both 
in raising capital and 
cutting deals. 

No deal illustrates that better 
than Howmet, a maker of blades 
that go into jet engines and gas tur- 
bines. In the fall of 1995, a major 
French multinational corporation 
called Pechiney was looking to un- 
load Howmet quickly and quietly. 


nally 














Part of Carlyle' strategy in identifying in- 
vestments — the company was looking 
at more than 1,200 potential deals a year 
at this point, but rarely invested in more 
than four or five — was to avoid getting 
into an auction with all of the other big 
names in private equity, like Kohlberg, 
Kravis & Roberts or Frostmann Little & 
Co. As it turned out, the big guys weren't 
interested anyway, because the aero- 
space industry was in a major slump. So 
Carlyle joined forces with a maker of 
rocket fuel named Thiokol, and each 
picked up half of Howmet for $100 mil- 
lion. The two companies leveraged the 
rest of the purchase, which ended up 
costing $750 million in total. They all 
agreed they had overpaid. 

Carlyle then applied a formula that 
would result in many successes for them 
in the future. They structured a sweep- 
ing system of financial incentives, from 
the executives to the shop floor workers. 
Stock options for upper management, 
and straight bonuses for the grunts. 
They taught every last employee in the 
company, all 10,000 of them, how to 
manage cash flow. They dangled a great 
big green carrot. And it worked. In the 
first two years that Carlyle owned the 
company, sales increased by 2596 while 
expenses fell consistently. 

By the fall of 1997, just two years after 
the buyout, Carlyle had managed to pay 
down more than half the debt that was 
incurred during the buyout and was 
ready to take Howmet public. The initial 
public offering was valued at $1.5 billion. 
Carlyle was entitled to half of that, mak- 
ing their $100 million investment worth 
$750 million. Not bad for a two-year 
turnaround. The boys at Carlyle had 
learned much since the early days of 
Chi-Chi’ and Caterair. Things were 
starting to come more easily for them. 

Carlyle was on a serious roll now. 
They decided to hit the global scene, us- 
ing the same formula they had applied 
domestically: hire ex-politicos to open 
doors and wallets. By this time the com- 
pany had George Bush Sr. ... working for 
them on and off as a "senior advisor." 
„So it wasnt difficult to hook former UK 
Prime Minister John Major as well. Fresh 
off his 16 years in government, the last 
seven of which were as prime minister, 
Major was another huge score for Car- 















New On The Board 


lyle. He had been 
America's ally dur- 
ing the Gulf War, 
which put him 
largely in the good 
graces of Carlyle's 
Middle East in- 
vestors. And Carlyle 
had plans to create 
another massive buyout fund, this time 
targeted at European companies. The fit 
was perfect, and in late 1997, Major be- 
came a member of the Carlyle European 
Advisory Board — just months after he 
left his post as prime minister. 

The company held a lavish celebra- 
tion marking its tenth anniversary in the 
fall of 1997. Inside the Library of Con- 
gress, the Capitol building visible 
through the windows, the Carlyle Group 
celebrated its success with a gala affair 
that included a 20-piece orchestra. The 
room was wall-to-wall dignitaries, world 
leaders, ex-presidents, and business 
leaders. The Carlyle gala was the place to 
be, the tough ticket in DC. These were 
good times, and the partners at Carlyle 
knew it. They had finally made it. 
Globalization 
The European fund, like Carlyle Partners 
II, took off. Thanks to the help of Major, 
European heavy hitters like Credit Lyon- 
nais, Commerzbank, and Credit Agri- 
cole, contributed to the fund. As did 
American heavies, like AIG Global In- 
vestment, AMR Investment Services, 
BankAmerica, and the World Bank pen- 
sion fund. (Afsaneh Mashayekhi Besch- 


Former SEC 
chairman Arthur 


chief Louis V. 
Gerstner is 
Carlyle Chairman 








loss, then treasurer and chief investment 
officer at the World Bank, was the 


tired from the 
World Bank, hav- 
ing committed 
an undis- 


Levitt (L) is closed sum of 
Senior Adviser money to 
and former IBM Carlyle, she 

took a job 


with Carlyle, a 
trend 
would be re- 


promised anyone 


with a job, but the 
regularity of deals 


pro quo is alarm- 
rolled in yet again, 


in 1998, the com- 
pany had doubled 
its initial goal for its 
second consecutive 
fund, closing it at 
$1.1 billion. It 


seemed as if Carlyle |. 


could do no wrong. 

But they didn't stop there. Over the 
next two years, the company would raise 
funds for investments in Asia, begin 
marketing funds to Latin America and 
Russia, and start up several venture cap- 
ital funds aimed at smaller investments 
of up-and-coming companies. It would 


set up real estate funds in Europe and | 


the United States. By the end of the 
decade, Carlyle stood with more than a 
dozen funds and close to $10 billion un- 
der management. It was officially a jug- 
gernaut, and the world was taking no- 
tice. The company was hiring politicians 
from all over the world to further their 
cause: former president of the Philip- 
pines Fidel Ramos; Prime Minister of 
South Korea Park Tae-joon; former SEC 
(Securities and Exchange Commission) 
Chairman Arthur Levitt. And, of course, 
Bush Sr. 

In the way that money breeds more 
money, Carlyle was becoming an un- 
stoppable force during the latter half 
of the 1990s. Both the money and the tal- 
ent that was pouring in was building 
something that transcended a tradi- 
tional private equity firm. In fact, it tran- 
scended traditional business. With all of 


that | 


they did business | 


that look like quid | 
ing) The money 


and by late summer | 


woman in charge of pension fund in- | 
vestments. After she re- | 





peated through 
Carlyle’s history. | 
That is not to say | 
that Carlyle | 











EXCLUSIVE 


| the politicians now on board, Carlyle 


was far more powerful than other invest- 
ment banks. It had an enormous 
amount of money and clout, both of 
which had a certain snowball effect that 


| led the company into uncharted waters. 


But there was even more good fortune 
ahead. Much more. 


Cashing In On Tragedy 


HE partners of Carlyle — Ruben- 
T stein, Carlucci, Conway, and 

D'Aniello — stood to gain the most 
in the company, possibly in the country. 
Those four would have to shake off the 
devastation of September 11, and look 
forward to their big payday. It is not an 
exaggeration to say that September 11 
was going to make all of them very, very 
rich men. This is the reality of the busi- 
ness they chose. And in the defence in- 
dustry, wartime is boom time. 

"Capitol Hill is prepared to do what- 
ever the Pentagon wants," said Gordon 
Adams, a budget official in the Clinton 
administration, in a New York Times 
piece a week after the attacks. Indeed 
Capitol Hill provided enough money 
to the Pentagon to make the budget 
woes and tough decisions of the past 
year suddenly irrelevant. Among the 
weapons programs that had been given 
new life was, of course, the unkillable 
gun: the Crusader. 

The money was pouring in now and 
there was no longer any reason to deny 
the army its precious gun. After the at- 
tacks, opponents to the gun were si- 
lenced, not wanting to assume the polit- 
ical liabilities of killing a weapons 
program in the midst of war. On Septem- 
ber 26, just two weeks after the attacks, 
the army signed a $665 million contract 
with United Defence for the next phase 
ofthe Crusader’s development. 

The money would carry the gun 
maker through 2003. But the first proto- 
type for Crusader was not due to be de- 
livered until 2004, and production of the 
units would not come for years after. It 
was highly unlikely the war in 
Afghanistan would still be ongoing by 
that time. And nothing had changed the 
original argument against the gun: it was 
still too heavy, even at 42 tons, and the 
need for this type of open battlefield 
weapon was waning, as the fighting in 
the caves and tunnels of Afghanistan 
was demonstrating. But none of that was 
important anymore. There was enough 
money to go around for everyone. W 





Wiley & Sons 


MAGAZINE OF THE NEW ECONOMY «ih BUSINESSWORLD 12 MAY 2003 





The strong Cabinet opposition to opening up FD! further has put : several Ire reforms on nhold 


HERE has been an explosion of news channels. But 
new channels dont automatically make for good eco- 
- nomic news. True, Reserve Bank of India governor | Bi- 

mal Jalan expects 6% GDP (gross domestic product) 





(e. Arun a Jaitley brandishes an 18% dollar growth in exports in 
A 2002-03 and promises a 1296 rise in exports this fiscal. But con- 
-sider this: the Indian Meteorological Department has a new 
:: model that predicts below-normal monsoons in 2003. There is 
“a bloodbath in IT stocks. And finance minister Jaswant Singh 
..... has almost given up on VAT (value-added tax). To cap it all, the 
^. government capitulates on several reform-linked measures. 
as That's the point. Six per cent GDP growth and 12% export 
> growth are still possible. However, a government in election 
.... mode has moved to conditional access mode on reforms. NDA 
ministers criticising government policies in public isnt any- 
~ thing new. Nor is the phenomenon of the PM having 
to caution them. The BJP's sister outfit, the 
-Swadeshi Jagaran Manch (SJM), has also 
^. . been around for some time. Despite this 
friendly fire and embedded opposition, 
"reforms have sometimes inched for- 
ward. Given this, the political economy 
ef dissent doesn't completely explain 
why April has been the cruellest of . 
months for reforms. First, the Cabinet 
Committee on Disinvestment took Air- 
India and Indian Airlines off the privati- 
¿sation list. Second, the Cabinet post- 
'poned a decision on opening up foreign 
direct investment (FDD. 

FDI inflows in 2002 amounted to more than $4 
billion — or closer to $6 billion if we conformed to IMF 
guidelines on measuring FDI — and the sudden reluctance to 

|... openup further is inexplicable. FDI is open in manufacturing 
= but closed in agriculture. That doesn't really matter because 
` globally most of the FDI is in services. Here Indias policies are 












intheN.K. Singh Committees recommendations submitted in 
‘September 2002. These called for the removal of sectoral caps. 


mendations were not meant to be implemented; they were 
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growth i in 2003-04. True, too, that commerce minister 


half-open. To catch up: with China, India needs to remove sec- - 
toral caps in the services sector. That was the implicit message. 


To refresh memory, the committee's recommendations were © 
made public ona day when some privatisation decisions got | 
` stuck. Consequently, some cynics argued that Singh's recom- 


merely meant to convince the world that all was well with our- 
. reform path. Some months down the line, cynics were per- ! 
suaded that they had been wrong when the group of ministers | 
(GOM), pushed by Jaswant Singh, xi dida some of the FDI - 
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recommendations in February hib) year. | 

Foreign airlines were allowed pick: up: 49% i in ‘domestic 
airlines, the equity cap was raised to 74% for telecom compa- 
nies and certain sectors (scientific and technical journals, In- 
ternet, email and voice- -mail) were thrown open completely. 
Ditto for airport infrastructure. There was plenty to cheer about 
as the GOM also decided to abolish retail caps for radio paging 
companies and raise the ceiling for public sector refineries, pe- 
troleum products, oil exploration in small and medium oil- 
fields, natural gas and LNG. It was felt that Cabinet approval 
would, therefore, be a mere formality. 

Instead, the Cabinet meeting on 23 April, turned into a shrill 
chorus of dissent, with even Arun Shourie adding his voice to 
the refrain: Given the range of opposition — from Shahnawaz 
Hussain, Murli Manohar Joshi, Sharad Yadav and Balasaheb 

Vikhe Patil to Sushma Swaraj and L.K. Advani — the Cabinet 
decided to refer the proposals back to the adminis- 
trative ministries. None ofthe arguments is new. 
For example, Sushma Swaraj believes public : 
sector units won't survive if there are FDI 
inflows. Having postponed privatisation 
of IA and A-I, Hussain believes that do- 
mestic carriers should be given time to 
restructure since, globally, this is not 
the best of times to throw open the avi- 
ation sector. As for Shourie, his pet 
peeve is security. He appears to think 
that raising equity in telecom to 74% will 
endanger national security. Perhaps the 
clinching argument is Swarajs. Hiking eq- 
uity caps in these sectors, she contends, will 
not dramatically increase FDI inflows. In other 
words, bureaucratic hurdles will ensure that approvals 
are not converted into inflows. So rather than face flak for low 
conversion ratios, why allow approvals in the first place? But 
the question to askis whatisShourie doingin this motley gang? 

The arguments: in favour of FDI need no reiteration. This 

apart, opening up. FDI would have sent out à positive signal on 





is: conditional access to rel vorm. Asv we brhennoned fh inour caret 
editorials, the general elections are enigh. m 
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INDIAN companies 
musttakethe . 
software product 

route. This will help 


BADRI NARAYANAN V.S., Chennai 


iil In Part H of the software story, In- 
dian companies shall face a lot of 
pressure. Multinationals setting up 
shop in India are a potential threat. 
Instead of worrying, Indian firms 
should focus on their core strengths 
and build new competencies. Con- 
solidation has not taken place in the 
industry to the expected levels and 
this is the right time for that to hap- 
pen. Weak players will have to exit 





THE SAME OLD STORY 


The high-profile meets of the World 
Trade Organization (WTO) always gen- 
erate a lot of negative publicity due to 
the protests that accompany them 
(‘Heading For Gridlock, BW, 5. May). 
They have been reduced to a forum 
where one bloc consisting of the devel- 


oping nations seems to be under con- - 


stant pressure to yield in to the demands 
of the developed ones. Developed na- 
tions have often been accused of double: 
standards and the use of pressure tac- 
tics. As a result, summits such as the one 
which will be held in Cancun, Mexico, 
often result in a stalemate and little 
progress is made as far as improving the 
conditions of people is concerned. 
SIDHARTH BALAKRISHNA 

Via email 


ALL DRESSED UP! 


Your SWOT analyses on garment exports 
(‘Grow Up’, BW, 28 April) reveals the op- 


portunities for the organised sector and - 


throws up the challenges before the un- 


» organised one. On 1 January 2005, the 


WTO will do away with the Muliti-fibre 
Arrangement (MFA). Small garment 
manufacturers can either stay confined 


them to make a dent 
in the global market. 
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and strong players will prosper. | 
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The.mayhem in the stockmarket 
was nothing but a correction of the 
valuations of the overpriced stocks. 
Now with valuations coming to more 
reasonable levels, we hope sanity will 
return to the IT counters. This is the 
right time for investors to start invest- 
ing in quality stocks. 

N. SANTOSH KUMAR 
Via email 


to the domestic market, or they can pro- 
vide support to big manufacturers in the 
organised sector. Earlier, many ex- 
porters were unable to make a choice 
due to MFA’s quota policy. Now a few 
companies in this sector are planning to 
use complete supply-chain manage- 
ment systems. The Technology Upgra- 
dation Fund Scheme and the Market Ac- 
cess Initiative are examples of the 
policies announced by the commerce - 
and industry ministry and the textile 
ministry to make the sector iu D cda 
MADAN LAL 

New Delhi | 


WHAT ARE THE INDIANS DOING? 


The story showed how multinationals in 
the pharmaceutical sector are getting 
ready to cash in on the opportunities 
post-WTO (‘Prescribed: A Big Dose Of 
India’, BW, 21 April). But are Indian phar- 
maceutical companies making any ef- 
fort to counter the onslaught of the 
MNCs? I think that warrants an article. 


NITIN V. AHUJA 


Pune 


| Letters can also be sent to | 
editor@bworldmail.com | 
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e Timeout! 


Just four months after the launch, Indias most 
talked about telecom service rollout has hit a snag. 
Reliance Infocomm is way off subscription targets, 
having managed to get just a third of the customers 
it had originally planned for. The much publicised, 
and ambitious, Dhirubhai Ambani Entreprenuer 
(DAE) programme, which was to create a unique 
channel for all of Reliance's services, present and 
future, has fallen on its face. Senior marketing 
executives have quit the company. Chairman 
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subscription schemes to lure 
customers. What went wrong? 
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added tax system simply because it, like all Indians, 
hates to pay taxes. This sector has even managed to 
avoid paying taxes for along time. 


BUSINESS 


40 STRATEGY Can 
behavioural econom- 
ics explain why good 
executives back bad 
strategies? Reprinted 
from the McKinsey 
Quarterly. 


44 PATENTS CSIR tops the WIPO list for the largest 
number of patent applications from the developing 
world. What does this mean for India? 


50 MANUFACTURING As part of our series on Global 
Outsourcing, here is a case study on how Toyota Kir- 
loskar Motors is trying to be a global manufacturing 
and sourcing hub for transmissions for Toyota. 


52 WI-FI Six months after the government allowed the 
802.11b wireless technology to be used in India, 
around 100 hotspots have been set up. Catch the ac- 
tion and find out how you can be a part of it. 
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©The Global Game | 





The Indian paint major has 
operations in 24 countries 
across 13 time zones and 
employs 1,300 people. 
How exactly does it manage gre 
to juggle all that? dio 
® The Metamorphosis 
The CFO is no longer 
the colourless 
numbers cop who 
calculated the bill after 
A the stars in marketing 
| had done their jobs. 
He's on to bigger 
things today, namely, 
Y. M. Deosthalee strategising. 


PERSONAL BUSINESS 


56 MUTUAL FUND ADVISERS The Associa- 
tion of Mutual Funds of India 
has introduced a system 
that requires all mutual 
fundagentstoclearan "m 
examination beforethey ™ 
can sell MF products. Will * 
that improve the quality of 
financial advice in India? 


BOOKS 


64 BEATING THE CLOCK A book that tells you how to 
work under extreme circumstances by showing what 
some companies did to meet the toughest deadli- 
nes. And for those stressed trying to meet deadlines, 
a book on managing the heart. 
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A Temporary Setback? 


T would probably be an un- 
| mos to say that the 

Reliance Infocomm launch 
has been less than smooth. The 
commercial rollout has had to be 
postponed twice. The heavily 
advertised Dhirubhai Ambani 
entrepreneur scheme has run 
into trouble. The interconnect 
agreements are still not in place 
in a number of circles. And cellu- 
lar rivals are gleefully pointing out that the Reliance Info- 
comm limited mobility service is really, well, limited in 
terms of what it offers customers. 


Businesswor id 
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It wasn't supposed to happen this way. Reliance Infocomm 
was Mukesh Ambani's pet project — and the elder Ambani 
is considered the man with the golden touch when it comes 
to project management. Reliance had poured enormous re- 
sources into the project. Some of the best professionals in 
the country were hired to lead the Infocomm effort. And the 
project seemed to have the complete support of the then 
telecommunications minister Pramod Mahajan. A week 
before thelaunch, the buzz in business circles was that after 
the Ambanis rolled out their service, the cellular operators 
would go out of business. 


So what went wrong? Assistant editor T. Surendar, who has 
been following Reliance — and specifically the Infocomm 
project — for two years now, provides the answer in our 
cover story this issue. It turns out that the Ambanis made 
several miscalculations in the run-up to the launch. 


Surendar also cautions that the Infocomm troubles should 
not be taken to mean that the Ambanis have failed in their 
telecom venture. At the most, the troubles that have 
plagued the Infocomm project so far should be taken as a 
temporary setback for the Ambanis, he says. Already, Re- 
liance is taking corrective action. And given their track 
record, one can easily predict that the Ambanis will soon be 
formidable players in the telecom arena. 


Also, don't miss the story on how Asian Paints is managing 
its international acquisitions. That's on page 22. 


rh — 


(AVEEK SARKAR) 
CHIEF EDITOR 
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TURBOJET, INDIA'S FIRST DIESEL WITH ENERGY BOOSTERS. ARE YOU READY TO BLAST OFF? 


Turbojet, from Hindustan Petroleum. This state of the art diesel with specially imported additives 
has already taken Delhi & Mumbai by storm. Soon it will be available in all major cities in the country. 
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HE profit woes of our software majors and the subse- 
quent market carnage are perhaps the reasons why 
we have turned a blind eye to a major development in 
the sector. The annual output of the software busi- 
ness in India is close to Rs 60,000 crore. It has crossed 
an important threshold as far as contribution to the na- 
tional economy goes: our software industry is nearly 2.4% of 
GDP up from a mere 0.72% of GDP in 1997-98, the year it re- 
ally took off. Nasscom still says that software will be worth 
8% of India's GDP in 2008, despite the current slowdown. 

The growing importance of software in the economy 
raises an important question: how should software be ac- 
counted for in the national income accounts? This has been 
an issue of debate among economists in many countries. 
Many rich countries have already made drastic changes in 
the way they account for software in national income. 

Traditionally, most ofthe software produced is not taken 
as part of GDP This is because of the way statisticians 
calculate the GDP numbers. GDP is the value of 
all final goods and services produced in an 
economy. So if a particular good or ser- 
vice is used to produce another, it is not 
taken as part of GDP to avoid double- 
counting. For example, the value of a 
car includes the value of the steel 
used to produce it. So it is fallacious 
to count the value of the steel twice: 
when it is sold by the steel company 
and when it is resold as part of the car. 
Similarly, software which comes bun- 
dled with a piece of hardware — like the 
operating system on your PC — will auto- 
matically be left out of the national income 
calculation since the price of the hardware in- 
cludes the price of the bundled software. 

Of the Rs 60,000 crore or so of software produced in In- 
dia, nearly Rs 47,500 crore is exported. So it is "final con- 
sumption’, at least, as far as the Indian economy is con- 
cerned. It needs to be added to the GDP The other Rs 12,500 
crore or so that is sold in the domestic market is divided be- 
tween governments, consumers and companies. The first 
two categories are, once again, "final consumers" of soft- 
ware. It is the corporate consumption of software that is the 
real big issue. How should this be accounted for? 

Companies buy software as well as develop some in- 
house. (Let's leave pirated software aside for now.) If you ask 
any CEO today, he will tell you how he has "invested" so 
many crores in software to make his operations more effi- 
cient. Perhaps unknowingly, corporate bosses are making a 
misleading claim. Software used by companies is consid- 
ered to be an intermediate input by national income statis- 


THE INVISIBLE ASSETS 


HAS THE WAY WE 
MEASURE SOFTWARE IN 
NATIONAL ACCOUNTS LED TO 
AN UNDERSTATEMENT OF 
CORPORATE INVESTMENTS 
AND PROFITS? 





NIRANJAN RAJADHYAKSHA 





ticians, much like electricity. But is that correct? Software 
has all the attributes of a capital investment. It is used re- 
peatedly. It helps create future income flows. It is used for 
more than one year. It’s not at all like electricity. 

There are clear reasons why software used by compa- 
nies needs to be treated as an investment rather than as an 
intermediate input. My guess is that the effects of this 
change on GDP will be negligible. Then what's the point of 
all this fuss? There are two reasons. First, the contribution of 
software to the total economy is expected to rise despite the 
current slowdown. Two, even today, a more rational way of 
treating software in the national accounts will affect a whole 
lot of variables that economists track, especially measures 
of investment and productivity. 

The most immediate impact will be on measures of cor- 
porate investment. For example, capital formation by the 
private corporate sector is commonly assumed to have 

stagnated in recent years. In nominal terms, it fell by 

2.66% in 2000-01. That’s a fall of Rs 3,365 crore. 

That very year, going by Nasscom figures on 

the domestic software market, Indian 

firms must have bought Rs 10,000 crore 

of software. (I’m assuming for the sake 

of convenience that governments did 

not buy much software and individu- 

als settled for pirated stuff.) If this is 

considered a capital investment — as 

itshould — the conventional wisdom 

about companies holding back on in- 

vestments turns out to be wrong. 

Would you believe it if you were told 

that banks have cut their investments 

from Rs 15,529 crore in 1995-96 to Rs 7,451 

crore in 2000-01? What about all that money in- 

vested in computerising branches, CRM initiatives, e- 

commerce ventures and other basic infrastructure of mod- 

ern business? Banks and financial services firms have 

stopped investing in brickand mortar, but have splurged on 

software and technology. This is investment, and it's unfor- 
tunate that economists do not recognise it as such. 

Consider what would happen to corporate profits — es- 
pecially bank profits — if software purchases are counted as 
investments rather than inputs. Accountants will no longer 
have to expense away the money spent on software. This 
will lead to a rise in operating profits. There will be a depre- 
ciation charge, but that will prove to be a tax shield. 

The upshot: our ancient way of treating software in na- 
tional accounts has led to an understatement of corporate 
investments and profits. 





The author can be reached at niranjan r&hotmail.com 
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INSURANCE 


The State 
versus IRDA 


VEN days before his retire- 

ment on 9 June 2003, Insur- 

ance Regulatory and Develop- 

ment Authority (IRDA) 

chairman N. Rangachary 
doesn't have time to bask in his many ac- 
complishments. Instead, he is fighting a 
fierce battle to ensure that his successor 
heads an IRDA with its powers intact. 
The government is trying to cut IRDA’s 
powers quite significantly. 

At the moment, the tussle between 
Rangachary and the government is cen- 
tred around the Rs 100-crore corpus that 
IRDA has accumulated. Ever since IRDA 
was constituted, it has been funded au- 





tonomously. Based on the Malhotra 
Committee’ (constituted in 1993) 
recommendations, it was allowed to col- 
lect registration/renewal charges, fines, 
etc., from insurance companies and 
spend those funds while discharging its 
regulatory and developmental duties. 
So, till recently, the IRDA was using the 
funds for its operations, building its 
premises at Hyderabad, setting up an in- 
surance academy, and investing in an in- 
surance awareness campaign. 

That was until the parliamentary 
committee on finance recommended 
radical changes to IRDAs financial au- 
tonomy. The committee argued that the 


Expensive research, this! 





EDIA Lab Asia (MLA) chief Bimal Sareen was fired recently by IT minister 
Arun Shourie. So were 40 other employees, as much for Sareen's inability to 
raise funds as his propensity to burn cash. Media Labs, an Indian govern- 


ment initiative with-Massachusetts Institute of Technology (MIT) to develop 
technology for the masses, was to raise Rs 5,000 crore in 10 years. In November 
2002, Sareen was to meet the CEO of a large business house to make a pitch, but he 
was 20 minutes late. He got little by way of funds from that group, or any other. 

On the contrary, Sareen's team is reported to have spent about 40-45% of the 
government grant of Rs 65 crore in compensation. Some say Sareen himself earned 
in the Rs 80 lakh range. Other staffers enjoyed salaries that were 12-15 times higher 
than what partner researchers at the Indian Institutes of Technology were earning. 

However, a former MLA official told BW: "Rs 27 crore was spent mostly on 
marketing and salaries and Rs 38 crore is lying in the bank." But, the government 






ae TEE 
VIP The SS. 


hasn't perceived any tangible benefits from the marketing 

spend. To its credit though, MLA did kick off 30 projects 

like wireless-based ‘digital Gangetic plain’ and ‘Dak Net’, 
to help rural and backward areas get connected. 

To compound matters, in March, MIT demanded 
higher annual fees to carry on the project, forcing 
Shourie to seek the IITs’ opinion. The feedback 

was none too positive. Incidentally, MIT's other 

international ventures haven't fared well 

either. The IT ministry has now taken over 
day-to-day affairs of the project. Some fired 

staffers want to re-join at even 20% of their 
earlier pay! Ba 


SHELLEY SINGH 


DINESH KRISHNAN 





funds raised by the regulator ought to be 
credited into the Public Account of In- 
dia. The committee wants IRDA to sub- 
mit a budget at the beginning of every 
year and get the amount sanctioned for 
its expenses. This will take away IRDA's 
discretionary spending powers. Obvi- 
ously, that has raised the hackles of 
IRDA, which fears a dilution of its finan- 
cial independence. "Look at Securities 
Exchange Commission (SEC) of the 
United States. It is funded by the govern- 
ment and appointments are by the gov- 
ernment. Does it make it any less inde- 
pendent. All regulatory bodies in India 
and abroad take budget sanctions," 


ELECTRICITY BILL 


Short 
circuits 


HREE years and eight drafts 
later, Electricity Bill 2003, In- 
dias most revolutionary yet 
incomplete piece of legisla- 
tion in the post-liberalisation 
era, squeaked past an amendment- 
hungry Rajya Sabha, three weeks after a 
lax Lok Sabha allowed it go through in 
three days flat. No Bill of its kind has 
been passed by parliamentarians mere- 
ly on the assurance of the minister con- 
cerned that the amendments sought by 
them would be included in "a more 
comprehensive Bill" in the next session. 
Why the sudden hurry to pass the 
Bill a full 12 years after the government 
opened up the power sector to private 
and foreign investment? According to 
power minister Anant Geete, who dis- 
placed fellow Shiv Sainik Suresh Prabhu 
last year on the whim of party boss Bal 
Thackeray, it was needed to speed up 
the reform process.That still does not 
explain the government's rush to push 
through a law that leaves more issues in 
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IRDAs Rangachary fights for more powers 


counters a government official. 

The finance ministry's stand is that 
funds collected by IRDA are a sovereign 
function performed by IRDA for the gov- 


puted by IRDA, which argues that it was 
constituted with a certain degree of 
financial autonomy. IRDA has report- 
edly obtained a legal opinion that backs 
this claim. 

Private insurance firms are worried 


that due to the tussle, IRDA initiatives | 


like promoting the insurance habit 
through ad campaigns may be discon- 


the dark than it sheds light on. It does 
not make for consensus either that the 
112 recommendations made by the 
standing committee of Parliament on 
energy after a 15-month exercise to plug 
the loopholes were ignored. It's one 
thing to disregard the 108 amendments 
proposed by a CPM member 


seeking to protect state electric- F — 


-SIGNAL - ALMOST ! 


ity boards, but quite another to 
pay no heed to Parliament's 
expert group, mandated to 
smoothen legislative process. 
Among the grey areas is 
the power of state regulatory 
commissions. The Bill 
provides for the setting up of 
a central appellate tribunal 
with overriding powers. What 
is worrying is that the 
chairman of this body is 








TRIBHUWAN SHARMA 





tinued. They are also concerned that 
IRDA may lose some of its decision- 
making speed. Says Aviva Life Insurance 
managing director Stuart Purdy: "Under 
Mr Rangachary, the IRDA has been a 
non-bureaucratic fast- moving organisa- 
tion and we would like to see that culture 
continue under the next incumbent." 
Even as the tussle over the Rs 100- 
crore corpus was going on, the govern- 
ment reportedly asked part-time IRDA 
member T.K. Vishwanathan, (a law min- 
istry official) to resign. It then an- 
nounced the appointment of Ajit Mohan 
Sharan, joint secretary (banking and in- 
surance), ostensibly to exercise greater 
influence on IRDA. Sharan's appoint- 


, mentis being contested by Rangachary 
ernment of India. A claim that is dis- | 


on the grounds that he is already on the 
boards of several public sector insur- 
ance firms and there could be a conflict 
of interest. 

Rangachary may, however, be fight- 
ing a losing battle. The more he digs his 
heels in, the more the chances that the 
government will appoint a more pliable 
SUCCeSSOT. a 

GINA SINGH 


Independent Power Producers Asso- 
ciation of India, warns: “All it is creating 
are private monopolies. Tariffs will not 
drop.” The only ones who should be 


| pleased are the existing licencees/ disc- 


oms. Their turf has been protected. Bl 
LATHA JISHNU 





nv 


SCRAPPED 


€ Indian Electricity Act, 1910 
€ Electricity Supply Act, 1938 
€ Electricity Regulatory Commissions Act, 1938 


LIN NI III LU UI 1. a 


PROVIDES FOR 


€ Unbundling of state electricity boards (SEBs) 

€ Extension of captive power generation to 
co-operative groups and associations 

9 Power trading 


answerable only to the 
government, which can 
reappoint him. MPs want the 
commissions to report only to 
the state legislatures or 
Parliament. It also makes the 
entry of a second distribution 
company (discom) tougher. 

The Bill ignores the 
interests of consumers, whe- 
ther of farmers, industry or 
the domestic sector. 
Harry Dhaul, direct- a4 
or-general of the 


`~ 2A AS 





GREY AREAS 


€ Time-bound open access 


9 Powers of state regulators vis-a-vis Central 
authority 
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RESTRICTIVE 


@ Conditions for new distribution licences 


YET TO COME 


€ National Power Policy, National Tariff Policy 


IGNORED 


Consumer interest, incentive for competition 


— 
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Blocking the 
preference 
route 


F OREIGN investors have often 






managed to bypass the 

mandatory investment caps set 
across industries. For example, 
preference shareholders are 
mandatorily given voting rights if 
they have not been paid dividends, 
within a certain time limit. In effect, 
this means that foreign investors can 
take control of the company. 

A provision in The Companies 
Amendment Bill may put a stop to 
that. In the future, if foreign equity 
participation is already at the mand- 
ated level, foreign holders of prefe- 
rence shares in Indian companies will 
not be given voting rights. 

Most listed companies — their 
foreign equity caps are above the 
crucial 50% — will remain 
unaffected. But, telecom, insurance 
and media could be. Here is how: 

Explains Akhil Gupta, joint 
managing director, Bharati Tele- 
Ventures: "Very few organisations 
like BPL, which had given convertible 
debentures to foreign investors, have 
this arrangement. This loophole 
should be plugged. Beating the limit 
was easy — if you want to give 
foreign investors more shareholding, 
issue convertible debentures and 
then default." 

Srinivasan V., financial controller, 
AMP Sanmar, points out: "The 
preference share route is of 
secondary importance even though 
we have been examining all options. 
We are more concerned with the 
government dilly-dallying over 
raising the 26% foreign investor 
equity limits." 

Amol Dhariya, media analyst, 
Karvy Stock Broking, feels: "The new 
preference share rule could plug a 
loophole, but media firms could use 
a new structure — more payouts as 
royalty or licensing fees for the 
foreign investor. " * 

MANISH KHANDURI 
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INDO-PAKISTAN TIES 


The thaw 


IXTEEN 

months after 
India began its 
"coercive diplo- 
macy” with 
Pakistan following the 
13 December terrorist 
attack on the Indian Par- 
liament, the wheel has 
come full circle. In just 
two weeks, the frozen bi- 
lateral relations have 
thawed at breathtaking 
speed, raising hopes of a 
resumption of dialogue. 

It is clear that India 
and Pakistan have re- 
assessed international 
realities post-Iraq War 
and decided to pre-empt a likely US de- 
mand to resolve Kashmir and lower ten- 
sions. The Bush administration has al- 
ready stated that South Asia and 
Indo-Pak hostilities are next on its 
agenda. The two governments appear to 
be scrambling to get their act together 
before Washington presents them with a 
roadmap to peace and nuclear disarma- 
ment and arm-twists them into accept- 
ing it. 

Highly-placed sources in the Min- 
istry of External Affairs said that in view 
of the signals from Islamabad, the time, 
perhaps, is ripe to take the first concrete 
steps towards dispute-management. 
Both countries share an anxiety about 





Warbirds Old 
And New 


PUSHPINDER SINGH CHOPRA 
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Wagah border: Even during detente, dry fruits are welcome 


an activist US, no longer hesitant to use 
military means to achieve its goals. So 
the anti-colonial legacy of the two coun- 
tries has overtaken all other concerns. 
Prime Minister Atal Behari Vajpayee, 
in his speech to Parliament last week, 
stressed that there were lessons to be 


learnt from the Iraq War, especially for | 


developing countries. It is a unipolar 
world and everyone must recognise the 
realities of the new international order, 
he said — as much to the hawks at home 
as to their counterparts in Pakistan. 

The MEA claimed widespread ap- 
preciation in Pakistan of India’s refusal to 
jump on an anti-Islam bandwagon dur- 
ing the Iraq War. In fact, even India's 


















| e Officially Indo-Pakistan ida is worth 


THE TRADE- OFF 


around $270 million 


@ Informal trade (smuggling and dà 
via UAE, etc.) is worth $1.5 billion. 


@ India could export textile machinery, 
leather, auto parts, etc.; Pakistan could 
export raw cotton, chemicals and 
paints, dry fruits and pulses 


@ Pakistan allows import of only 610 
items and these attract high tariffs 


@ If Pakistan grants MFN status, the 
number of items exported from India 
could increase 


@ Big market for Indian films in Pakistan. 
Devdas could have grossed $2 million 


@ Pakistan International Airlines likely. 
to benefit if it is permitted to use Indian 
airspace 


muted criticism of the military action 
was a reflection of the anger in Pakistan, 
which, for obvious reasons, kept silent. 
The government hopes to draw on this 
goodwill. While Indo-Pak peace makes 
eminent sense, Vajpayee has taken a 
gamble one year before the general elec- 
tions. In one stroke, he has destroyed his 
party's Hindutva plank and unless he 
succeeds in negotiating peace on his 
terms, he has nothing to replace it with. 
For a party that made “Mian Musharraf” 
the butt of its election campaign in Gu- 

jarat, the nightmare has just begun. 
Although the BJP and the RSS have 
officially backed the prime minister's 
Pakistan gambit, neither is happy about 
it. And Vajpayee admitted in Parliament 
that he is up against severe resistance at 
home. But as he said, adding a touch of 
emotional drama to his statement, he is 
willing to try once more and this will be 
his final attempt at peace. iE 
ARATI R. JERATH 


1949 
INDUSTAN Aeronautics’ (HAL) first 
indigenously produced aircraft — 
the Prentice — takes wing. It was an 
elementary H2-piston engined trainer. 
About 160 of them were built and over 
120 served the Indian Air Force (IAF). 


2003 


EJAS, the light combat aircraft, is 
launched. Can this delta-winged, 
digital, fly-by-wire aircraft, powered by 

an American GE-404 engine, replace 
IAF's ageing MiG-21 fleet? 
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Platinum isn’t about a shirt. 


acquisition. Made from rare 2 ply, 100% 


Egyptian cotton, Platinum offers the finest 


in softness and lustre. Discover Platinum. 


Discover the next level. 
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POST BUFFETT 


Indian 


contender 





AN an Indian aspire 
to succeed the leg- 
endary investment 
guru Warren Buffett? 

The chairman and CEO 
_ of Berkshire Hathaway 
recently announced that 
he had identified four 
potential unnamed 
successors. Observers feel 
the frontrunners are 51- 
year old Ajit Jain, head, 
Berkshire Hathaway 
Reinsurance; Lou Simpson, 
head, car insurance firm 
GEICO; Rich Santulli, CEO, 
NetJet. Jain's 20-member 
team has amassed $13.4 
billion in float and earned 
a $534-million profit, the 
third highest for Buffett. 

“Ajit has generated 
more earnings than any 
Berkshire employee,” says 
author Robert P. Miles in 
his book 'The Warren 
Buffet CEO: Secrets from 
the Berkshire Hathaway 
Managers’. Miles describes 
Jain as frugal, funny, 
humble and confront- 
ational. Born and raised in 
India, Jain settled in the US 
after a Harvard MBA. E 





COMMODITIES E 


A strong comeback 


HE early batch of steel, 
chemicals, textile and 
petroleum companies — | COMPANY 
that have announced 
results for the financial 
year ending March 2003, have 
mostly turned in good 
performances (see 'The 
Commodity Rebound’). Does 
that mean a commodity revival is 





Grasim 
around the corner? 
Profit growths of these | Indian Rayon 
companies are spectacular | Jindal Strips 


though cement, with poor 
performances from ACC and 
Gujarat Ambuja, and aluminium 
(Hindalco) are exceptions. 
Interestingly, profits have 
surged despite slow or modest 
sales growth. Indo Rama, for 
example, turned in a 221% profit growth on 
only a31% rise in sales — a sign that the 
cost-cutting initiatives are bearing fruit. In | 
Indo Rama, raw material costs as a 
percentage of sales increased from 56% 
(FY02) to 65% (FY03). Nevertheless, a sharp 
cut in power and utility costs boosted 
profits. "The excitement is back in IT after a 
gap of four years. By IT, I mean Indian 
textiles, not information technology," says 





RURAL MARKETING 
Forceful strategy | 






tempt to use rural self-help groups as | 
an alternate distribution channel, is 
spreading fast. It will be in Madhya Pradesh, 
Gujarat and Uttar Pradesh by end- iiec 

HLL had to come up with this sadi d 
solution as distribution 
costs were rising faster 
than sales as it pushed 
into new villages. To 
start with, it trained 
women's self-help 
groups (SHG) in 
Andhra Pradesh and 
Karnataka. Today, each 
woman notches monthly ~ 
sales of Rs 15,000-20,000. 


Demi Shakti, Hindustan Lever's at- 


THE COMMODITY REBOUND 


| Reliance Industries 

| Indo Rama Synthetics 
Indian Petrochemicals Corp. 
Gail (India) 

. Century Enka 


| United Phosphorus 
Jindal Iron and Steel 
Gujarat Minerals 

| * Jindal Iron and Steel posted a loss of Rs 68.54 crore during FY 02 and a sex of 

| _Rs 120. 98 crore during FY 03 


| There are about 400 SHGs operating in 
` Andhra alone. But the project has its 
detractors. An ex-HLL manager says % 
_ it would be hard to scale up and the first ^ 







NET PROFIT 
SALES GROWTH GROWTH 2003 
2003 OVER 2002 (%) OVER 2002 (96) 





O.P Lohia, managing director, Indo Rama. 
The timing couldn't be better. Fund 
managers, according to a recent Merrill 


. Lynch study, are disillusioned with tech 
_ stocks and are hunting for value stocks. 
_ Some commodity companies could well fit 


the bill. There is one caveat though — 
analysts are wary about a possible 





downswing in commodity prices soon. d 
M. ANAND 




















stage results were not up 
the mark. Pradeep 

Kashyap of rural mar- 
keting outfit MART, who 
"3" is working with HLL on 

~ t Shakti, counters: "The cost of 

developing the project may 
"ww. be high, but all that is distribu- 
$171. tion R&D. In the long run, it will 
= be viable.” 
! HLL now reaches out to 
~~~ about one lakh villages. That 
—X leaves another 6-lakh-odd 
" villages for it to cover. For HLL, 
- growth through penetration isn't 
"' over yet. " 
M. RAJSHEKHAR 


A 
T 


MAGAZINE OF THE NEW ECONOMY ah BUSINESSWORLD 19 MAY 2003 


'S19j1no JUeWIeB 159jos pue WIND 1e ajqejieay 


05€0/C0/NSAV /xy 1 zou»tqury ‘spuemy xedy [WWD 1e „4834 ey] jo puesg jeoMsuajN, pue g00Z Vi 18,1894 Əy, jo pueJg 4esnoJ| Jeewsuaj. paurupy ISO, papiemy 


-- F 7 = <4 
- = > ^ - 7 Q7 wd isa 1 5 w M t i 
` : = - ^ = +. of tt 


guowAkRa 


suasnowi  aM/aAV YU: 


/ üa3ss3a3s8ud-3u3üNfn 31in0 1334 TIIM SHYAHLO AINIAGAGNS 


'N9V8 34V S1IVWMNOJ 





/S/Media 


CNBC INDIA 


Out of the red 


AST week when TV18 announced its | 
results, analysts sat up. The pro- 
gramming supplier and 49% share- 
holder in CNBC India is finally 
| breaking even on its content busi- 
ness and actually hopes to show profits in 
` 2003-04. That is because after having been 
., around for four years, the business channel is 
— finally making money, says CEO Haresh 
Chawla. Revenues are up 300% for the chan- | 
nel. By December 2003, CNBC hopes to clock | 
Rs 45 crore in advertising and subscription 
revenues, almost equal to what a regular 
news channel makes. 
The reasons for CNBC's turnaround 
are not hard to find. The first is the | 
breaking away of ad-sales and distrib- # 
ution from Sony in April 2002. Chawla | 
reckons that it freed CNBC to market | 
the channel the way it should be, as a 
business channel, "not a news chan- | 
_ nel. Second, was a move away from 
Ade seen as a stockmarket channel, 
CNBC now has an interesting mix 
of news and analytical shows 
like Insurance Intelligence, 
Storyboard, Trendmill and 
Cutting Edge that take an in- 









depth looks at an industry and its events. All of 
these has meant a small but powerful viewer- 
ship. “lam nota snack-in snack-out channel. 
Ifa viewer comes to CNBC, he stays on. Our ef- 
fort has been to increase the influence of the 
brand," maintains Chawla. "These are high- 
quality eyeballs," says B. Saikumar, head of 
business development. So, while an advertiser 
would never come to CNBC for numbers, he 
would for its upmarket audience, just like 
BBC. It has also meant many more categories 
now advertise on CNBC — consumer 
durables, IT, telecom and so on. 
Lastly, the conditional access 
system (CAS) will work in favour of 
CNBC, thinks Chawla. A focussed 
audience post-CAS means the 
channel can tier its service and 
charge a higher price, say to corpo- 
rates or businessmen, and a lower 
one to households. With CAS, ana- 
lysts predict that pay revenues 
could go up to over 50% from the 
current 30%. Events, CDs and other 
revenues will pad up the topline 
too. Who said business cannot 
sell on television? B 
VANITA KOHLI 
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gs The Times of india (TOI) © 

launching a Chennai edi- 

* tion? Speculation was 
sparked off again when 
Indu Jain, chairman of Ben- 
nett, Coleman and Com- 
pany, met Tamil Nadu chief 
minister J. Jayalalithaa re- 
cently. And even a whiff of 
news regarding a TOI 
launch in Chennai is 
enough to excite media 
buyers and planners who 
would like a competitor to 
take on the conservative 
monopoly of The Hindu. 

Its joint managing di- 
rector N. Murali dismisses 
the speculation as just that. 
He points out that The 
Hindu has dealt with TO/in 
markets like Hyderabad 
and Bangalore. But, this 
time he might have to con- 
tend with more than just 
TOI. The gap between The 
Hindu, (over 9 lakh copies) 
and its closest competitor 
The New Indian Express 
(over 2.5 lakh copies) has 
interested Kalanithi Maran, 
managing director of the 
Sun Network for long. 

To begin with, Sun had 
lent funds to The New In- 
dian Express, sparking ru- 
mours of a possible al- 
liance. Later, he decided to 
go on his own and in April 
he announced that he will 
be launching either an Eng- 
lish daily or a Telugu one by 

the end of year. If both Sun 
and TO! jump into the fray, 





- The Hindu will need to 


watch its rear-view mirror 
more carefully. 
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EOXYRIBONUCLEIC acid is, of course, not 50 but 
| more like 4,000,000,000 years old, for it has been the 
building block of all living organisms from the be- 
ginning. But its structure was unraveled for the first 
time by Francis Crick and Jim Watson in 1953. On 28 
February 1953, they walked from Cavendish Laboratory to 
the Eagle, a pub in Cambridge, and announced their 
achievement to the luncheon crowd. Watsons sister typed 
out the 900-word summary for Nature, Crick's wife made a 
drawing of the double helix, and the paper was published 
on 25 May. The discovery earned them the Nobel Prize; but 
it was Watsons irreverent book, The Double Helix, that sold 
a million copies in 17 languages and made them famous. 
The story, as told in it, was dramatic — of a race which they 
won against illustrious scientists such as Linus Pauling. 
Before the discovery of DNA they were little known. As 
Peter Richards relates in the latest issue of Carn, Francis 
Crick was 36, but still had not finished his Ph.D. He 
was supposed to be writing a thesis on haemo- 
globin. He had recently married again — his 
wife, Odile, was an elegant French- 
woman. Watson had come to Cambri- 
dge to learn X-ray analysis from John 
Kendrew. Neither was an experimen- 
tal scientist. Crick left his suction 
pump on and flooded the corridors; 
Watson knew so little chemistry that 
he used a Bunsen burner to warm 
benzene. Neither was supposed to be 
working on DNA. Their first attempt on 
DNA proved so wrong that Sir Lawrence 
Bragg did not let them touch it for a year. 
But they were passionately interested in 
model-building. The huge, snail-paced comput- 
ers of that time carried out repetitive mathematical opera- 
tions; they were not suited to build and manipulate models. 
So models had to be physically constructed and tested by 
rough-and-ready techniques like X-ray photography. Ros- 
alind Franklin took an X-ray of the DNA molecule in 1952, 
which showed dark patches radiating from the centre in 
four directions, surrounded by a faint halo, which turned 
dark at the top and bottom. Unluckily for her, Watson got to 
see it and inferred the DNA was a helix; from there Crick and 
he raced to the finish before her and everyone else. She 
might have shared the Nobel Prize had she not died in 1958. 
Watson and Crick were following a lead that was almost 
a hundred years old: it was in 1865 that Mendel showed that 
an organism transmitted hereditary elements to its off- 
spring. The fact was empirically known; its knowledge was 
behind the breeding of better horses and sheep, dogs and 
cows over the centuries. But Mendel showed the mecha- 


THE DNA TURNS 50 


THE DISCOVERY OF DNA 
HAS LED TO IMMENSELY 
FERTILE SCIENTIFIC 
ACTIVITY IN THE LAST 
90 YEARS. WHAT WILL 
IT LEAD TO NOW? 


ASHOK V. DESAI 





nism: that genes carried information that repeated parents' 
characteristics in the offspring. DNA was identified in 1871. 
In 1944, Oswald Avery showed that genes were made en- 
tirely of DNA; and Erwin Schroedinger wrote a book in 
which he said that the laws of physics and chemistry ap- 
plied as much to animate as to inanimate objects and could 
explain the structure of living organisms. He said genes 


» transmitted information through a repetitive code. 


Crick is 86, and still works in the Salk Institute at La Jolla; 
his current interest is human consciousness. Watson has 
worked in Cold Spring Harbour Laboratory near New York 
for along time and was one ofthe forces behind the human 
genome project. "Compared to almost any object that starts 
with the letter D," he says, "DNA is very safe indeed. Far bet- 
ter to worry about daggers, dynamite, dogs, dieldrin, dioxin 
or drunken drivers." Watson visited Cambridge in April on 
his 75th birthday and unveiled a blue plaque in the Eagle to 

commemorate the announcement of the unravel- 

ling of DNA 50 years ago. The discovery was fol- 

lowed by 50 years of immensely fertile sci- 

entific activity. In the first 10 years, the 

genetic code was read. In the next 10 

years, it became possible to cut and 

paste genes. The third decade made it 

possible to read DNA sequences on à 

mass scale. DNA began to be used to 

detect crime in the fourth decade. In 

the fifth decade, the human genome 

— the blueprint for building a human 

body — was decoded. Dolly, the first 

bionic sheep, was cloned. 

What will come next? Will it be possible 

to rejuvenate dinosaurs? Archaeologists think 

it will be impossible to collect enough uncontam- 

inated DNA to rebuild dinosaurs, mammoths or ptero- 

dactyls. Uncontaminated DNA becomes more easily avail- 

able as we approach recent times; so research is likely to 

concentrate on the last 20,000 years and, more specifically, 

on the present. The present view is that the genome con- 

sists of 40,000 complicated molecules; just what these mol- 

ecules do and how they work together is still not clear. This 
is where research is likely to concentrate now. 

And further down? Here is a prediction from Graeme 
Mitchison of the Cambridge Laboratory of Molecular Biol- 
ogy: "DNA will become a tool of the entertainment industry. 
Biology will no longer be a science, but rather a branch of 
engineering, the highest achievement of which will be the 
invention of genetic amusements that will help people 
while away their infinitely extended old age.” 





The author is consulting editor of Business Standard. 
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y | COMMENT OMKAR GOSWAMI - : 
* VAT AND POWERLOOMS 


VER the last three weeks, our urbane finance minis- | valid fear as sales tax officials are not known to be paragons 
ter and his bureaucrats have been besieged by | of politeness. To mitigate this anxiety. the Empowered 
hordes of MPs — each delegation having an agenda | Committee has said traders with a turnover of up to Rs 5 
that is as simple as it is dangerous: they don't want | lakh are wholly excluded; those between Rs 5 lakh and Rs 30 
the implementation of VAT (value-added tax) across | lakh will pay a tax of only 1% on turnover; and only those 
the states, and they don't want the vast, but hitherto un- | with turnovers above Rs 30 lakh (large traders by Indian 
taxed powerloom sector to become a part ofthe VAT chain. | standards) will come into the VAT net. So, that ought to have 
Cut to Asim Dasgupta, finance minister of West Bengal | taken care of the concern of small traders. 
and chairman of the Empowered Committee for imple- And yet, they want to oppose VAT — just as the power- 
menting VAT, who has been struggling to sort out con- | loom sector wants to remain outside the VAT net. Let me 
tentious issues and then get a bunch of recalcitrantstatesto | briefly outline the powerloom situation. The unalloyed 
acquiesce to VAT. Given the unholy anti-VAT traders lobby | truth is that with the introduction of VAT powerloom 
in all states and the fact that several major states are facing | weavers would not only pay less effective duty, but also pass 
| 





elections in 2003-04, Dasgupta faces the Herculean task of | on fabric at a lower cost to the processing houses. The ben- 
bringing them all into a coherent VAT net. efits vary — greatest for those weaving cloth made out of 

The strain is telling on both. Until 2001, the sacrosanct | polyester filament yarn and smaller for cotton and poly- 
date for India embracing nationwide VAT was 1 April 2002. | ester staple fibre-blended cloth — but there are benefits 


The target was postponed by one year to 1 April nevertheless. So, why are the weavers against VAT? 
2003. Then it was shifted to 1 June 2003. Now, That brings me to the first of two real rea- 
the finance minister may hint at yet another sons. Until this Budget, there was some- 
delay of 6-8 months. According to BJP thing called ‘deemed credit’. If I were an 
Serer ats: — THEPOWEHLOON, «Geer enero 
want India to be divided into VAT- SECTOR IS OPPOSED TO excise duty on the processed fabric. 
and non-VAT states. So he would pre- So I would want a credit on taxes on 
| r THE INTRODUCTION OF i 
fer all major states to adopt VAT at the my inputs, namely the grey cloth I 
eae Pm ins K mm es Eds VAT SIMPLY BECAUSE Ubi ds from e: dps ite eae 
rather delay the deadline than have ince the powerloom vendor did no 
disorganised entry into a new regime. INDIANS ARE AVERSE ay taxes, I got 'deemed credit. Fair 
What h rj d tie i im : f f b 

at is the VAT and powerloom enough, except for one fact — by avail- 
fuss all about? Let us get one thing clear. TO PAYING TAXES ing deemed credit, I couldn't care less 
In the last six years that I have been follow- whether I bought tax-paid or tax-free grey 
ing VAT negotiations, there has never been a cloth. So everyone chose to evade taxes. 
single significant instance where the industry has This Budget has eliminated deemed credit. 

try 


complained about this fiscal reform. There have beentech- | Now, the processors either do not want grey cloth without 
nical matters that required resolution — like transition is- | the tax invoice from the powerloom weaver, or they insist 
sues, interstate stock and branch transfers, existing state | ona price discount to cover their non-VAT-able tax liability. 
sales tax exemptions, and the VAT rate on medicines and | In one stroke, the powerloom sector, which never paid tax 
life-saving drugs. By 23 April 2003, all such issues had been | and produces over 8596 of the country's woven fabric and 
sorted out by the Empowered Committee. So the industry | has cash transactions conservatively amounting to at least 
has no objection to the VAT regime. Indeed, manufacturers | Rs 100,000 crore, has come into the tax net. 
want VAT to be introduced as fast as possible. No wonder they are mad. And they have used connec- 
Who are the anti-VAT chaps and why arethey complain- | tions in the highest places to rally MPs to their cause. The 
ing so vociferously? They are mostly traders and, inlesser | traders' lobby has done likewise against VAT. The matter is 
measure, some small enterprises. One reason isthe poor | simple. One: "I haven't paid tax earlier, and won't pay now." 
dissemination of information by the state governments. | Two: "Get into the VAT net today, and face the income tax 
Until now, the states have not done a good job on the infor- | department tomorrow." People who don't pay taxes have 
mation dissemination front, and it remains to be seen how | more political clout than those who do. That's the truth. And 
they and pro-VAT industry associations will rectify this. An- | that's why I won't be surprised if VAT gets delayed yet again. 
other reason is the fear of harassment of small traders by lf ALIM Nee Re M ds. m 
state sales tax (soon to called state VAT) officials. This is a The author is chief economist, Confederation of Indian Industry. 
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ASIAN PAINTS 


Asian 


~~ a 





RANJU SARKAR 


September 4, 2002: It had been three days 
that the three-member Asian Paints ac- 
quisition team led by vice-president (in- 
ternational) Jalaj Dani had been camp- 
ing in the sixth floor conference room at 
the company headquarters in Santacruz 
in Mumbai. For the preceding 36 hours, 


Dani and his colleagues had been busy | 


giving final touches to their bid to take 
control of the $117-million Berger Inter- 
national Ltd (Berger), a company listed 
on the Singapore Stock Exchange. 

The team was in constant touch with 
its lawyers, Allen & Gledhill, a leader in 
M&A transactions in Singapore, and also 


with representatives of Ariza Holdings, | 
At the 4:00 a.m. meeting, the two parties 


which held 57% of Berger. 
Only a week before, Ariza 
Holdings had cleared the 
decks by issuing an irrev- 
ocable undertaking: if 
Asian Paints se- 
cured less than 
50.1% stake via 
the open offer, 
the remain- 
ing would be 
bridged | by 
Ariza. 
Although 
the price had 
been finalised, 
the details of the 
offer had to be 
sorted out (Once 
an  announce- 






the stock exchange, 
there is no turning 
back; the invest- 
ment banker has to 
get the offer docu- 
weeks).  Negotia- 
had continued 
throughout the day, 
with talks stretch- 
ing almost four 
hours 
schedule. But still, 
no breakthrough 


HEMANT MISHRA 





ment is made to | 


ment ready in two | 


tions with Ariza | 


beyond | 





was in sight. In fact, the talks had broken 
down twice. A. V.S. Murthy, vice-president 
(accounts & taxation), and a key member 
of Asian Paints’ team, was feeling the 


pressure. “I hope we close the deal 
tonight. It seems the Ariza team is still 
very tentative,” he told the other members 
of the team. 

Had it not been for the size of the deal, 
the Asian Paints team would probably 
have walked out of the negotiations. Un- 
known to many in the company, Dani 
had been pursuing Berger for three years. 
He told his visibly tired team: “One more 
round of negotiations will convince 
them. Let’s prepare for the meeting at 4:00 
(IST) with replies to their queries.” 

In the end, the perseverance paid off. 


were able to sort out the issues. The Singa- 
pore Stock Exchange was informed of the 
open offer first thing in the morning. At 
8:00 a.m., an email went to all Asian 
Paints employees informing them about 
the acquisition. There were no visible cel- 
ebrations, but the deal was the topic of 
lunch hour conversation. After all, the 
company had broken into the club of the 
Top 10 decorative paints companies in 
the world! 

After the Bombay Stock Exchange was 
told, there was some confusion in the 
market as some thought that Asian 
Paints had bid for Berger India. A dis- 
claimer had to be sent out and followed 
up with a press conference and an in- 
vestor meet. The last was attended by 115 
analysts, FIIs, and fund managers despite 
that fact that it was held on a notice of less 
than four hours. Even after 24 hours, the 
conference calls continued... 


EARLY seven months have passed 
since that heady day when the 
Rs 1,656-crore (FY02) Asian Paints 
made an open offer for the Singa- 
pore-based Berger International. 
During that period, Asian Paints has 
bought 50.196 of Berger, leaving Ariza 
with 1296. PN. Khanna, earlier in charge 
of Asian Paints’ South Pacific businesses, 
has been appointed as the Berger CEO. 
The acquisition was the easy part. 
Getting a grip on Berger's myriad opera- 





Ashwin Dani is betting big on emerging markets 
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THE 
ACQUISITIONS 


(In the last 3 years, Asian Paints has made 
acquisitions that have ramped up its global 
presence from 11 to 24 countries) 


October 1999 
DELMEGE FORSYTH & CO. 


ACQUISITION COST: Rs 3.5 crore 





November 2001 
HOWCOPLAST CHEMICALS 


ACQUISITION COST: Rs 22 crore 


August 2002 
SCIB CHEMICALS 


ACQUISITION COST: Rs 24.5 crore 


September 2002 
BERGER INTERNATIONAL - 


ACQUISITION COST: Rs 58 crore 
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Can the company manage the 
complexity of operating in 
24 countries in 15 time zones? 



























tions spread over 12 countries was | It isn't quite pay back time yet. Many 
Myanmar tougher. And for Asian Paints, which | of the acquisitions were loss-making 
iland e Philippines went on its globalisation drive in 1997, | companies. And despite serious turn- 
| the Berger deal marks a big shiftinstrat- | around plans, some, like the one in Sri 
es Vanuatu egy. For one, all preceding acquisitions | Lanka and Berger International, still 
Mauriti Fiji had been small companies (Turnovers: | have accumulated losses. But Asian 
auritius R : . Won sano E duc TAA ig 
; s 50 crore or less). Then again, mostof | Paints is quickly finding answers to a se- 
Singapore E Asian Paints’ four takeovers till then had | ries of crucial questions that it has faced 
Solomon Islands been country-specific. But with Berger, | in its journey. 
the complexity had gone up manifold as How, did you ask? 
Asian Paints’ footprint was extended to | Well, let's begin at the 
e Asian Paints’ presence 24 countries across 13 time zones where beginning. Before it 


they employed 1,300-odd people. took the plunge, Asian 
Few Indian companies other than | Paints asked itself a few 
Ranbaxy Laboratories, Dr. Reddy’s Labo- | important questions, 
ratories or the AV Birla Group have the | and then tried to 
global spread that Asian Paints has to- | answer them. 
day. In 22 ofthe 24 countries it’s in, Asian | Why go global? 
Paints both makes and sells its products. | In the early 
Now, almost 20% of Asian Paints group 90s, growth 
turnover comes from international op- | had slowed 
erations. Starting with a modesttargetof | down in the 
dts $50 million by 2003, it has achieved | Indian mar- 
RT; AUSH GUE nearly $100 million. The targets have | ket. Besides, 
aod RINGS IN: Strengthens since been revised: the international | Asian Paints 
ce In rni niche player in business should now generate topline | was churn- 
nar E with good brands growth of 1096 for the next two yearsin | ing out good 
es US dollar terms and by calender year | cash (it had 
2004, it must deliver net margins 3%. | revenue reserves 
Of course, none of it has been with- | of Rs 243 crore in 
out its share of problems. Today, as | 1998-99), which 
many more Indian companies prepare had to be de- 
to go global, the Asian Paints experience | ployed. Says vice- 
could come in handy in shaping their | chairman and man- 
strategy since, like Asian Paints, many of | aging director 
them do not have a large pool of man- | Ashwin Dani: "The 
agers with international business expe- | Indian market was 
rience. Asian Paints also did nothaveex- | notgrowingat the ex- 
perience in integrating difficult acqui- | pected pace. But our 
— sitions or even managing the complexi- | international ven- 
UNTRY: — Thailand, China, ties of a large international business | tures were doing 
E, W yanmar, Malta, Barbados, portfolio. Yet today, Asian Paints has | well. So, we 
ad & Tobago, Jamaica, Bahrain, bought four companies abroad, setup | could grow 
ng Kong, Philippines 10 greenfield operations, and absorbed | outside." 
HAT IT BRINGS IN: Brands, nearly 1,300 people into its fold. | . The next 
hical spread and presence in 
wth emerging markets 















Graphics: SATYAJIT DATTA 


Jalaj Dani is the man spearheading the global thrust 
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Leveraging The Lanka Experience 


N 1999, Asian Paints made its maiden acquisition by buying 87% of local paint 
| company Delmege Forsyth & Company (Paints). It took over three years to find 


T = 2 
p Here 





the acquisition target and conclude a deal and another year to complete the in- 
tegration. Today, Asian Paints managers say that the entire process can be com- 
pleted in six months! Asian Paints' Sri Lankan experience offers valuable lessons 
for several other Indian companies looking at overseas acquisitions. To begin i 


with, Asian Paints was chary about buying a company in a war-torn country. Be- 
sides, Delmege Forsyth's debt-equity ratio was out of whack. But soon after tak- 


* ing over the company, Asian Paints realised it had underestimated the task of in- 


tegration. Delmege Forsyth was part of a 100-year-old group. “The culture was a 
bit staid, especially as paints was not doing well and the business was drifting,” 
recalls S. Mohandas, CEO, Berger Emirates. “They were a bit overawed by our ex- 
pectations of them. There was a suspicion they would not be able to measure up 
and lose their jobs (to Indians)," says Mohandas. Asian Paints was straight-for- 
; ward. “We had to do what was right, especially when it came to hard decisions 
F like announcing 10-15% redundancies,” he says. It organised a HR workshop and 
explained what Asian Paints stood for. "It was 
not a sales job; we did not try to sell Asian 
Paints. The biggest contribution was the interac- | 
tion they had in the functional areas like supply 
chain, which were our key strengths," says Mo- |. 
handas. "This helped the cultural integration 
more than any other things that we did," he 
adds. But that still did not prevent a spate of 
resignations. Nowadays, Asian Paints tries to in- 
volve the CEO-designate of the target company 
from an early stage, sometimes even before the 
deal is signed, so that he gets time to interact 
with people, understand the new parent com- 
pany's structure and its values. 
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question was to figure out which mar- 
kets. It wasn't difficult. “We wanted to fo- 


cus on emerging markets, which offer | 


better growth prospects,” says Jalaj Dani, 
who was spearheading the global push. 
These markets are growing at 5-6% com- 
pared to the 1-2% of markets like Eu- 
rope. And that is despite the fact that per 
capita consumption in places like Egypt 


(1.9 kg) and Malaysia (4.14 kg) is much 


less than in Europe (12-18 kg). “The up- 
side is tremendous,” adds Jalaj Dani. 
Besides, there are no committed 
global players in these emerging mar- 
kets. For instance, the world’s biggest 
decorative paints company, the $4.31- 
billion Sherwin Williams, has a presence 
primarily in the Americas. In fact, most 


of the large paint companies find it lu- | 


crative to operate in the developed mar- 
kets that they are based in. Besides, the 
way of doing business in the emerging 
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markets, Asian Paints found, is similar 
to India. There, too, the retail end is not 
consolidated. 

In 1997-98, it brought in consultancy 
company Booz Allen Hamilton to vali- 
date its strategy. Shumeet Banerji, vice- 
president, Booz Allen, UK, who had 
helped Asian Paints formulate its inter- 
national strategy, recollects: "When we 
looked at the basics of the paints busi- 
ness, we found that Asian Paints had a 
powerful brand and was good at manag- 
ing the channel and the supply chain." 
This convinced Booz Allen that Asian 
Paints should continue to focus on dec- 
orative paints even in international 
business. Unlike industrial coatings, 
which is driven by technology and global 
homologation, decorative paints is very 


Berger International's P.N. Khanna: 
Can he manage the complexities? 








much a local business in which Asian 
Paints could leverage its strengths. 

Asian Paints developed a template 
that would help it identify the markets, 
and get a quick fix on the valuation. A 
team of senior executives would visit 
these markets, meet channel partners, 
prospective sellers, analyse potential 
targets, and identify areas where Asian 
Paints could add value. Factoring in the 
exchange risks, the template would 
throw-up some value, which would be 
validated with valuation done on a dis- 
counted cash flow model or by indepen- 
dent financial advisors. 

Booz Allen's Banerji had advised Jalaj 
Dani to be constantly on the lookout for 
acquisitions. "You have to be 'always on. 
That's what companies that are good at 
acquisitions, are. You got to constantly 
look at 8-10 companies," adds Jalaj Dani, 
who often lives out of a suitcase, as he 
trots the globe managing his purchases. 

Initially, Asian Paints entered new 
markets with greenfield units. This 
worked in the 70s and the 80s, but the ex- 
perience in key markets like Australia 
and Bangladesh was far from pleasant. 
The decision to enter Australia in 1995, 
initially based on the incentives it of- 
fered to exports from South Pacific is- 
lands like Fiji or Tonga, seemed logical. 
But it didn't quite work out. "Australia 
was a misadventure," admits Ashwin 
Dani. "ICI made our life difficult, they 
simply purchased all our material from 
the market, he recalls. Besides, it 
avoided selling under the Asian Paints 
brand name as local politicians often 
raised the Asian bogey. 
Instead, it preferred to 


» 
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ASIAN PAINTS 


sell under the Apco Coatings name in Nature of venu Marketshare 
the South Pacific. (equity stake") TN 
" 2 Nd also uenis de Paints BANGLADESH wr m (Bangladesh) EYTNTWES Large and sees market, it ul Fide 
anged tack: it repositioned its opera- Paints strengthen its presence in South Asia 
rf on-retailsegments — wtf EX nc c t e 
Pon EORR E Berger Paints Ningbo Co. Unit at Ningbo, among Top 10 ports in China. 
like traffic paints. CHINA (100%) å ? 

In 1999, it acquired Pacific Paints a fesse elma H uge potential for protective & marine paints. 
niche player in the Brisbane market that EGYPT SCIB Chemical SAE Fragmented market, potential to be among Top 
DER ouest ju ere B 3 pers identified as a top pty market 
Australia to the extent that Ashwin Dani MALAYSIA Berger international mU Large market, always on radar; to introduce 
believes Asian Paints willachievecash 90 HD ODI) 72, Á MEME "ood finishes; willbe a launch pad for SE Asa 
profits this fiscal in that country. The Berger Paints E Enioys good presence in a price-sensitive 
Australian experience convinced Asian MYANMAR (Myanmar}(60%) de ill focus on low- end products 
Paints that it should try to grow its inter- Qua wee abi DOM E TEE Sk SERRE F DIEN UE TETTE CIT ME ; Berne | i d n E Ica its comorate: H Dot fee 
national business through buyouts siNGAPORE | Be'get Paints (Singapore) c Berger liste : also its corporate HQ; to focus 
rather than greenfield ventures. ab OE PS E o a 

In Bangladesh, Asian Paints was -RI LANKA Asian Paints (Lanka) Evolved market; acquisition model built on 
forced to set uP greenfield E: after (100%) leanings from Sri Lanka, the first acquisition 
scouting aroun or two years or a com- nmeTT"-———————————— OE di dpud EE — — NEM NM RUNE 

any to buy failed to bear fruit. After all, Berger Paints (Thailand) A small presence; huge growth in the housing 
pany THAILAND à 
Bangladesh was a big market. However, —— ju S EE sector; Berger likely to ride on this boom — 
getting approvals was a problem and UNITED ARAB. "Beraer Pal ee a : 
À ger Paints Emirates S. Strategically located, good prospects for exports 
that delayed the project. Also, Bangla- EMIRATES (100%) A to other Middle East & CIS countries 


desh is a market with high credit: local 
players give credit up to six months. So, 
when Asian Paints entered the market, 
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PRIORITISING MARKETS . 


“Market synopsis 
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Market leader, plans to introduce Asian Paints’ 


th ti iusti th it Berger Paints Bahrain 0 P 
e competitors just increased the credit BAHRAIN (100%) r z E NEED : 
period. So, Asian Paints had problems peer EM cee ge OF wood TINISNES and Improve presence — 
even getting its products on the channel. Berger Paints Barbados Market lead d lity pl 
» BARBADOS et leader; perceived as a quality player, — | 
cca ue d dup LUE E plans to launch tinting systems in the market 
mode of entry as they bringin brands, riy Asian Paints (South # Cash cow. Asian Paints began its international 
distribution and technologies" says (uc NE M journey from here 25 yearsago 
Ashwin Dani. Berger Paints Jamaica 9,3 isted aama ar] 
: : $ n li 
Asian Paints values local knowledge. JAMAICA (519) og. sa at Ns ea i 
Which is why in almost every marketit bee | plans to launch wood finishes & push exports i 
entered, it has retained the local pro- NEPAL Asian Paints Nepal First unit in South Asia, leader in 5 years. Low 
moters as joint venture partners. They 99. MEM. per capita usage provides scape Ir growth. 3 
bring in local expertise —a betterun- SOLOMON Asian Paints SI | A market leader, the focus here would be to 
O N oe eae par ISLANDS (75%) increase margins & ROCE 
also allows Asian Paints to bring downits TONGA Asian Paints (Tonga) Market leader, will focus on consoldiating its 
risks. It started with Fiji, the first overseas (51%) presence & exports to neighbouring countries — 
out OSt, where Asian Paints ro ed in lo- "MEM TT Me Muere msn porn M AE 
cal E ors as joint v dco de ice TRINIDAD & Berger Paints Trinidad A market leader, it would soon launch tinting 
Barring some Berger units (UAE, o Meo M POE magns 
Bahrain, Malaysia, China and Singa- VANUATU Asian Paints (Vanuatu) Market leader; focus would be to sustain 


pore), in which Berger owned 100%, all 
of Asian Paints' units are ventures with 
local partners. 

When you have 23 units across five 
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margins & ROCE 


Asian Paints Learning model for few products in developed 
continents, they bring with them their AUSTRALIA (Queensland)"* (90%) market: gt joyed tariff a for imports is UN 
share of complexities: cultural differ- ^ eec c MEE 
ences, people-related differences and OMAN Asian Paints (Middle Leader in wood finishes, will be a test case for 
management structure differences. “Itis —— Fast) (49%) ike E selling Berger & Asian Paints in same market 
difficult to treat all units uniformly; you = Berger Paints (Malta) isa symboilic presence in Europe, exploring exports 
cannot superimpose a (66.67%) | to the likes of Cyprus & other European nations. 






(single) model,” 
says LK. Jaiswal, 
regional  vice- 
president, Asian 
Paints. Which is 
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Asian Paints (Mauritius) 


MAURITIUS — | (99,) 


EE Greenfield units 


WER Acquisitions A 


"m E. Focus is to turn around the unit, also exporting - 
to neighbouring countries like Madagascar 


Plant was closed, restarted: 








` *Share in decoratives # Figures in bracket indicates stake held by Asian Paints group 
** Acquired Pacific Paints, which has been merged with Asian Paints (Queensiand) 


why a regional 
structure makes 
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ASIAN PAINTS 





sense. "If they are grouped together, you 
can monitor things more closely and 
add value," adds Jaiswal. If, say, you want 
a certain amount of advertising with 
a certain amount of marketing spend, 
you could have a common theme across 
the region. 

Because of cultural similarities, cer- 
tain types of products or promotions 
may work well across a region. Consoli- 
dated raw material buying also brings 
the company substantial savings. For 
many years, Asian Paints has used this 
regional management structure in the 
South Pacific region. Now it is trying to 
replicate the model in other business 
clusters: South Asia, Middle East and 
South-east Asia. In tune with this strat- 
egy, it is creating Regional Technology 
Centres (to cater to technology require- 
ments for a particular region) as well as 
Lead Technology Centres (to be the 
knowledge centres for a particular prod- 
uct or product group). 

Having made the acquisitions, the 
focus has now shifted to integrating 
them into the Asian Paints family. That's 
what the international business unit 
(IBU) does. “Our role is to clearly identify 
the growth opportunities, plug product 
or organisational gaps, and transfer 
functional expertise,” says Tom Thomas, 
general manager (commercial), who 
was earlier general manager (interna- 
tional). For instance, the team recently 
helped the Thailand unit identify a prod- 
uct gap and launch an emulsion range 
within just a couple of months. 

While the product was developed lo- 
cally in Thailand, branding, labelling, 
packaging and designing, and the 
shades were developed in India in tune 





Integrating The People 


SIAN Paints’ globalisation drive has opened up a new window of opportu- 
A nity for its managers in India, but has thrown up challenges for the HR de- 
partment. To manage its earlier ventures in Fiji or Tonga, the company sent 
its Indian managers on six-year assignments. As most of these managers were in 
the Asian Paints mould, managing the integration was that much easier. Now, as 
< the acquisitions grow bigger, Asian Paints has to evolve a way so that local mana- 
gers, often with varying backgrounds and cultural sensitivities, can run the show. 


- 
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I ina majority of the former Berger companies, it has retained almostallthe man- ; 


-agers who headed the local units. Twelve of the 14 countries retain the same 
faces. "We realised that this was the best way to tackle the sense of insecurity and 
uncertainty an acquisition creates," says V.S. Patwardhan, vice-president (HR). 

The tricky part is to offer a variety of career paths to managers in India and 
' overseas. For that, Asian Paints needs to develop a classification of jobs according | 


_ totheir complexity so that people can move around more easily. Mercer HR, a HR ; 
- consulting firm, has been hired to help develop such a system. This is crucial as | 


. Asian Paints has struggled to manage careers, especially of those who were sent 
. overseas. “In an international assignment the person is a Jack of all trades, he 


~ handles everything. But here in India, a production manager handles production |. 


worth Rs 300 crore. The size of job can be very intimidating when he returns," 


` says Patwardhan. Now, Asian Paints has adopted a new policy: a returning inter- — 


. national manager gets six months to assimilate the changes in India. During this 
. period, he works on specific projects so that he can ease back into the system. 
. Also, the average overseas tenure is down to four years now. 


with the company's approach to brand- 
ing. The international business unit is 
spearheading two more changes: imple- 
menting a mini enterprise resource 
planning package across units to bring 
them onto a common platform and help 
them sort out their supply chains. These 
involve studying the units inventory 
management system and developing 
solutions specific to its needs. This had 
to be done as the product mix across 
units could vary and influence the in- 
ventory-holding pattern. 

One obvious exercise of integration 
is to explore product synergies. The 
Oman unit, for instance, is strong in 
wood finishes. The Dubai unit is not. So 
the latter is trying to market wood fin- 
ishes made in Oman. In return, Oman 
could market the protective coatings 
Dubai is good at. Similarly, the units are 
exploring sourcing synergies. For in- 
stance, purchases of titanium dioxide, a 
key raw material for paints, has been 
consolidated for 12-15 countries, which 
allows for substantial savings. 

One key aspect of integration is com- 


Patwardhan has a tough job managing 
employees of diverse backgrounds 
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munication. Realising this, Jalaj Dani 
visited each and every acquired unit and 
met people across the units. "Whenever 
you enter a market, there are rumours 
there. The operating manager's worry is, 
‘Will I be heard? So, it is necessary to 
communicate what we have done and 
how we want to add value. We are not 
raiders," he says. Thus, the priority is to 
nurse these units back to health. Already, 
Berger's net losses after minority interest 
have come down to $$1.02 million in 
2002 from S$11 million in 2001. 

Experts feel that Asian Paints has 
been slow in making big bang acquisi- 
tions. For much of the 1990s, the com- 
pany debated the pros and cons when 
there were numerous opportunities in 
Eastern Europe. Quips former CEO Atul 
Choksey (a member of one of the com- 
panys three founding families): “It is go- 
ing to take a lot to turn Berger around." 
Besides, it is a splintered group; which 
does not give it the economies of scale. 
"They have got 10-12 countries, each of 
them are relatively small. Instead, they 
could have gone for one or two big com- 
panies," he says. 

Well, the Danis, it appears, do not 
quite agree. m 
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and taken his place centrestage 


NIRANJAN RAJADHYAKSHA The project was proving to be costlier 
than expected and Singhvi had to 
convince the bankers to bankroll 
the cost overrun. “The whole 
game entailed getting money 
from the financial institu- 
tions,” he says. 

Those days spent in the 
IDBI office are distant 
memories. Singhvi now 
spends almost all his 
time on tasks that 
would leave a typi- 
cal 1980s CFO 
dazed — following 
cement prices in differ- 


IGHTEEN years ago, Anil Singhvi | 
chucked his job with a reputed in- | 
dustrial house to join a then-un- 
known fledgling company called 
Gujarat Ambuja Cement as chief | 
financial officer (CFO). He knew what 
was expected of him: checking the num- 
bers, ensuring compliance with the 
rules, counting the tax bill and raising 
money from banks. It was the quintes- 
sential backroom job — away from the 
spotlights and full of drudge work. 

He now leans back in his chair, and 
says: “My role has changed dramatically 
since then.” Singhvi's first few months at 
Gujarat Ambuja were spent asking the 
Industrial Development Bank of India 
(IDBI) to give the company more money. 
The first cement plant 
was being put up. It 
was being fi- 
nanced by IDBI. 





is alla far cry from the jurassic work that 












to their ledgers and spreadsheets. 


organisational shadows. He is no longer 
the colourless numbers cop who is 
asked to calculate the bill after the stars 


on to bigger things today: cutting costs, 
managing the supply chain, buying and 
selling businesses, wiring up the com- 
pany, deciding compensation policy, al- 
locating capital, appraising perfor- 
mances, managing knowledge,... 












the very core of the 21st century 
CFO's concerns are the big ques- 
tions. Will the company survive in the 


model sustainable? That is the 


keeps himself busy with. 
So, the scorekeeper has meta- 


the | 
list is impressive to say the least. At | 


years ahead? Is it sufficiently | 
competitive? Is the business | 


sort of stuff the CEO normally | 
| gic issues, and a brand ambassador for 


OF THE CFO 


He has emerged from the backrooms 


ent markets, planning n ia W 
tracking competitors and managing 
both financial as well as business risks. It - 


dominated his early bean-counting | 
days; work that kept the CFOs tied down | 













morphosed into the strategist. The CFO 
has moved from the periphery to the 


. centre. “The CFO is today, perhaps, the 


The CFO has now emerged from the 


in marketing have done their job. He is | 








most important man after the CEO, even 
in a marketing-oriented company like 
Hindustan Lever" says one finance 
man. (At Levers, CFO D. Sundaram over- 
sees a range of initiatives — from cost 
control to working capital management 


| — that have helped the company grow 


its profits despite a stagnant topline.) 

An exaggeration? Well, just take a 
look at what Indian firms have done in 
recent years to survive the chill winds of 
global competition — from cost-cutting 
to consolidation. CFOs are at the heart of 
each of these do-or-die initiatives. "The 
CFO has been entrusted with the re- 
sponsibility of shaping the future of his 
company as its strategic business part- 
ner. The emerging role is that of an ad- 
viser to the CEO and the board on strate- 


the corporation," says Infosys Technolo- 
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gies CFO Mohandas Pai. 
"My own role is re- 
stricted to ana- 
lysing issues and 
information and 
how they impact 
Infosys," he adds. 
Consider some 
notable examples: 
B Telco's turn- 
around has been one 
of the biggest corpo- 
rate achievements in re- 
cent years. "The finance department 
was very active in planning and execut- 
ing the turnaround strategy," says CFO 
Praveen Kadle. He and his team did a lot: 
reduced costs by nearly Rs 750 crore, re- 
structured the balance-sheet, stream- 
lined working capital and helped bring 
in strategic partners for the company's 
non-core businesses. 
ll Telecom companies face a unique fi- 
nancial situation: large investments 
have to be made upfront while the pay- 
back period is often more than a decade. 
In the meantime, regulations, technol- 
ogy and pricing are in a state of constant 
flux. Finance whiz Akhil Gupta, the joint 
managing director of Bharti Televen- 
tures, was at the core of the decision- 
making process for everything from how 
to bid for the fourth licence to changing 
tariffs. (He is the first man the company's 
marketing team consults when tariffs 
have to be changed.) 
ll At Wipro, CFO Suresh Senapaty leads 
many strategic initiatives. Among them 
is planning for future growth. Using a 
model developed by US-based consul- 
tancy firm McKinsey and Company, he 
had identified three growth horizons. 
The first horizon is made up of current 
businesses that spew out cash. The sec- 
ond horizon has those businesses, 
which will yield benefits within the next 
three years. And the third horizon has 
bets that will pay off after three years or 
more. “But investors also expect imme- 
diate growth every quarter. So a balance 
is needed,” says Senapaty. 
li Infosys’ Pai has a lot on his plate. He 
mentions one unusual item. “As the in- 
dustry is going through challenging 
times, it is important to keep up the 
morale of employees. The CFO is ex- 
pected to balance the morale of employ- 
ees while implementing some of the de- 
cisions of the company. He is expected 





| 


to manage people. He has to work 
closely with the sales and marketing 
team to determine pricing strategy and 
with human resources to determine the 
compensation structure,” he explains. 
This is not the sort of work that CEOs 
traditionally asked their CFOs to per- 
form. As a result, many of today’s CFOs 


are spending an in- 


creasing proportion of 


their time focussed on 
their new-age tasks. 
Larsen & Toubro 
(L&T) CFO Y.M. De- 
osthalee, for example, 
says he spends only 
about 30% of his time 
on his traditional 
functions. The rest of it 
is devoted to strategy. 
Infosys' Pai says that 
most of the routine 
work is "fully dele- 
gated”. And Satyam 
Computers’ CFO V. 
Srinivas told the mag- 
azine CFO Asia a few 
years ago: “The 


amount of time I spend on traditional 
accounting and financial duties is a big, 


fat zero.” 


Some corporate futurists foresee a 
time when most of the drudge work of 
the CFO — like audit and tax — will be 
outsourced to specialist firms. What will 


vices” 


remain within 
the company is 
the stripped- 
down core: 
strategy plan- 
ning and imple- 
mentation. Wipro 
already has some- 


thing ofthe sort in place. 


In 1999, the company segregated 
its finance team into those fo- 
cussed on control and those fo- 
cussed on business finance. And 


last month, it set up a "shared ser- 
unit of about 250 people 
which will handle the group's needs 


like a third-party service provider. 





L&T's Deosthalee spends most 


of his time strategising 
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The big question is whether the pen- 
dulum has swung too far the other way. 
The global accounting scandals throw 
up a disturbing question: have CFOs 
taken their eyes of the ball? A recent CFO 
survey by consulting firm Deloitte and 
Touche in the US shows that nearly 2096 
of the respondents have been asked by 


their CEOs to get back 
to their old role as 
scorekeepers. The rea- 
sons: a tough econ- 
omy and various cor- 
porate scandals. It is 
an issue we will return 
to later in this story. 

But what lies be- 
hind the evolution of 
the CFO from a bean- 
counter? 

Three factors have 
driven the change in 
the role of the CFO. 
First, companies now 
operate in a tough 
economy. The age of 
blinding growth is 
over. "Margins have 


been under tremendous pressure be- 
cause of competition. Companies have 


been forced to look closely at opera- 


| 


tional performance, allocation of capital 
and management of risk, 
Deosthalee. Today, every corporate deci- 
sion has to pass the acid test: will it earn 


” says L&T's 
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money? This is in contrast to the bubbly 
times when ambition and hope could 
carry the day. 

The second catalyst is closely related 
to the first. Investors, too, have become 
more demanding. They are no longer ex- 
cited by the prospect of the next big 
technology or the next big acquisition. 
"Will it help my capital grow?" they per- 
sistently ask. Wipro's Senapaty puts it 
succinctly: “The focus of the CFOs role 
has changed from delivering objectives 
to internal customers to creating value 
for external customers.” 

The third factor that has helped the 
CFO move beyond his scorekeeping task 
is information technology (IT). In recent 
years, most companies have wired 
themselves up. So information flows 
from all parts of the organisation, most 
often to the person who sits at the top of 
the information pyramid: the CFO. “We 
could bring discipline into our business 
processes after we installed our SAP sys- 
tem for enterprise resource planning 
(ERP),” says Telco’s Kadle. “Nowadays, 
we are looking at the entire value chain 
in the company.” 

The shift in corporate attitudes — 
away from the topline to the bottomline 
— also masks a fundamental power shift 
within organisations. The 21st century 
CFO is a bit of a vigilante — he can both 
question current practices and shoot 
down ambitious plans for the future. 
This is bound to be unsettling for the 


While Wipro's Senapaty (right) plans growth strategies, 
Infosys' Pai even gets involved in boosting employee morale 
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General ledger, Transaction 
processing, External reporting, 
Budgets, Compliance 
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Capacity analysis, Product 
costing, Data integration, Model 
development, Segmentation 
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Competitive analysis, Strategic 
information, Supporting 
business teams 


Source: Based on a presentation by Y.M. Deosthalee 


other corporate satraps. So, do the men 
in manufacturing, marketing and tech- 
nology feel threatened by the ever- 
widening powers of the financial folk? 
Every CFO we spoke to for this story dis- 
missed the possibility. And whenever 
the question was posed to other types of 
managers, the standard answer was: 
“What, me worry?" But how much of this 
is optimistic bravado? 

Its hard to tell. But it's quite clear that 
Indian companies are moving closer to 
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JOHN SCHMOLL CFO, toles Mier 


foreign companies as far as the impor- 
tance of the CFO goes. In most global 
companies, the CFO is often the most 
important executive after the CEO. He 
takes over when the latter is on leave. In- 
dian companies are moving closer to 
this model and a few CFOs like Gujarat 
Ambuja’s Singhvi are, at least to out- 
siders, the most important men in the 
company after the CEO. 

The danger may lie elsewhere. Many 
CFOs admit that they sometimes find it 
difficult to get the rest of the organisa- 
tion to understand what they are saying: 
their iteration that the company must 
earn more than its cost of capital, for in- 
stance. It is not always because of latent 
power struggles or perceived threats to 
private turfs. (“How dare he tell me how 
to run my business?") It is something 
even more basic: financial illiteracy. This 
may sound surprising. Senior managers, 
it is believed, understand finance. But is 
that really the case? Let's start at the very 
top: the CEO. 

One CFO still remembers the shock 
he got when he attended the first busi- 
ness review meeting after joining his 
company. "Everything was analysed in 
terms of the profit-and-loss statement: 
the revenues and the profits. The meet- 
ing was over within an hour. It has taken 
a long time to convince the others to 
lookat the balance-sheet, cash flows and 
economic value-added (EVA),” he says. 
Every plant, every division and every 
business now has to 
pass the analytical 
framework that this 
CFO has imposed on 
the company. 

L&T's Deosthalee 
says that people in this 
engineering company 
are often not comfort- 
able with finance. He 
says that the finance 
men have to take up 
the educational chal- 
lenge and make peo- 
ple right through the 
organisation finance- 
savvy. (Wipros finance 
team, too, holds regu- 
lar seminars for non- 
finance executives.) 
Outside investors have 
raised the perfor- 
mance bar: they do 
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not just look at the net profits of a com- 
pany with minimalist satisfaction. They 
are obsessed with returns on capital, free 
cash-flows and EVA. Business heads 
have to understand this, and it is the 
CFO's job to educate them without ruf- 
fling too many feathers. 

But Deosthalee also sounds a note of 
caution: "While making a company 
numbers-oriented, one should not lose 
sight of long-term innovation," he says. 
Its a fear that many others have voiced. 
Among them is management guru Gary 
Hamel, who in his bubble-era book, 
Leading The Revolution, wrote about 





CFOs with thinly-veiled hos- 
tility. Hamel's thesis is simple: 
corporations have to inno- 
vate to survive. "The next 
time you're thinking about 
how to turn the world upside- 
down and someone asks you 
for an NPV (net present 
value), take a minute to edu- 
cate him on the difference be- 
tween a strategy conversation 
and an operational conversa- 
tion. Then tell 'em to cut you 
some slack," writes Hamel. 
And later: "Venture capitalists 
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Gujarat Ambuja's Singhvi (top), Telco's 
Kadle (left) and Bharti Televentures’ 
Gupta (above): The CFO today has 
evolved from being a mere 
scorekeeper to a key strategist. This 
has meant he is now the most 
important person after the CEO 


are not financially stupid people, but 
they sure don’t think like CFOs.” 

What Hamel is saying is this: finan- 
cial controllers are good at making exist- 
ing business models more efficient, but 
they get in the way of creating funda- 
mentally new business models. Unfor- 
tunately for him, Hamel held up Enron 
as an example of acompany that wanted 
to turn the world “upside-down”. Its 
CFO, Andrew Fastow, has now been in- 
dicted on many charges of fraud. He 
abandoned his core job of maintaining 
financial stability and instead helped 
create an ‘innovation-friendly’ com- 


pany by hiding huge liabilities in off-bal- 
ance-sheet entities. Is there alesson here 
somewhere for our own CFOs, as they 
sit with their CEOs all day long, drawing 
up company strategy? 

Bharti’s Akhil Gupta is blunt: “The 
core and primary role of the CFO is to 
embrace conservatism. This is a biblical 
principle and nothing should ever 
change this.” He is deeply disturbed that 
so many CFOs the world over have for- 
gotten the basic principles. India has 
been spared the worst, but the US econ- 
omy is littered with companies where 
CFOs failed to check the numbers — or 
connived to fal- 
sify them. 

It is this fail- 
ure that has sent 
global regula- 
tors into a rage. 
The Sarbanes- 
Oxley Act in the 
US is one of the 
results of Ameri- 
ca's huge corpo- 
rate scandals. 
The Act makes 
the CFO (along 
with the CEO) 
personally re- 
sponsible for the 
quality of finan- 
cial statements. 
The two can be 
sent to jail if there is a problem with the 
published numbers. In India, the Naresh 
Chandra Committee on Corporate Gov- 
ernance has toed the same line: Indian 
CFOs, too, will be responsible for what is 
said in a company ss financial statement. 

“Some CFOs tended to look at the 
traditional accounting and taxation re- 
sponsibilities as a lowly job. They left it 
to their juniors. Now, this could change 
after the collapse of Enron and World- 
Com," says Telco's Kadle. Rampaging 
audit committees could send the CFO 
scurrying back to where he came from: 
the world of numbers. That's where the 
next battle will be fought: between those 
trying to release the CFO from his hum- 
drum tasks and those wanting to send 
him back into the shadows. 

Which way will the evolutionary 
clock turn? We'll be there to tell you the 
story when the answer is clear. i] 
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With reports from M. Anand 





P "Historically, if you were a good numbers person and sat in the back aee you could be a god 
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_ CFO. Not any more" 


NORMAN LYLE, Group iind rector fab Matheson 
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RELIANCE INFOCOMM 


Since its high-profile launch on 28 December, 
the Reliance Infocomm project has been 
plagued by unprecedented problems 
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W In the first-class compartment of a Mumbai suburban train, 
a middle-aged Gujarati businessman screams into his Reliance 
phone: “I don't want free services. Charge me anything you like, 
but let me send messages.” 

WM At the Reliance customer service centre in Lower Parel, nerves 
are frayed and tempers run short. Hordes of disgruntled cus- 
tomers land up from morning to evening to decry the Reliance 
service. Some can barely be stopped from getting into fisticuffs 
with customer services executives. 

W Hundreds of Reliance Infocomm dealers, a.k.a. Dhirubhai 
Ambani Entrepreneurs (DAE), around the country want out and 
and are demanding their deposits. They say that the business isa 
lot less attractive than Reliance had led them to believe. 

W Inan interview to a business daily, Reliance Industries chair- 
man Mukesh Ambani candidly admits that the DAE scheme has 
been less than successful. He says that the company is planning 
to cut the number of DAEs by half. 


HE first six months ofthe Reliance Infocomm rollout is 
something that Mukesh Ambani would dearly like to 

forget. When Ambanilaunched the Infocomm services 

with great hype and hoopla on 28 December 2002, the 

plan was simple — but audacious. The Reliance Info- 

comm services would be rolled out across the country 

within two months. It would offer tariffs that cellular ri- 

vals would never be able to match. It would get existing cellular 
customers to defect by offering always-on broadband Internet 
on their handsets — a facility most cellular operators would not 
be able to provide for some more time. And finally, though Re- 
liance had the licence to offer only limited mobility it would of- 
fer customers full roaming anywhere in the country. (It 
planned to do so by forwarding calls via contiguous circles. 
Since it had taken the licences for practically every telecom cir- 
clein the country, in practical terms it could offer full mobility.) 
By offering this unparalleled basket of goodies, Reliance ex- 
pected to sweep the mobile telephony market. In an exclusive 
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interview to BW just before the launch, Ambani said that he 
was confident ofenlisting 3 million subscribers by 28 February. 
(Reliance executives had told BW that the internal target was 
much higher at 10 million subscribers by 31 March). Ambani 
also said Reliance Infocomm expected to break even by the end. 

of Year I. (Though they have been operating for nine years, only | 
a couple of cellular operators have actually broken even so far.) - 

Instead, in the first four months, Reliance has seen one 
thing after another go wrong with the Infocomm rollout. First, 
it failed to tie up interconnect agreements with other players as 
quickly as it had hoped to. As a result, the commercial rollout 
across the country had to be postponed twice — and even now, 
the Reliance service is fully operational only in 110 of the 673 
circles it planned to cover. Second, the lack of interconnect 
agreements saw early adopters of the Reliance phone unable to 
connect or send SMS to anyone other than Reliance sub- 
scribers. And the Internet content that Reliance subscribers 
could access also proved fairly limited. 

Meanwhile, the cellular operators fought back with aferoc- 
ity Reliance had not expected. Led by Bharti and Hutchison, 
the cellular operators forced the telecom regulator to reexam- 
ine interconnect charges, slashed tariffs and launched an ag- 
gressive communication campaign pointing out the hidden 
traps in the Reliance pricing. 

As a result, four months into the Infocomm rollout, Re- 
liance officials admit that they have not been able to meet the 
subscriber targets. Today, Reliance officially puts the number of 
subscribers it has managed to sign up at 1 million, or a third of 
what Mukesh Ambani had said he expected by 28 February. 
Sources in the Infocomm project though admitted privately to 
BW that the number of subscribers was actually closer to 
600,000. What's more, Amit Bose (ex-Hindustan Lever and ex- 
Pepsi), who had been brought in as chief of marketing, has quit 
the company as has his deputy Shailendra Gupte (ex-Lever). 
Barcelona-based telecom consultants DiamondCluster Inter- 
national, which spent months researching the pricing and roll- 
out plan, has left even as Reliance is revising its tariffs. 

so what went wrong with Reliance Infocomm? First, a small 














nola: despite all the hiccups so far, 
the Reliance Infocomm project 
annot be said to be facing a crisis. 
The current problems cannot even 
be considered a major setback for 
the group or the project. They are 
far more in the nature of teething 
troubles. As you will read in the 
tory, the Ambanis are already mov- 
ing swiftly to take corrective action 
- in pricing, in marketing, in inter- 
‘connect agreements, in customer 
care. Their ambitions of dominat- 
< cing telecom remain intact. And 
their telecom rivals know that the 
Ambani threat is far from over. 
| And vet, the kind of troubles 
- that Reliance has got into with its 
—. Infocomm project is significant for 
*.. one reason. Over the last few years, 
.. Reliance had built up an image of a 
company that could manage any 
* project of any complexity without a 
-. "single mis-step. The Ambanis had 
_ builtup an aura ofinvincibility. And 
_ that is an aura that has got shat- 
tered. As an Airtel executive puts it: 
- . "Reliance has never faced failure 
- publicly." In fact, the Infocomm 
project's troubles are expected to 
have maximum impact on the 
groups image, not its financials or 
long-term strategy. 
Back to the original question: 
why did the Infocomm rollout go 
` wrong? While the Ambanis refused 
to co-operate for this story, dozens 
of interviews with former as well as 
serving members of the Infocomm 
project, and vendors and other 
partners of Reliance provides a fas- 
— cinating picture of a project that 
^. was plagued by miscalculations on 
. all fronts, where Ambani family 
confidantes and professional man- 
. agers often worked at cross-pur- 
~~ poses, and where the key decision- 
: -> makers chose to go ahead with the rollout even when it was 
-` clear that all the pieces of the service were not in place. It was 
notany one big mistake — rather the rollout chaos was the cul- 
mination ofa series of small mis-steps. 


The Initial Planning Mix-ups 


In retrospect, Reliance's telecom project had experienced a se- 
ties of hiccups in strategy formulation right from inception. 
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= ans B.K. Syngal (former chairman of Bharat Sanchar Nigam) 
- andAshwini Windlass (former vice-chairman of Max Telecom) 


— bet on data traffic. That, too, was unceremoniously dumped 
when Reliance decided the cash flows would not be attractive. 


Strategy for pan-Indian 
telecom network launched 


Company undertakes a massive 
hiring exercise | 


F rst Web: store eof Relance 
" dn ocomm | launched - 


Announced as launch date, later 


Launch of Reliance Mobile services, 
Dhirubhai Ambani Entrepreneur plan 





Dhirubhai Ambani Entrepreneur 
programme scrapped 
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The final Infocomm. strategy 
was more or less finalised in mid- 
2000 by Mukesh Ambani and Manoj 
Modi. The vision was a service 
based on the new-generation 
CDMA technology that would offer 
cellular services, but would be 
backed by high-speed optic fibre 
networks underground. The idea: 
offer cellular service at the cost ofa 
basic service. 

The problem was that even 
when the strategy was finalised, 
neither Ambani ner Modi spent 
much time thinking about the mar- 
keting end. In April-May 2002, 
barely six months before the origi- 
nal launch date of September 2002, 
Reliance decided to start fixing the 
marketing and distribution prob- 
lem. Since it didnt have much expe- 
rience with retailing in the con- 
sumer sector — and since Reliance 
loved controlling every part of the 
chain in any sector it got nto — the 
team decided to set up proprietary 
Web stores across the country. Hital 
Meswani, a cousin of the Ambanis 
and an executive director in Re- 
liance Industries, was entrusted 
with creating a network of 250-300 
stores by the launch date. 

Till August, the company had 
managed to set up only one sample 
store in Vile Parle in Mumbai. 
Meanwhile, the Ambanis fell back 
on Mudra, the group’s advertising 
agency, to work out issues like the 
brand logo, the store designs, and 
other aspects of the communica- 
tion strategy. In July, Mudra made 
, actor Aamir Khan the brand ambas- 
e sador. The services were branded 
á Ginie — Ginie phones, Ginie acces- 
$ sories and Ginie recharge cards. 

z In May, Reliance decided to pick 
up Amit Bose to head the Reliance 
Infocomm marketing efforts. Shailendra Gupte joined Bose in 
September. Bose and Gupte were professional FMCG mar- 
keters and their ideas on marketing strategy were very different 
from what Mudra had worked out. They commissioned Indica 
Research to do a detailed study to understand the demand po- 


| tential and concept acceptance for the WLL services. 


The duo reviewed every bit of the old marketing plan — and 


| junked 90% of it. The brandname Ginie was dropped. The Amir 
Ambitious strategies were drawn up and then junked, atleast | 
twice before the current Infocomm strategy was finalised. The | 
first strategy, drawn up by high-profile telecom industry veter- | 


Khan as brand ambassador idea was dropped as well. Finally, — 
Bose decided to downplay the company-owned web store as 
the primary channel for selling the service. They decided to fo- 


| cus more on the dealer route instead. Meanwhile, consultants 
4 | DiamondCluster, which worked on the infrastructure rollout, 
.. was junked because it apparently did not find favour with | 

-. MukeshAmbanis5 close aides. Then, there was another strategy. | 
^. in 1999 that envisaged a partnership with WorldTel anda big | 


worked with Bose to prepare a marketing: rollout plan. 

In mid-September, advertising agencies and media buying 
agencies were invited to pitch for the Reliance business. The 
new launch date was now set for 28 December, Reliance group 
founder Dhirubhai Ambani's birthday. 
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Bose and his team envisaged launching the Re- 
liance Infocomm service like any FMCG product. They 
wanted the product to be available with 10,000-odd 
dealers on the day ofthe launch. They planned to carry 
out a high-pitched advertising campaign to attract 
customers. The marketing staff was expected to track 
the sales like they would for a soap or a shampoo and 
create point-of-presence (POP) aids according to local 
needs. Bose had begun the process of shortlisting the 
10,000 retailers. By early November, all the 10,000 out- 
lets that would hawk Reliance phones were identified. 
The plans were grandiose. These 10,000 shops were 
mapped on a geographical information system (GIS) 
software. Many of them would be wired with fibre and 
surveillance cameras and could be monitored at the 
Reliance control room in the Dhirubhai Ambani 
Knowledge Centre (DAKC) in Navi Mumbai. 

But one crucial piece of the puzzle was missing. 
The marketing team had no idea about the pricing of 
the services. Though a lot of people were encouraged 
to drawup pricing models, not even Bose knew 
how the services were going to be priced. That 
left the team short of a critical component to 
present a "final" communication package to 
the company. Says a marketing executive: "It 
was a frustrating experience. As the launch 
drew near, it was clear that even senior em- 
ployees were powerless puppets." However, as 
DiamondCluster was working out a pricing 
plan, Bose and his team were confident that 
nothing much would go wrong. 


The Infrastructure Failures 


In late October, Infocomm moved its head- 
quarters from Ballard Estate to DAKC. The 
Ambani clan and its close associates, des- 
cended on the National Network Operation 
Centre (NNOC) and tried switching on the 
network. Nothing worked. Snags hit the sys- 
tems, thelinks between the cities had to be ca- 


Anand Jain (right): He used his bargaining skills to 
buy Rs 325 crore of media space/time for just Rs 80 
crore. And then began dictating marketing policy 








RELIANCE INFOCOMM 








Amit Bose (above): He was brought in to head the 
marketing department but was left out in the cold 
when the critical decisions were being taken 


joled to blink. Ambani was not perturbed, but 
decided that he would be cautious for the 
launch. Mudra would pre-record the sequence 
of each city being connected and play it on the 
launch day. The earlier plan was that when the 
then information technology minister swit- 
ched on a link between cities, he would be 
connected live through the link. Just like Ma- 
hajan video-conferenced with the prime min- 
ister on the day of the launch. An employee to- 
day says that when he tried to express his 
worries to a senior Reliance Capital official 
who was also a close family friend of the Am- 
banis, he was told: "Just follow instructions 
and everything will fall into place." 

But even by mid-November, a month be- 
fore the launch, a lot of things were not falling 
into place. Mukesh Ambani was showing signs 
of nervousness. In the scramble leading to the 
launch, Ambani began to depend more and 
more on his old associates for critical advice. Profes- 
sionals who had been hired to head various depart- 
ments were increasingly left out in the cold. 

Even as the deadline drew close, there were indica- 
tions that all the technical hitches had not been sorted 
out. Reliance still hadn't received all the handsets it 
wanted. Some of the switches in the network were not 
working right and needed to be replaced. Much of the 
underground fibre optic pipelines had been laid, but 
some bits still needed work. Even so, the Reliance core 
team decided to press ahead with the launch. 


SANJIT KUNDU 


The Tug-of-war In Marketing 


As the launch date drew nearer, differences between 
Jain and Modi on one side, and Bose and Gupte on the 


other, began to show up. Part of the problem was that 


Hital Meswani (left): The executive director of Reliance 
Industries was initially in charge of setting up Web stores. But 
that plan got shelved in the days leading up to the launch 
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Course 
Correction 


Customers need not lock themselves into 
Reliance's services for three years. They need 
to pay just the Rs 3,350 deposit. A pre-paid 
service is also in the offing 


Like subscribers of cellular services, 
Reliance Infocomm customers, too, can 
now choose from a range of handsets 
from companies like LG 


PRODUCT 


Phones and services will be sold only in 

Reliance Web stores or authorised phone 
shops. Cash and carry method used now 
instead of handset delivery via courier 


CHANNELS 


though Bose and Gupte came with impeccable credentials, 
they proved less than successful in negotiating deals with ad- 
vertisers and media companies. 

Reliance planned an ad blitz at the time of the launch. The 
marketing team led by Bose had done its research and was 
ready with its media plans. It wanted a budget of over Rs 150 
crore to cover the two months after the launch, when the 'Pio- 
neer' subscribers scheme would be kept open for subscription. 

Modi and Jain thought the budget was excessive. They de- 
cided to try their hand in beating down the prices. Jain by- 
passed the professional managers in media companies and 
went directly to the publishers. By bargaining hard and offering 
bulk advertisements, Jain and Modi got media space and time 
worth Rs 325 crore for just Rs 80 crore. Some media houses had 
Offered discounts up to 8096, unheard of in TV advertising. Bose 
and Gupte lost face. 

After the success with media space and time, Jain and Modi 
began taking the marketing decisions as well. Suddenly, in the 
second week of December, a blue and white banner appeared 
in a large DAKC hall welcoming participants to the Dhirubhai 
Ambani Entrepreneur Training Programme. Bose and his team 
were taken by surprise — they were hearing about it for the first 
time. The programme was to train channel partners who 
would eventually enlist dealers to sell the Reliance phones. 

More humiliation was to follow for Bose and his team. Dur- 
ing a late-night meeting in early November, Bose and his team 
wanted to know the details of how Reliance was going to dis- 
tribute the handsets. After all, they were doing nothing but 
preparing feasibility plans. They needed to sign contracts with 
POPs in various cities. At that meeting Jain suddenly insisted 
that any Infocomm marketing plan should involve the existing 
partners and the network Reliance had built over the years — 
dealers and distributors of Reliance Industries. The initial offer 
should be priced like Reliance's initial public offer (IPO) of 
shares — a one-time offer that would bring in mass participa- 
tion. The marketing team were stunned into "dead frozen si- 
lence”. Their plans were completely different and the launch 
was just round the corner. 

Within days, Reliance Industries' senior marketing execu- 
tives walked into Infocomm with 60 channel partners from 
across India. These Reliance ‘family’ members would, in turn, 
help form the Reliance Infocomm dealer network. There were 
others, too, who helped expand the dealer network. Mumbai- 


based Sonal Garments director Navin Agarwal, an Ambani 
family friend, was among those who helped out. 

Meanwhile, Jain became so dominant in all affairs that even 
Meswani's Web store plan was shelved. Meswani says: "What 
we did was fundamentally correct. It was the only way we could 
have achieved the big targets set internally." 

Other marketing-related jobs also moved out of the hands 
of the professionals. All through August and September, the 
marketing team met prominent ad filmmakers like Prasun 
Pandey and Mahesh Mathai to shoot a TV commercial. Days 
later, the job went to Prahlad Kakkar through Ambani-owned 
agency Mudra and, again, nobody in marketing had a clue how 
the Sehwag film was made. Insiders say that it was finalised by 
Mukesh Ambani, his wife Nita and Anand Jain. Even Mudra's 
Abdul Khan, then in charge of Infocomm branding, was kept 
out ofthe loop. 

The last straw for the marketing team was the pricing strat- 
egy that was finalised by the core advisers of Mukesh Ambani. 
The marketing team was inclined to follow the same selling tac- 
tics that cellular players used. But Jain and Modi wanted to 
charge a high upfront price to lock the customer in for three 
years. The marketing team felt that locking-in customers for 
three years or making them pay a huge fee upfront would not 
create a mass appeal for the services. They also wanted cus- 
tomers to get a feel of the handset at the dealership before they 
paid for it. But Modi decided that the pricing strategy should be 
built around the strategy of capital recovery. The calculation: 


Reliance Infocomm customer care centre and a Reliance WebWorld 
store: This time the Ambanis are determined to get things right 





| Reliance Web 
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for every subscription, Info- 
comm would get a minimum 
Rs 22,000 (including local call 
deposit). For the 3 million tar- 
get set, Infocomm would have 
Rs 6,600 crore in its kitty. Till 31 
March, Reliance had invested 
Rs 9,000 crore (Equity capital 
Rs 5,250 crore and debt Rs 
3,750) and the Pioneer scheme 
would make the project cash 
surplus in the first year itself. 
That way Ambani could 
achieve his target of cash 
break-even in the first year. 


How It Unravelled 


Almost immediately after the 
28 December launch, the 
hitches began to show up. The 
DAE scheme was the first to 
show signs of strain. Just weeks 
after the DAE scheme hit the 
road, dealers from Pune were 
up in arms and wanted their 
deposits back. The Reliance 
scheme did not appear as at- 
tractive as it was made out to be. The dealers had believed that 
they would get Rs 400 for every connection they sold. Later, 
they realised that dealers who enrolled 100 or more subscribers 
were eligible to get only Rs 400. Those who got 10 or fewer sub- 
scriptions would get nothing. This was again because Ambani's 
core team wanted to recover the capital spent as quickly as pos- 
sible. The dealers also found that though they had been en- 
couraged to allow new subscribers to try out the service by 
making free calls before they enrolled, when dealers wanted to 
resign, they were told to pay for all the free calls made on the 
phone. Most dealers ended up losing money. Says a dealer in 
Dadar: "I started advising my customers not to subscribe to the 
service. I warned them not to repeat my mistake." 

Meanwhile, competitors hit back far harder than Reliance 
had expected. The GSM players united to push the Telecom 
Regulatory Authority of India (Trai) to review and remove the 
interconnect charge differences between cellular and basic 
players. They also lobbied heavily for the removal of telecom- 
munication minister Pramod Mahajan, who they perceived to 
be close to the Ambanis. And the new interconnect regime al- 
lowed them to drop their own prices and bring it to a level quite 
close to what was being offered by Reliance. At one stroke, they 
almost neutralised the price advantage of the Ambanis. 

Meanwhile, the cellular players (and even Bharat Sanchar 
Nigam) started going slow in inking interconnect agreements 
with Reliance Infocomm in the different circles. Net result: Re- 
liance had to postpone its commercial rollout twice. And even 
after it started rolling out the service, it could only cover 60 
cities against a target of 120 cities. Says an Airtel executive: 
"They underestimated their opponents totally. They won't be 
able to offer roaming services in a hurry." 

While the technical problems that had not been sorted out 
meant that Reliance subscribers were getting barely a fraction 
of the services promised to them by the Reliance advertise- 
ments, they could not cancel their subscriptions either be- 
cause they had paid upfront for three years. 

To try and mollify customers, Reliance decided to waive ser- 
vice charges till 28 February first, and then extended the waiver 
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PEIE Manoj Modi, Mukesh Ambani, aaan Lakai 
behind as they decisively move ahead with a course correction 


to 30 April. (They needed to do so as they were not clear what 
Trai would finally rule in terms of interconnect charges and, 
hence, could not work out a proper pricing plan for calls going 
out of the network.) Not that it helped. Says someone who had 
taken an early subscription: "I paid Rs 21,000 for my phone and 
was not looking for any charity. They did not charge for the ser- 
vices because they did not know what to charge." 


Corrective Action 


Mukesh Ambani and his team have moved fast to rectify most 
things that went wrong. Many of the interconnect agreements 
were signed by April and the service was rolled out rapidly in 
new cities. Having resolved that, Infocomm services are now 
improving quickly. For the first time in four months, customers 
can send text messages to cellular services of BPL Mobile and 
Airtel. The company has also made its subscription plans eas- 
ier. Customers can get the service by paying just Rs 3,350 with- 
out having to issue post-dated cheques for three years. Phones 
will be available off the shelf at the Web stores and phone stores 
across cities and towns. Says Reliance Entertainment chairman 
Amit Khanna: "All this has happened almost overnight without 
any break in services. That should explain our capabilities." 
Elsewhere, too, the Reliance juggernaut is rolling on as if 
nothing has happened. The Chennai-based Midas Networks is 
wiring up 1,545 towns with CorDect exchanges to provide fixed 
line connections. In three months, over 1.5 million lines will be 
available in these far-flung areas to enlarge the Reliance net- 
work. In Mumbai, the company is using new technology to lay 
fibre on road without digging to bring fibre to offices and apart- 
ments quickly. Mukesh Ambani is also trying hard to show that 
Reliance empowers professionals. For the first time in Reliance 
Infocomm, a professional manager, Prakash Bajpai, was al- 
lowed to make a presentation on the progress of the business. 
The Reliance cellular business in the seven eastern states 
started with similar doubts about viability. There were lots of 
complaints about the service. Today, it has 500,000 clients or 
5096 of the market. The business has also earned a Rs 88-crore 
profit in 2002-03. So do not write off Infocomm just yet. a 
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FTER nearly 40 years, the theory of 

business strategy is well devel- 

oped and widely disseminated. 

Pioneering work by academics 

such as Michael E. Porter and 
Henry Mintzberg has established a rich 
literature on good strategy. Most senior 
executives have been trained in its prin- 
ciples and large corporations have their 
own skilled strategy departments. 

Yet the business world remains lit- 
tered with examples of bad strategies. 
Why is that? What makes chief execu- 
tives back them when so much know- 
how is available? Flawed analysis, exces- 
sive ambition, greed and other 
corporate vices are possible causes, but 
this article does not attempt to 
explore all of them. Rather, it 
looks at one contributing factor 
that affects every strategist: the 
human brain. 

The brain is a wondrous or- 
gan. As scientists uncover more 
of its inner workings through 
brain-mapping techniques!, our 
understanding of its astonishing 
abilities increases. But the brain 
isnt the rational calculating ma- 
chine we sometimes imagine. 
Over the millennia of its evolu- 
tion, it has developed shortcuts, 
simplifications, biases and basic 
bad habits. Some of them may have 
helped early humans survive on the sa- 
vannas of Africa ("if it looks like a wilde- 
beest and everyone else is chasing it, it 
must be lunch"), but they create prob- 
lems for us today. Equally, some of the 
brain's flaws may result from education 
and socialisation rather than nature. But 
whatever the root cause, the brain can 
be a deceptive guide for rational deci- 
sion making. 

These implications of the brains in- 
adequacies have been rigorously stud- 
ied by social scientists and particularly 
by behavioural economists, who have 
found that the underlying assumption 
behind modern economics — that hu- 
man beings are purely rational eco- 
nomic decision makers — does not re- 
ally stack up against the evidence. 
Therefore, as most of the theory under- 
pinning business strategy is derived 
from the rational world of microeco- 





BUSINESS | BOOK EXTRACT 
Hidden Flaws In 


Can behavioural economics explain why 
good executives back bad strategies? 


nomics, all strategists should be inter- 
ested in behavioural economics. 
Insights from behavioural econom- 
ics have been used to explain bad deci- 
sion-making in the business world’, and 
bad investment decision-making in par- 
ticular. Some private equity firms have 
successfully remodelled their invest- 
ment processes to counteract the biases 
predicted by behavioural economics. 
Likewise, behavioural economics has 
been applied to personal finance’, 
thereby providing an easier route to 
making money than any hot stock tip. 





But the field hasn't permeated the day- | 


to-day world of strategy formulation. 
This article aims to help rectify that 
omission by highlighting eight? insights 
from behavioural economics that best 
explain some examples of bad strategy. 
Each insight illustrates a common flaw 
that can draw us to the wrong conclu- 
sions and increase the risk of betting on 
a bad strategy. All the examples come 
from a field with which I am familiar — 


European financial services — but 
equally good ones could be culled from 
any industry. 


Several examples come from the dot- 
com era, a particularly rich period for 
students of bad strategy. However, do 
not make the mistake of thinking that 
this was an era of unrepeatable strategic 
madness. Behavioural economics tells 
us that the mistakes made in the late 
1990s were exactly the sorts of errors our 
brains are programmed to make — and 














will probably make again. 
Flaw 1: Overconfidence 


Our brains are programmed to make us 
feel overconfident. This can be a good 
thing; for instance, it requires great con- 
fidence to launch a new business. Only a 
few start-ups will become highly suc- 
cessful. The world would be duller and 
poorer if our brains didnt inspire great 
confidence in our own abilities. But 
there is a downside when it comes to for- 
mulating and judging strategy. 

The brain is particularly overconfi- 
dent of its ability to make accu- 
rate estimates. Behavioural 
economists often illustrate this 
point with simple quizzes: guess 
the weight of a fully laden 
jumbo jet or the length of the 
River Nile, say. Participants are 
asked to offer not a precise fig- 
ure but rather a range in which 
they feel 9096 confidence — for 
example, the Nile is between 
2,000 and 10,000 miles long. 

Time and again, partici- 
pants walk into the same trap: 
rather than playing safe by 
choosing a wide range, they give 
a narrow one and miss the right answer. 
(I scored 0 out of 15 on such a test, which 
was one of the triggers for my interest in 
this field!) Most of us are unwilling and, 
in fact, unable to reveal our ignorance by 
specifying a very wide range. Unlike 
John Maynard Keynes, most of us prefer 
being precisely wrong rather than 
vaguely right. 

We also tend to be overconfident of 
our own abilities?. This is a particular 
problem for strategies that are based on 
assessments of core capabilities. Almost 
all financial institutions, for instance, 
believe their brands to be of ‘above-aver- 
age’ value. 

Related to overconfidence is the 
problem of overoptimism. Other than 
professional pessimists such as financial 
regulators, we all tend to be optimistic, 
and our forecasts tend toward the rosier 
end ofthe spectrum. 

The twin problems of overconfi- 
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- denceand overoptimism can have dan- 
gerous consequences when it comes to 
developing strategies. That is because 
moststrategies are based on estimates of 
what may happen in the future — which, 
in turn, are based on unrealistically pre- 
cise and overoptimistic estimates of 
uncertainties. 

One leading investment bank sensi- 
bly tested its strategy against a pes- 
simistic scenario — the market condi- 
tions of 1994, when a downturn lasted 
about nine months — and built in some 
extra downturn. But this wasn't enough. 
The 1994 scenario looks rosy compared 
with current conditions, and the bank, 
along with its peers, is struggling to 
make dramatic cuts to its cost base. 
Other sectors, such as banking services 
for the affluent and online brokerages, 
are grappling with the same problem. 

There are ways to counter the brain's 
overconfidence: 

1, Test strategies under a much wider 
range of scenarios. But don't give man- 
agers a choice of three, as they are likely 
to play safe and pick the central one. For 
this reason, the pioneers of scenario 
planning at Royal Dutch/Shell always 
insisted on a final choice of two or four 
options. 

2. Add 20-25% more downside to the 
most pessimistic scenario’. Given our 
optimism, the risk of getting pessimistic 





scenarios wrong is greater than that of | 


getting the upside wrong. The Lloyd's of | 
London insurance market — which has | 
learned these lessons the hard, expen- | 


. sive way — makes a point of testing the 
market's solvency under a series of ex- 


treme disasters, such as two 747 aircraft | 
colliding over central London. Testing : 


the resilience of Lloyd's to these condi- 


tions helped it build its reserves and | 


reinsurance to cope with the 11 Septem- 
ber disaster. 


3, Build more flexibility and options into - 


your strategy to allow the company to 
scale up or retrench as uncertainties are 


resolved. Be sceptical of strategies | 


premised on certainty. 
Flaw 2: Mental Accounting 


Richard Thaler, a pioneer of behavioural | 


economics, coined the term ‘mental ac- 
counting, defined as “the inclination to 
egorise and treat money differently 
pending on where it comes from, 
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where it is kept, and how it is spent”? 
Gamblers who lose their winnings, for 
example, typically feel that they haven't 
really lost anything, though they would 
have been richer had they stopped while 
they were ahead. 

Mental accounting pervades the 
boardrooms of even the most conserva- 
tive and otherwise rational corpora- 
tions. Some examples of this flaw in- 
clude the following: 

W Being less concerned with value for 
money on expenses booked against a re- 
structuring charge than on those taken 
through the P&L 

E Imposing cost caps on a core business 
while spending freely on a start-up 

@ Creating new categories of spending, 
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such as 'revenue-investment spend or 





were asked how they would investa hy 
pothetical inheritance. Some re 
several million dollars in low-risk, low: 
return bonds and typically chose te 
leave most of the money alone. Then 
received higher-risk securities — a 
also left most of the money alone. 
What determined the students' allo 
cation in this experiment was the initi: 
allocation, not their risk preference. Peo. 
ple would rather leave things as they are 
One explanation for the status quo bi 
is aversion to loss — people are more - 
concerned about the risk of loss than” 
they are excited by the prospect of gain. 
The students’ fear of switching into se- 
curities that might end up losing value = 
prevented them from making the ratio- oo 
nal choice: rebalancing their portfolios. ^. 
A similar bias, the endowmenteffect, = 


























gives people a strong desire to hangon 
to what they own; the very factofowning 
something makes it more valuabletothe 
owner. Richard Thaler tested this effect: — 
with coffee mugs imprinted with the 
Cornell University logo. Students given 





economics- la ‘al 





3 :4 ae Ev X. gu jm i Am. 
TOM DW.  - ow E e WV yr sib. 
id 
pines piaia es i Hn idc aicut dante adt ia ena Be eee Mex DM DIM MMC HMM dM uM DM dun 





'strategic investment 

All are examples of spending that 
tends to be less scrutinised because of 
the way it is categorised, but all repre- 
sent real costs. 

These delusions can have serious 
strategic implications. Take cost caps. In 
some financial institutions in the UK 


during the dotcom era, core retail busi- 
| nesses faced stringent constraints on 


their ability to invest, however sound the 
proposal, while start-up Internet busi- 


nesses spent with abandon. These 
banks have now written off much of 


their loss from dotcom investment and 
must reverse their underinvestment in 
core businesses. 

Avoiding mental accounting traps 
should be easier if you adhere to a basic 


| rule: that every pound (or dollar or euro) 


is worth exactly that, whatever the cate- 
gory. In this way, you will make sure that 


all investments are judged on consistent | 


— — AAA 


DOT EE PARE EET 


criteria and be wary of spending thathas | 
been reclassified. Be particularly scepti- B 


cal of any investment labelled ‘strategic’. 
Flaw 3: The Status Quo Bias 


In one classic experiment?, students | 
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one of them wouldn't part with itforless ^. 
than $5.25, on average, but students: 
without a mug wouldnt pay more than> — 
$2.75to acquireit. Thegapimpliesanin- ^. 
cremental value of $2.50 from owning Ae 
the mug. B 
The status quo bias, the aversiorto = 
loss and the endowment effect cone = _ 
tribute to poor strategy decisions in sev- -= 
eral ways. First, they make CEOs reluce 
tant to sell businesses. McKinsey |. 
research shows that divestments are a — 
major potential source of value creation, ^ 
but a largely neglected one!?. CEOs are 
prone to ask: "What if we sell fortoolittle 
— how stupid will we look when this - 
turns out to be a great buy for the ac- 
quirer?” Yet many successful turn- 
arounds, such as the one at Bankers 
Trust in the 1980s, often require a deter- 
mined break with the status quo and an- 
extensive reshaping of the portfolio — iri 
that case, selling all of the banks. New 
York retail branches. Ls 
These phenomena also make i 

for companies to shift their asset al 
tions. Before the recent marke 
turn, the UK insurer Prudentialt 
that equities were overvalued an 


























- the bold decision to rebalance its fund | 
* toward bonds. Many other UK life insur- 
ers, unwilling to break with the status 
> quo, stuck with their high equity weight- 
. ings and have suffered more severe re- 
ductions in their solvency ratios. 
- This isn't to say that the status quo is 
always wrong. Many investment advis- 
ers would argue that the best long- term 
strategy is to buy and hold equities (and, 
behavioural economists would add, not 
to check their value for many years, to 
avoid feeling bad when prices fall). In fi- 
nancial services, too, caution and con- 


| .servatism can be strategic assets. | 


= The challenge for strategists is to distin- 
guish between a status quo option that is 


os, nate bias. 


To make this distinction, strategists | 


e “should take two approaches: 


: c " ]. Adopt a radical view of all portfolio de- | 
cisions. View all businesses as ‘up for | 


-.— sale. Is the company the natural parent, 


capable of extracting the most value | 
_ froma subsidiary? View divestment not | 


asa failure but as a healthy renewal of | 

* «the corporate portfolio. 

52. Subject status quo options to a risk 

<<- analysis as rigorous as the analyses 
change options receive. Most strategists 
are good at identifying the risks of new 

<- Strategies but less good at seeing the 

. risks of failing to change. 


e Flaw 4: Anchoring 
One of the more peculiar wiring flaws in 


|. thebrainiscalled anchoring. Present the | 
_ brain with a number and then askitto | 


make an estimate of something com- 


... pletely unrelated, and it will anchor its | 


^. estimate on that first number. The clas- 
_ sic illustration is the Genghis Khan date 
^. test. Ask a group of people to write down 
the last three digits of their phone num- 
_.. bers, and then ask them to estimate the 
_ date of Genghis Khan's death. Time and 
. « again, the results have shown a correla- 
tion between the two numbers; people 
tend to assume that he lived in the first 
nillennium, when in fact he lived from 
162 to 1227. 

. Anchoring can be a powerful tool for 
rategists. In negotiations, naming a 
high sale price for a business can help 
secure an attractivé outcome for the 
seller, as the buyer's offer will be an- 













works well in advertising too. Most re- 


performance and future performance. 


chored around that figure. Anchoring | 


tail-fund managers advertise their funds | 
^. on the basis of past performance. Re- | 
© peated studies have failed to show any | 
statistical correlation between good past | 
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By citing the nass eE pod 


though, the manager anchors the notion | 


of future top-quartile performance to it 
in the consumer's mind. 


However, anchoring — particularly | 


becoming anchored to the past — can 


be dangerous. Most of us have long be- - 


lieved that equities offer high real re- 
turns over the long term, an idea an- 


chored in the experience of the past two. 


decades. But in the 1960s and 1970s, UK 
equities achieved real annual returns of 
only 3.3% and 0.4%, respectively. In- 
deed, they achieved double-digit real 
annual returns during only four of the 
past 13 decades. Our expectations about 


TR | equity returns have been seriously dis- 
- . genuinely the right course and one that. | 

feels deceptively safe because of an in- | 
| interest rates have caused major prob- 


torted by recent experience. 
In the insurance industry, changes in 


lems due to anchoring. The United King- 
dom's Equitable Life Assurance Society 
assumed that high nominal interest 
rates would prevail for decades and sold 
guaranteed annuities accordingly. That 
assumption had severe financial conse- 
quences for the company and its policy- 
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and How to Overcome Them, New York: 
Fireside, 1990; and John S. Hammond III, 
Ralph L. Keeney and Howard Raiffa, ‘The 
hidden traps in decision making’, Harvard 
Business Review, September-October 1998, 
pp. 47-57. 

3. See Gary Belsky and Thomas Gilovich, 
Why Smart People Make Big Money Mistakes 
and How to Correct Them, New York: Simon 
and Schuster, 1999. 

4. This is far from a complete list of all the 
flaws in the way we make decisions. For a 
full description ofthe irrational biases in de- 
cision making, see Jonathan Baron, Think- 
ing and Deciding, New York: Cambridge 
University Press, 1994. 

5. In a 1981 survey, for example, 90% of 
Swedes described themselves as above-av- 
erage drivers. 

6. See Pierre Wack's two-part article, 'Sce- 
narios: Uncharted waters ahead’, Harvard 
Business Review, September-October 1985, 
pp. 73-89; and ‘Scenarios: Shooting the 
rapids’, Harvard Business Review, Novem- 
ber-December 1985, pp. 139-50. 

7. This rule of thumb was suggested by Bel- 
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criteria, and be wary of 


d that has been reclassified to 
make it acceptable 





holders. The banking industry may now | 


be entering a period of much higher 
credit losses than it experienced during 
the past decade. Some banks may be 
caught out by the speed of change. 


| Besides remaining unswayed by the . 
anchoring tactics of others, strategists | 


should take a long historical perspective. 
Put trends in the context of the past 20 or 


30 years, not the past two or three; for | 
certain economic indicators, such as eq- | 


uity returns or interest rates, use a very 
long time series of 50 or 75 years. Some 
commentators who spotted the dotcom | 
bubble early did so by drawing compar- 
isons with previous technology bubbles 
— for example, the uncannily close par- 
allels between radio stocks in the 1920s 
and Internet stocks in the 1990s. 
(To be concluded) 


Notes 


1. See Rita Carter, Mapping the Mind, Lon- | 


don: Phoenix, 2000. 


2. See, for example, J. Edward Russo and | 


Paul J. H. Schoemaker, Decision Traps: The 
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sky and Gilovich in Why Smart People Make 


| Big Money Mistakes and How to Correct 
| Them. 


8. See Belsky and Gilovich. 

9. Thisis a simplified account of an experi- 
ment conducted by William Samuelson and 
Richard Zeck-hauser, described in 'Status- 


| quo bias in decision making", Journal of Risk 


and Uncertainty, 1 March 1988, pp. 7-59. 

10. See Lee Dranikoff, Tim Koller and An- 
toon Schneider, 'Divestiture: Strategy's 
missing link', Harvard Business Review, 
May-June 2002, pp. 75-83; and Richard N. 
Foster and Sarah Kaplan, Creative Destruc- 
tion: Why Companies That Are Built to Last 
Underperform the Market — and How to 
Successfully Transform Them, New York: 
nid Doubleday, 2001. . B 


| “Charles Roxburghi is director at 
McKinsey's London office. This article 
was originally published in The 
McKinsey Quarterly, 2003 Number 2. 
Copyright (c) 1992-2003 McKinsey & 
Company. All rights reserved. Reprinted 
with permission 
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SK anyone in Ban- 
galore about the GE 
John E Welch Tech- 
nology Center and 
this is what they will 
tell you. It has one of the 
most impressive buildings 
in Whitefield near Banga- 
lore. It is the largest re- 
search and development 
(R&D) centre in the coun- 
try and Karnataka chief 
minister S.M. Krishna’s 
prime exhibit to state visi- 
tors. It was conceived only 
three years ago, but has 
grown quickly to about 
1,700 scientists on board 
now. But few know that 
the genesis of this centre 
can be traced to a single 
patent owned by the Na- 
tional Chemical Labora- 
tory (NCL) in Pune. 

In the early 1990s, the then director 
of NCL, R.A. Mashelkar, had given a lec- 
ture at GES Schenectady (US) R&D cen- 
tre. One of his slides had shown an NCL 
patent on polycondensation, a reaction 
that produces polycarbonates. Back 
then, polycarbonates was a pet project 
for GE; the company had a 40% share of 
this market. GE was attracted to NCL 
and, subsequently, to India. Yet it was 
not GE alone that gained from this. 

NCL licensed the polycondensation 
family of patents to GE for a few million 
dollars, but that was just the beginning. 
When Mashelkar moved to Delhi in 1995 
as director-general of the Council of Sci- 
entific and Industrial Research (CSIR), of 
which NCL is a part, he started urging 
the entire chain of 40 CSIR labs to vigor- 
ously pursue patents, particularly in the 
developed countries. That move is be- 
ginning to pay off. 
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COUNTRY 
India 


! South Kanes 


——— RR EET 


South Korea 
China — 


South Korea 


Singapore - 


Singapore — 


These: are applications filed inder the Patent cooperation Treaty (PCT) 


About 10 days ago, the Geneva- 
based World Intellectual Property Or- 
ganisation (WIPO) released a list of lead- 
ing organisations in the developing 
world that have applied for patents in 
the year 2002; CSIR topped the list along 
with Samsung of Korea. CSIR has 
climbed the patent ladder rapidly in the 
last few years (See ‘Top 10 Patenting In- 
stitutions’), and is now poised to reap 
some financial rewards. 

some Indian firms, too, are moving 
up. Included in the Top 50 were five In- 
dian companies: Ranbaxy Laboratories, 
Dr. Reddy s Laboratories, Biocon, Orchid 
Chemicals and Pharmaceuticals, and 
sun Pharmaceutical. But while the total 
number of organisations (six) in the Top 
50 has not changed from 2001, the total 
number of patent applications has gone 
up from 154 to 293. Even if we exclude 
CSIR, which more than doubled its 
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ped countries. The patents are ex- 
mined and granted by patent offices of 
the member countries. About 6096 of ap- 
plications usually result in patents; the 
number of applications is, thus, a good 
indicator of patenting activity. 

Patent statistics usually conceal a lot 
of information. The WIPO list includes 
only the developing countries, but it has 
to be seen in the overall 
perspective of R&D bud- 
gets. The R&D budget of 
Samsung is 12 times that 
of CSIR (Rs 1,100 crore). 
Samsung has three times 
the number of scientists 
and engineers who work 
for CSIR (5,400). 

An analysis of the 
WIPO list reveals other in- 
teresting statistics. All the 
Indian companies that 
made it to the Top 100 
(See 'Indians In The Top 
100 Filings) were either 
pharmaceutical or bio- 
technology companies. 
This indicates that inno- 
vation is the highest in 
these sectors here. Patent- 
ing is strong among bio- 
tech and pharma compa- 
nies the world over, but 
they are not among the 
top patenting companies. 
The US patent office 
granted 13,500 patents to biotech firms 
in 2000 (ofa total of 157,495 patents), but 
there were no biotech or pharma firms 
in the Top 10 (all were IT companies). 
IBM, with over 3,000 patents, topped the 
list for the tenth year in succession. 

India has always had a poor track 
record of patenting. Even the best Indian 
scientists did not bother to patent their 
innovations. C.N.R. Rao, former director 
of the Indian Institute of Science (IISc) 
and one of the most prolific chemists in 
the world (over 1,000 research publica- 
tions), did not believe in patenting his 
work. In contrast, leading chemists in 
the developed countries receive numer- 
ous patents. Ryoji Noyori and Barry 
Sharpless, chemistry Noble Prize win- 
ners in 2001, have 38 and 20 patents 
each. And it is not a recent trend. Albert 
Einstein had 39 patents to his name. 

In more general terms, there is no In- 
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ilSc lost out on an opportunity for a valuable patent, 
but it may have been a blessing in disguise 


HREE months after publishing a landmark paper in US journal Science, 

Ajay Sood and his colleagues at the department of physics in the In- 

dian Institute of Science (IISc) are suddenly less inclined to talk about 
their work. There is good reason. Sood missed filing a valuable patent be- 
cause he had presented his work at a conference earlier. And he does not 
want to repeat the error. 

Sood and his colleague Shankar Ghosh, along with N. Kumar of the 
Raman Research Institute, made an important discovery at the end of last year. They 
found that carbon nanotubes, miniature tubes made of neatly arranged carbon 
molecules, generate a voltage when a fluid flows over it. It was a significant disco- 
very, which Science accepted without hesitation. Sood presented this finding at a 
meeting of the Third World Academy of Sciences in Delhi last October. 
Communicating a research finding at a conference is common practice, but Sood 
had not realised the full commercial potential of his work then. 

That began to dawn on him soon after several discussions with his colleagues. 
The work has an immediate utility in a flow sensor, a device that measures the flow 
of liquids. But the journal Science thought of a more fancy application: carbon 
nanotubes generating electricity. Once Sood and his colleagues realised the full 
potential of their work, they wanted to patent it. 

Patent Cooperation Treaty (PCT) rules specify that an innovation can be made 
public only after filing a patent application. The US patent office allows for filing one 
year after publication. The IISc scientists clearly lost an opportunity to file a patent 
application in countries other than the US. If they had the patent worldwide, IISc 
may have received huge royalties from future power generation equipment sales. 

Yet all is not lost. IISc filed a patent application in the US. Sood and his team 
continued their work. They found some new applications and are now busy trying 
to file patent applications before publishing. Says Govardhan Mehta, IISc director: 
“We are now trying to change our culture of publishing all our innovations imme- 
diately.” The work of the physicists has thrown open many interesting applications 
already. It could use energy from blood flow and power a pacemaker. It could detect 
the amount of blood flow in arteries and do away with the need for painful 
angiograms. It could, as everybody has now realised, generate electricity from 
flowing water. And, of course, there are the applications that Sood is not revealing. 

In terms of patents, IISc is at a place CSIR was six years ago. The United Nations 
ranks IISc 17th in the world among educational institutions. Its research output is of 
the highest quality. Yet it filed only two PCT applications last year. In contrast, top 
universities in the US like Massachusetts Institute of Technology, Stanford University 
and Caltech have obtained thousands of patents since they were set up, with the 
number varying from a few to over 100 each year. It is difficult to get a Ph.D. from a 
US university in any applied science without obtaining a patent or two. 

IISc has the resources to become a patenting powerhouse. It has over 450 resea- 
rch scientists. Each year it generates 150 Ph.D. theses and 150 Masters degree the- 
ses. Its students are involved in over 400 projects a year. So, Sc can generate 100 

patents every year, provided the faculty shows a genuine interest in patenting. @ 
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A carbon nanotube generates 
electricity when a fluid like 
water flows over tt. This 
principle may power future 
generators 





dian academic institution in the WIPO 
list. IISc filed only two PCT applications 
last year and thus did not make it to the 
Top 100 (See 'IISc: Slow and steady...’). In 
contrast, academic institutions in 
China, Singapore and South Korea have 
been prolific innovators. Biowindow 
Gene Development of China had filed as 
many as 136 applications in 2002. In fact, 
this organisation topped the list in 2001, 
and not without reason. China had in- 
vested $17 billion in R&D in 2000 (India's 
R&D spending is about $3.8 billion). 

PCT applications do not tell the full 
story. Companies file separately in each 
country if only a few countries need to 
be covered. But US patent statistics have 
an equally interesting tale. In 2001 (the 
2002 break-up is not yet available), CSIR 
was granted the maximum number of 
patents (58) in India (See 'US Patents 
Granted To Indians’). Texas Instruments 
and GE figured in the Top 10 Indian list 
with nine and six patents each. 

The Indian patenting landscape is 
expected to change in the next few years 
as MNCs increase their patenting activ- 
ity in India. That may improve India’s 
overall position in patents. In 2001, India 
(with 177 patents) was ahead of South 
Africa (120) and Brazil (110), but behind 
China (195) and South Korea (3,538), the 
other critical nations in the WIPO list. 

CSIR has patents for a broad spec- 
trum: drugs, food processing technolo- 
gies, medicinal plants, traditional medi- 
cine, chemical engineering, aerospace 
and so on. Medicinal plants is a thrust 
area at CSIR. It has created a traditional 
knowledge digital library, which has 
been accepted by all member nations of 
the WIPO. The idea is to avoid wrong 
patents due to the absence of informa- 
tion, like in the case of turmeric. 

The Mysore-based Central Food 
Technology Research Institute, which is 
part of the CSIR network, has a patent in 
many countries on high protein biscuits. 
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| INDIANS IN THE TOP 100 FILINGS - 
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. CSIR & US PATENTS TO INDIANS | 


Another CSIR lab, the Bidon 
based National Aerospace Labo- 
ratories, is expecting a US patent 
on a glider modified into a heli- 
copter. And so on. 

Filing and obtaining patents 
is one thing, getting commercial 
returns from patents quite an- 
other. The NCL patent family on 
polycondensation may have 
brought it a few million dollars, 
but such licensing deals do not 
occur frequently. Overseas pri- 
vate companies that have a large 
portfolio often license their 
patents to other companies for a fee. In- 
dian firms, on the other hand, still file 
patents for the classical reason: to obtain 
market exclusivity for their products. 

Companies like Dr. Reddy’s may 
have licensed their new molecules to 
other companies, but this is a temporary 
compromise due to lack of resources. No 
Indian company is looking at patent li- 
censing as a source of revenue in the 
near future. However, CSIR, with no pro- 
duction facilities of its own, has to de- 
pend on technology licensing to make 
up for its investments in intellectual 
property (IP) creation. The story so far is 
not good, but it could change soon. 

Last year, CSIR spent Rs 20 crore on 
patenting expenses. It gets about Rs 10 
crore every year from patent licensing. 
So the licence revenues do not even 
cover the patenting costs, let alone the 
cost of research. But licensing revenue is 
not an indicator of the organisation's 
value. CSIR’s R&D budget is Rs 1,100 
crore now, which is about 6% of the 
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| In the 30 years till 1980, the 


DIM sata % OF CSIR US government had about 
PATENTS PATENTS 30,000 patents. Only about 5% 


country’s total R&D budget. About 10% 
of the country's industrial production 
uses technology from CSIR. 

The organisation is actively pursuing 
methods of increasing revenues from li- 
censing. Till now, each laboratory indi- 
vidually tried to commercialise its IP. 
Now CSIR is trying to license the IP of its 
labs as a whole. CSIR recently tied up 
with six companies — Evalueserve, Ven- 
turEast and Opportunia in India, and M- 
com DOORS, Baker BOTTS and Schweg- 


man-Lundberg-Woessmer-Kluth in the | 
US — to find buyers for its IP CSIRhasan | 
target of Rs 150 crore in licensing rev- | 


enues in five years. 

Selling public-funded research abr- 
oad may seem anathema to many Indi- 
ans. Even in the US, public-funded insti- 
tutions had several debates before fin- 
ally accepting the free flow of technology 
to private companies. The cornerstone 
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of this was licensed and a 
smaller percentage commer- 
cialised. But in 2000, US univer- 
sities spun off 364 companies, 
filed 8,500 patents and executed 
3,600 licences. Things are not 
different in the developing 
world. Of the Top 30 PCT appli- 
cations from developing coun- 
tries, eight were from public- 
funded institutes. About 13% of 
applications from China were 
from government-funded labs. But CSIR 
was the lone representative from India. 
In terms of resources, India does very 
well. The slightly outdated World Sci- 
ence Report (1996) ranked 46 innovative 
nations (including developed nations) 
on several parameters. India ranked first 
in the number of qualified engineers, 
seventh in R&D personnel, 39th in IP de- 
velopment and 38th in exploitation of 
patents from abroad. No such study was 





| done recently, but the drift is clear. 


was the Bayh-Dole Act of 1980, which | 
laid down rules for commercialisingfed- 


erally-funded inventions. 


The world is seeing a dramatic in- 
crease in the number of patents being 
filed and granted. The US patent office 
received about 164,558 utility patent ap- 
plications in 1990 and granted 90,365. In 
2001, it received 326,508 applications 
and granted about 166,039. The intangi- 
ble assets of US firms have increased 
from about 39% in 1982 to about 70%. 
But only 177 US patents were granted to 
Indians in India. The intangible assets of 
Indian firms, too, are negligible. 

Is change in the air? 
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Outsourcing 


II 


RAJEEV DUBEY 


HESE days, an exhausted Hideki 
Morino, the deputy managing di- 
rector of Toyota Kirloskar Motors, 
spends a major chunk of his time 
in a makeshift cabin in the middle 
ofthe shopfloor of Toyota Kirloskar Auto 
Parts (TKAP) — a supplier of front and 
rear axle and propeller shafts for the 
Qualis. But he isn't keeping tabs on 
TKAP's production for the Qualis. The 
fact is that Morino is toiling hard to 
prove his boss right. 

In the corporate office, less than a 
kilometre away from TKAP’s production 
centre, his boss and Toyota Kirloskar 
managing director Atsushi Toyoshima 
explains the significance of Morinoss toil. 
"We want to use this opportunity (to 
prove our worth to Toy- 
ota Motor Corporation, 


transmissions for Toy- 
otas new sports utility 


MANUFACTURING 


The India Advantage 


Toyota Kirloskar Motors is toiling to prove that it can be 
manufacturing base for transmissions for Toyota. A case 
study from the series on Global Outsourcing 














ATSUSHI TOYOSHIMA, 


transmission parts. "This is what we'll | 
make here," he says, pointing to the | 


parts. Eventually, Toyota Kirloskar Mo- 
tors decided to manufacture and assem- 
blethe transmissions at TKAP Transmis- 
sion is that part of a vehicle that 
transmits the power of the engine to the 
wheels. In terms of precision, manufac- 
turing a transmission is far more com- 
plex than the engine itself. 

When the actual production begins 
in June 2004, the Rs 480-crore project 
will supply 1.68 lakh units of transmis- 


| sions per annum to Toyota to markets | 
like Argentina, South Africa, Thailand, | 


Malaysia, Venezuela, Taiwan and In- 
donesia. Incidentally, this project was 
not envisaged in Toyotas original invest- 

ment plans for India. 
In retrospect, Morino explains that 
the rapid indigenisation 


importantly for TMC, 
they were all familiar with 


Japan)," says Toyoshima. “We want to | have also played an im- 
In 1999-2000, when i | portant role in getting the 
Toyoshima,thengeneral use this opportunity transmission project to 
eon MC | (sprwenurwoth | perire Lr mah 
Japan, proposed that In- to Toyota Motor ing for the transmissions 
dia be the manufacturing - » project, 12 already supply 
and sourcing base for the Corporation, Japan) parts for the Qualis. More 





vehicle (SUV), everyone 
thought that he was be- 
sotted with India. Or, bi- 
ased, because he was di- 
rectly in charge of India. 
Why couldnt TMC set up 
the plant in Philippines 
or the US, where it was al- 
ready manufacturing 2 
lakh units each? 

But a comparison of 
costs, supplier availabil- 
ity and machine avail- 
ability tilted the balance 
in favour of India. "We 
discussed the Philip- 
pines, China and Brazil," 
says Morino sitting in the 
no-frills cabin, which is 
littered with 200-odd 
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System which each supplier has to ad- 
here to. 

But another critical factor was the 
availability of precision machinery from 
manufacturers like HMT for machining. 
TMC will eventually buy at least 40% of 
the 200-plus machines needed for the 
project from the domestic market in or- 
der to keep a tight control over the pro- 
ject’s cost. 

Another major factor that brought 
TMC to India for transmissions was the 
availability of skilled workers at afford- 
able prices. Consider how this eventu- 
ally worked to TKAP’s advantage: in the 
run-up to the preparations to manufac- 
ture the transmissions in January this 
year, two TMC representatives de- 
scended on TKAP's plant to train 13 
workers and technicians. In the first 
week when the Japanese duo began 
training, the workers took twice the time 
it takes to assemble a transmission 
(comprising 200 parts, excluding nuts 
and bolts). It almost looked as if doom- 
sayers at TMC were right. But, by the 
eighth week, they were already assem- 
bling the transmissions in the same time 
that the Japanese workers took — much 
to the TMC representatives’ surprise. 
Says Morino: “The TMC people were as- 
tonished because it takes more than 
eight weeks to train a worker in Japan to 
come to that level. It was 
good to convince them 
that the Indian team can 
do it ifit is trained well.” 

But what has been ac- 
complished so far is only 
half the battle won. Toyo- 
shima and Morino will be 
on tenterhooks yet again 
when the first lot of trans- 
missions assembled in 
India is shipped to the 
global markets in June 
2004. If that goes off 
smoothly, the duo would 
have accomplished with 
their actions what many 
hours of preaching 
could not. 
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EXPERIENCE COMFORT AS NEVER BEFORE WITH THE NEW AGE TENCEL TROUSERS. THIS REVOLUTIONARY 
NEW FABRIC MEANS THAT YOUR TROUSERS STAY WRINKLE-FREE AND SOFT TO THE TOUCH, NO MATTER WHAT. 


COME, STEP INTO TROUSERS SO COMFORTABLE, EVEN THE LONGEST OF DAYS AT OFFICE WILL NOW BE A BREEZE. 
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A Wi-Fi-enabled class in 
World School, Gurgaon - 


= WI-FI HOTSPOTS 


WHO is WHERE is iT 
DRIVING IT? | HAPPENING? 


Oberoi: Delhi, 
Mumbai, Chennai, 
Kolkata and Bangalore 


Taj Luxury Hotels: 
Delhi, Goa, Mumbai 
and Kolkata 
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Cafe Coffee Day at 
Lavelle Road, Bangalore 


Pathways World School, 
Gurgaon; SelaQui School, 
Dehradun 
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[In six months, 100 Wi-Fi hotspots have come 
up in India. Who has set them up and where? 


ANUP JAYARAM 


T is not sci-fi. You can call for 
a fibre butler in a hotel. You 
can hang around ‘hotspots’ 
chatting with friends in an- 
other part of the world. Soon, you will 
be able to use an ‘infothela’ to check 
email while walking along the Ganges — 
all without using wires or cables to con- 
nect. In fact, all this could become as 
ubiquitous as the SMS or the PCOs you 
use, if the 802.11b revolution sweeping 
across the world sweeps India before it. 
The Institute of Electrical and Elec- 
tronics Engineers (IEEE), which is the as- 
sociation for global standards, approved 
the 802.11b standard (also called Wi-Fi 
or W-LAN — wireless local area network) 
for wireless data connection in Novem- 
ber 1999. Since then, more than 20,000 
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Wi-Fi hotspots (where people 
congregate to stay connected 
to the Internet or local or wide 
area networks) have mush- 
roomed around the world. 
India allowed Wi-Fi as re- 
cently as November 2002. Yet, signs of 
activity are already here. There are 
around 100 hotspots in the country to- 
day, if one goes by what hardware ven- 
dors say. (Want to know about how to get 
started on Wi-Fi, the costs involved and 
the security issues? See “The User's 
Guide’ on page 54.) The services indus- 
try, especially the travel and hospitality 
sector, has taken to the concept enthusi- 
astically. The government, too, is getting 
into the act. Even schools have set up 
Wi-Fi networks. But corporates are 
cagey about Wi-Fi for reasons of security. 
Still, Wi-Fi is gaining ground simply 


Government 


Airports 


WIRELESS INDIA 


and Texas Instruments 
in Bangalore 


Digital Gangetic 
Plain linking Kanpur 
and Lucknow 


Guntur Collectorate 


Delhi and Mumbai 





because it allows wireless data commu- 
nication of up to 11 Mbps. That is 200 
times faster than a fast PC modem. And, 
of course, it has the advantage of mobil- 
ity within the Wi-Fi network campus, 
area or building. So the user can prepare 
a quarterly report of his activities on his 
laptop sitting in a garden outside his of- 
fice or check email on his handheld 
while walking down the corridors. 

All over the world, Wi-Fi works on the 
2.4 GHz frequency, which has been 
opened up for free use for Wi-Fi. The 
[EEE has also approved two other wire- 
less standards — 802.11a and 802.11g — 
which are also free spectrum and allow 
communication at even higher speeds. 
The former operates at 5 GHz frequency 
(a speed of 54 Mbps) and the latter at 2.4 
GHz (64 Mbps). But neither of these 
have been allowed in India yet. 

One of the biggest users of Wi-Fi 
round the world is the travel and hospi- 
tality industry. In India, hotel chains like 
Indian Hotels, EIH (Oberoi) and MBD 
Airport Hotel in Kolkata offer Wi-Fi 
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within their premises. Often, it is to have 
a technological USP Says Khushru 
Siganporia, corporate IS manager, In- 
dian Hotels: “We see this as a necessity 
because it has become very important 
for the business traveller to have access 
to the Internet. We wanted to position 
ourselves as a tech-savvy hotel." 

At a Taj hotel, the guest gets round 
the clock access anywhere in the hotel 
for a flat payment of Rs 600 every 24 
hours. In some of its properties in Goa, 
Taj plans to make Wi-Fi available on the 
beach too. The group has 
created a new designa- 
tion, fibre butlers, for staff 
dedicated to answering 
Wi-Fi-related ^ queries 
from the guests. 

But others in the in- 
dustry are still testing the 
waters. Bangalore-based 
coffee chain Café Coffee 
Day has a pilot project at 
its Lavelle Road outlet in 
Bangalore. Says Sudipta 
Mukherjee, head (mar- 
keting), Café Coffee Day: 
"We are testing it out in 
Bangalore before we roll it 
out in our outlets across 
the country." If you have a 
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Wi-Fi-enabled device (a laptop, or a 
PDA), a coffee and 30 minutes of surfing 
will cost you Rs 50. The coffee otherwise 
costs Rs 40. 

Airlines and airports, too, are big, po- 
tential users of Wi-Fi. British Airways, 
JapanAirlines and SAS have started trials 
on their flights and expect to fully imple- 
ment Wi-Fi in 2004. That is because 7596 
of business class passengers on these 
airlines travel with their laptops. While 
airlines in India are yet to take the initia- 
tive, the Airports Authority of India plans 


to start Wi-Fi pilot projects at its Delhi 


and Mumbai airports. 

Cut to the Aravali Retreat in Gurgaon, 
just 25 km south of Delhi. Here, the fully 
air-conditioned Pathways World School 
has set up a Rs 88-lakh Wi-Fi infrastruc- 
ture within its 30-acre campus for 1,200 
students. The campus became opera- 
tional as recently as 30 April 2003, but 
the school preferred to have it Wi-Fi-en- 
abled right from the start. Says Pathways 
director Prashant Jain: "The syllabus is 
based to a large extent on project work. 
That's where access to the Net be- 
comes essential for the children." 


»: D) Surge I" 
Ur ae mJ The children can access the Web 


and send emails from anywhere in 
the campus. Incidentally, the school 
has also installed a firewall in its system 


to prevent school children from visiting 


prohibited or adult sites. Each user's 
surfing history can also be traced by the 
ERP network installed by Pathways. 

Don't be surprised if you find 10- 
year-olds with laptops in their hands in 
other lush green campuses too. Path- 
ways isn't the only school with Wi-Fi ser- 
vices. SelaQui School in Dehradun is 
also a ‘Wi-Fied’ campus. 

Meanwhile, some of the most inter- 
esting experiments are being under- 
taken by the government. Andhra 


Pradesh, for one, seems to be taking its 











lessons from e-governance forward. The 
Guntur Collectorate has installed a Wi-Fi 
network for its 28-odd departments to 
communicate with each other. 

One of the biggest Wi-Fi experiments 
in India is a government initiative. In a 
collaboration between the Indian Insti- 
tute of Technology-Kanpur and Media 
Lab Asia, a 134.2-km (350 km by 2004) 
Wi-Fi corridor called the ‘Digital 
Gangetic Plain' (DGP) is being set up be- 
tween Rajajipuram in Lucknow and IIT- 
Kanpur. The project needed special per- 
mission from the government as Wi-Fi 
networks cannot be installed outside 
contiguous premises in India. 

DGP is a rural project to provide con- 
nectivity to villagers in the region. The 
simplest and most effective use of Wi-Fi 
under this programme is IIT-Kanpur's 
Infothela (See 'The Infothela Initiative"). 

Despite Wi-Fi's growing acceptance 
in these areas, corporates continue to 
shun it. US-based General Motors has 
deployed Wi-Fi in many of its manufac- 
turing units, but is yet to do so at its 
headquarters in Detroit. In India, only 
companies like Infosys Technologies 
and Texas Instruments have installed 
Wi-Fi networks in their premises. 

Yet that may change soon. That is be- 
cause there are no restrictions on users 
setting up Wi-Fi networks (except for the 
contiguous premises rule). Also, Wi-Fi 
allows easy access to broadband, due to 
its high speed. Broadband is yet to take 
offin India, but when it does, India could 
move further up the Wi-Fi ladder. 

Elsewhere, the major Wi-Fi users are 
South Korea (over 8,500 hotspots) and 
Japan (over 4,500 hotspots), followed by 
the US (over 4,000 hotspots). One of the 
biggest Wi-Fi projects in the world is 
Project Rainbow’ in the US where AT&T 
Wireless, Intel, IBM, Verizon Communi- 
cations and Cingular Wireless are build- 
ing a network of Wi-Fi 
hotspots. Paris plans to 
turn the city into one 
huge Wi-Fi hotspot, mak- 
ing it the first wireless city 
in the world. If all goes 
well, Paris will allow Wi-Fi 
access through Paris's 372 
Metro stations linked to- 
gether through an exist- 
ing fibre optic network. 
The access is free until 
June 30, but will require 
paid subscriptions after- 
wards. Welcome to the 
wireless world. * 





With reports from 
Radhika Dhawan 
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Cost for 100 use 


^. Illustration: NIRMAL SHARMA 


WI-FI 





SHELLEY SINGH 





N India, Wi-Fi is today 

where Linux was three years 

ago. Wireless Fidelity (as it is 

officially known) is generat- 

ing as much curiosity as the Open 
Source software movement did. Only, in 
this case, it is a vision of a future without 
wires. And yet, in this din, very few know 
when and how to set up a Wi-Fi network. 
Businessworld brings you a basic guide 
to get you started on Wi-Fi. 


Setting Up The Network 


To set up a Wi-Fi network at home or in 





the office simply buy a base station | 


(called access point or port), plug it into 
a phone socket or a high-speed Internet 
connection and put it up on a wall. Using 


a 2.4 GHz unlicensed radio spectrum, | 


the walkman-sized base station com- 
municates wirelessly with PCs, laptops 
or PDAs through a credit card-sized 





Access port or point with 
built-in software 
Range: 150 feet 


FREEDOM 
FROM WIRES 


Wi-Fi (802.1 1b) 
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0 users is approxim ly. Ris 11.36 lakh. 
This includes cost of access points, cards, installation and security 


wireless access card inserted in 
them. Most new laptops and 


Powerbook 17H has it and, last 
week, IBM launched its Cen- 
trino-based, Wi-Fi-enabled 
laptops). In case yoursis not, you need to 


insert a card into your machine. The 


equipment allows wireless access to a lo- 


cal areanetwork or the Internetfrom any | 


place within 150 feet of the access point. 
At least a dozen vendors like Cisco 
Systems, 3Com, D-Link, Texas Instru- 


, ments, Nortel Networks, Enterasys, Ap- 
| ple Computers and GD Softex peddle 


Wi-Fi hardware through implementors. 


PDAs are Wi-Fi-enabled (Apple | 








An implementor needs a one-time li- | 
cence from the Wireless Planning Com- | 
mission, but the user needs no permis- | 


sion to set up a network. 

Depending on the manufacturer, ac- 
cess points cost between Rs 15,000 and 
Rs 40,000 per unit, and access cards be- 
tween Rs 6,500 and Rs 9,000. Each access 


point can support up to 50 access card 
users at any point of time. But remem- 
ber, the more the users per access port, 
the poorer the network quality. 

You can increase coverage by using 
antennae. It is also better to go in for dual 
use cards that can be used for both 
802.11b and 802.11g Wi-Fi standards. 
Currently, 802.11g is not allowed in In- 
dia. But if and when itis, you may want 
to migrate to that system without invest- 
ing in the technology all over again. 

For an individual who wishes to Wi- 
Fi his home or a small office, manufac- 
turers offer an entry-level access point 
for just Rs 15,000. As many as 30 users 
can connect to the single access point. 
However, by using such a model, you 
could be compromising on quality of 
service and security of data. 


Who Could Use Wi-Fi? 


Unless cost is not an issue, Wi-Fi is not 
economical for networks with less than 


All you wanted to know about Wi-Fi 
technology, but didn't know whom to ask 


Access cards in a device allow 
wireless connection to a network 
or the Internet 


THE USER? 
GUIDE 
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10 users. But given that in a wired 
network, the cable itself costs be- 
tween Rs 40 and Rs 50 per metre, a 
Wi-Fi network offers a minimum 
cost saving of 50% over the wired 
network for a 40-user group. 

For a 100-user group, a Wi-Fi 
network could cost Rs 11.36 lakh. 
This includes Rs 60,000 (Rs 30,000 
each) for two access points, Rs 7 
lakh for 100 access cards (Rs 7,000 
per card), about Rs 76,000 (at 1096 
. of the cost of hardware) as installa- 
tion charges and another Rs 3 lakh 
to make the network secure. 


What To Look Qut For 


Installing Wi-Fi is easy. But there 
areafewthings to keep in mind be- 
fore you set up a network. Vendors 
keen on selling gear will tell you it 
can be done in 30 minutes. But 
good deployment takes about two 
weeks. The implementor has to 
understand the user's needs and 
the programs to be used to deploy the 
network. Says Anji Reddy of Hyderabad- 
based Nipu Net Solutions, a Cisco dis- 
tributor: "You can buy an access point, 
plug it in and get started. But for large 
deployments, site planning is critical." 

As Wi-Fi networks expand, interfer- 
ence can be a major issue. Implemen- 
tors recommend careful site planning in 
areas where Wi-Fi networks already ex- 
ist. So, if your neighbour has already 'Wi- 
Fied' his office, you need to ensure your 
networks do not overlap. You can do this 
by planning the type of antenna you will 
use or the amount of radiation control 
you will exercise on the equipment. 

Site planning is also critical because 
the actual output a Wi-Fi user gets is only 
30-40% of the maximum 11 Mbps that is 
available on these networks today. While 
there could be a master access point, to 
which other access points are con- 

‘nected, a good site planner will avoid 
this. Each 802.11b port should be indi- 
vidually connected to the LAN port. An 
extended point via a master port results 
in a further drop of 40-50% in output. 

Installation is not a challenge if vou 
are setting up the system at home. But 
for an enterprise use with, say, 30 access 
points, site planning is a must. That 
apart, it is advisable not to depend en- 
tirely on the built-in security offered by 
the access device. 


- Network Security Issues 

hat is the Achilles' Heel of Wi-Fi — the 
ick of security. Srikiran Raghavan, re- 

gional manager, RSA Security, says: "Se- 
curity was not a priority when the stan- 















HIGH COSTS: Tomorrow, if another 


standard (say, 802.119) is allowed, your 
investment could go down the drain 


dard was designed. Hackers have pene- 
trated networks by driving up to a park- 
ing lot, switching on a laptop and log- 
ging on to a firms Wi-Fi network." 

All a hacker needs is a wireless card 
and scanning equipment — a radio re- 
ceiver with a one-foot antenna (can be 
made out oftin cans) — to detect signals 


from your network. Once he senses a sig- 


nal, software on his laptop picks up de- 
fault information, like the name of your 
company and other identifier informa- 
tion, and gains access to your network. 
The problems get worse if Wi-Fi is on 
24x7. Often, IT administrators do not 
configure the system to block unautho- 
rised users from accessing default infor- 
mation or simply forget to disable the 


system after use. (This is unlikely to hap- 


pen as deployment becomes more com- 
mon.) Vendors say things are better now 
with 128-bit encryption and virtual pri- 


vate network (VPN) firewall systems, 


which form a tunnel between an autho- 
rised user and a Wi-Fi network. It is like 
creating a dedicated single line between 
theuser and the network. This, in turn, is 
password protected. So, only an autho- 
rised user can get online. 


For additional protection, the use of | 


two-factor dynamic passwords is also 
recommended, The user has a ‘token’, a 


pager-sized device that generates new | 
passwords every minute and is config- | 


ured to the VPN, and a personal identifi- 

cation number (PIN). When an autho- 
rised user logs in, the VPN system checks 
both the password and the token num- 
ber before allowing legal access. RSA, 
CheckPoint, Cisco, HCL Comnet and 


LOW OUTPUT: At best, it is as good as a 


wired connection. Broadband promise 
overstated 


INTERFERENCE: Neighbour's network can 


impact quality; need good site planners 
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NetScreen provide such securi 
Rajendra Dhavale, consulting d: 
rector, Computer Associates (€ 
says: “IT administrators should: 
sign solutions for access, thre 
and identity management.” C. 
fers solutions in these areas — 

RSA has deployed this for fiv 
clients including a Mumbai-base 
insurance company, which has in 
stalled 18 access points with 12 
authorised users. For 25 users, thi 
twin layer security will cost an ex 
tra Rs 3 lakh. 








S longas the number of user 
, across India remains low, Wi 
W'Wuse will continue to be limited 
Observers put the current Wi-Fi. 
access point population in India at 
under 2,000. The low penetration; 
says Ketan R. Sampat, president, —. 
Intel Technology India, "is due to 
low laptop usage. Laptops come 
prise barely 2-396 of the total PCs, 
Also, enterprises need to be educatedon 
how mobile devices and laptops can en- 
hance productivity. This will help deploy: — 
Wi-Fi solutions." Intel recently launched | 
a Wi-Fi-enabled chip, Centrino, with _ 
built-in 802.11b capability. : 
Usage could also be limited as Wi-Fi 
is seen as being power-hungry. Users. __ 
complain it increases laptop battery us- 
age by 25-33%, D 
Moreover, Wi-Fi's promise of high- o 
speed Internet access depends on _ 
broadband being deployed in wirednet- 
works. But that is yet to materialise. Wi- 
Fi also cannot be used for. voice calls, 
even while it comes at a high cost. S 
companies want to wait for better s 
tems and most deployment. toda 
more in the nature of trials. 
Airlines like. British Ai 
Airlines, Lufthansa, nd 
cific are testing Wi-Fi in lo 
flights. Two to three access poi 
aircraft are connected to the z a 
systems, tapping cheap broadband bea 
med via satellite. Actual deploym 
could take 18-24 months and would cost 
the user a flat $25-30 per flight. Bose Sys- 
tems, too, is planning Wi-Fi headsets. 
Meanwhile, individual users wait for 
better devices like mobile phones th: 
can roam Wi-Fi and cellular networks. E 
fact, Wi-Fiis justabout beginning: 
ture from a hobbyist's toy to a grav 
industry. Eventually, wireless p 
hope, the Internet will exploit a tapi 
of wireless networks — Wi-Fi, 3G, 
(cellular network), Bluetooth (persoi 
area network)— all of which will co 
without a tangled cable in sight. 

































SUPRIYA KURANE 


RE you sick of misleading invest- 

ment advice from your mutual 

fund (MF) agent? Are you tired of 

him pushing the "best" MF prod- 

ucts (read: products that will earn 
him the highest commissions)? Fret not. 
Henceforth, only agents certified by the 
Association of Mutual Funds of India 
(Amfi) will be authorised to sell you an 
MF product. But don't heave a sigh of re- 
lief yet. Theres a glitch. Certified agents 
are few and far between. 

To sell MF schemes, all individual 
agents, national brokers, employees of 
distribution companies, and the sales 
force of banks were required to clear the 
Amfi certification test by 31 March 2003. 
But by that date only 18,500 of the 40,000 
agents who took the test managed to 
clear it, a pass rate of a low 46.2596. An- 
other 50,000-odd agents are yet to take 
the test. To increase the number of 'qual- 
ified' agents, Amfi is making the test 
more "accessible" in the hope that more 
agents will clear it. First it reduced the 
passing score from 60% to 50%. Even 
that has not helped too much. Now the 
deadline for clearing the test has been 
extended by six months. 

Take Mahesh Joshi, who works for 
one of the biggest MF distribution com- 
panies in India. When he took the test for 
the first time in October 2000, he scored 
only 30% marks. And guess what, he has 
been selling MF schemes to retail in- 
vestors for the last seven years, no less. 
He also advises his clients on where to 
park their money. The second time 
around, he managed 51%. He is not 
alone. The average Joe clears the test 
only in the second attempt. 

Ask Joshi why and he replies: “The 
test isn't easy, we are expected to answer 
69 questions in two-and-a-half hours 
and that includes mathematical calcula- 
tions. What's more, there is negative 
marking.” Truth be told, the multiple 
choice test covers only the basics of how 


The Amfi certification card 








A.P. KURIAN 





 PERBIZ | MUTUAL FUND ADVISERS 
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Towards Sound Advice? 


FOR three years now, Amfi has been trying to bring all distributors of mutual 
fund products up to a minimum level of competence and make them abide by a 
code of conduct. BW asks A.P Kurian, chairman, Amfi, about the progress. 


B Why was the deadline for Amfi certification extended? 

We realised that many agents and distributors had still not cleared the test. 
There is also a strong force of 50,000-odd UTI agents who still have to attempt 
the test. By extending the deadline we are hoping to cover all MF sellers. 


lll Haven't you lowered the bar by reducing the pass marks from 60% to 50% 
and by simplifying the test? 

The agents brought to our notice that the pass mark for other professional ex- 
ams is 5096, so we reduced our pass marks too. We are offering the test in Hindi 
and making the questions more direct, getting rid of the complex mathemati- 
cal calculations — like yields and net asset value. We are just making sure that 
individuals engaged in selling mutual funds clear the test by 30 September. 


@ What can investors expect from a certified agent? 

An Amfi certified agent is governed by a strict code of con- 
duct and has adequate knowledge ofthe industry, so he is 
qualified to give unbiased financial advice and sell you 
products according to your needs. 













W Will passing the test ensure that agents and 
distributors will not resort to mis-selling, or 
other malpractices like offering rebates? 
Once the agent clears the exam and gets his 
certification, we give him a code of conduct | _ 
booklet that tells him what is expected of | 9 | 
him. Sebi has laid down the regulationsas / | 

far as offering rebates isconcerned.Amfiis / ^ 
not a self-regulatory organisation. If any 
malpractices are brought to our notice, 
we can only issue warnings and at the 
most revoke their registrations. But the 
onus of ensuring this is fairly and 
squarely on the mutual funds, they 
should make sure that their agents are not 
resorting to malpractices. 


u 
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Can Amfi’s certification system improve the 
- quality of financial advice available in India? 


DUCK THE 


UACKS 
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has simplified the test by getting 
rid of jargon and asking more di- 


“two rounds of simplification be- 
. .. fore the agents can clear it, can 
| you trust the same agents to ad- 
(. vise youon investing? 


echnicalities of ; asset manage- 
ment are not even asked. Amfi 





rect questions. In fact, it plans to 
simplify the test further. "We are 
going to ask only direct ques- 
tions, get rid of complicated 
mathematical calculations like 
calculation of yields and NAV,” 
says Amfi chairman A.P Kurian. 

.. Ifa test that was fairly simple 
to begin with has to go through 








Sandeep Raichura, manager 


Se (research and marketing), Cholaman- 
. . dalam Distribution Services, a national 
. MF distributor, says: "MF agents in India 










are not really financial advisors, they are 
sales people. They have no clue about fi- 


nancial planning and the Amfi certifica- 


_ tion doesnt even teach them that. And 
~~ now we find that they canteven clear the 


Amfi test.” 
For the last 10 years, MF schemes 


( - have been sold like FMCG. Agents have 
> been pushing flavour-of-the-month 
». schemes and the investors have been 


lapping them up. Equity funds usually 


«earn agents higher commissions than 


AS A RETAIL INVESTOR... 


YOU can ask anyone selling you a mutual fund to | 
show his Amfi certification card that authorises him | 


-< | to sell mutual fund products. All agents are required 
ont to produce it itc on n demand 





| 5,607. | 







YOU can expect your MF agent to SEE the details is | 
of the schemes he is selling, how its NAV is | 
calculated, the risk associated with each product, 


- FAILED: 21,560 - po 118, 
3 Only 4 16% 






s pr 9,695 


Failed 





Passed 


debt funds, and among equity funds, 
there are always some giving incentives 
to agents pushing them. This leads to sit- 
uations where agents sell you their pre- 
ferred equity fund, irrespective of whe- 
ther you are a 56-year-old person about 
to retire or a 30-year-old investing for a 
child's education. 

In fact, bad selling is one reason why 
the MF industry in India has not seen 
growth in years. The tendency to hard 
sell, as we saw during the Ketan Parekh- 
driven tech boom, has also failed to in- 
spire trust. The result: despite falling in- 
terest rates on the available fixed income 
instruments, investors 
are still choosing the se- 
curity ofthe Public Provi- 
dent Fund and post of- 









think about the certifica- 
tion? "You cannot have a 
one-time test and be 









| etc. You can also ask agents how much commission | 
{they are making on the product they are advising | 
.| you to buy. Agents are not allowed to make 














IT is illegal to ask for à rebate or commission, 
incentive, or gift. If it is offered to you, you must 







H the agents opus could be revoked 





BE prepared to pay for mm In the coming years, | 


= | you to shell out an annual fee (like you do to your 
z | CA) for offering financial advice rather than ask 
.&| mutual fund companies for a commission 


xc du 


comparisons between different mutual funds 
| report the matter in writing to Amfi. If found guilty, | 


| more and more distribution houses are going to ask | 





done with it. Agents 
ought to take refreshers 
every two years or so, at- 
tend seminars and up- 
date their knowledge, 
and MFs should see to it - 
that that happens," says 
Sanjay Sachdeva, CEO, 
IDBI-Principal ^ Asset 
Management Company. 
He should know. Funds 
are going all out to make 
sure their agents clear 
the test — offering free 
training workshops, pay- 
ing the registration fees 
and even  awarding 
agents who clear the test. 


Certified agents are ! 











fice savings schemes | 
over equity funds avail- - 


able at rock-bottom - 
prices. 
But what do the MFs 


AAA HA mAAR AAAA AA AAAA AAAA AAA a a ee 


RIS 


"in demand today. An industry 







HSBC have asked Amfi for the 


they can target only them to sell 
their products. But the funds 
that have paid training and reg- 
istration charges for distribu- 
tors are making sure that the list 
is not made public just yet. 





certified agents change the way 
MFs are sold? Apparently not. 
For one, despite a ban, to attract 
investors to specific schemes, 
rebates are still widely used. In 
J fact, they are openly advertised. 

Then the ban on comparing 
MFs is flouted with aplomb. Often, the 
only basis on which a fund is sold is 
comparative performance in the previ- 
ous quarter, and Amfi can do little about 
this. Kurian shifts the onus of enforcing 
compliance on the MFs, which, in turn, 
respond feebly. "We màke our agents 
sign an undertaking every year that they 
will not offer any rebates or kickbacks to . 
solicit business, it is all on the basis of 
trust," says Prabal Nag, marketing head, 
JM Mutual Fund. Apparently, trust sells 
for a song. No wonder the buyer steers 
clear of these investing options. 

Other observers feel malpractices 
are so deeply entrenched in the fabric of 
MEF selling that no amount of regulation 
can stop it. “As long as the commission- 
based system exists, agents will continue 
to mis-sell,” says Sachdev, adding, “what 
we need is a fee-based system, where in- 
vestors will pay for the service of the 
agent just like they pay their CA." 

For that, investors need to change 
their mindset too. Distributors say that 
they are forced to offer incentives as in- 
vestors threaten to take their business 
elsewhere if they are refused rebates. 
Some distributors like Cholamandalam 
and Way2Wealth have been trying to 
change their business model from com- 
mission-driven to advisory-fee-based, 
without much luck. Sooner or later, you 
will have to realise that good advice 
translates into good long-term financial 
health while rebates and: poor advice al- 
most certainly means short-term penny 
gains and long-term pocket-burn. 

For the moment, though, we will 
have to make do with whatever advisers 
we have. As Amfi's Kurian puts it: "The 


Amfi certification will make sure that 


there is a breed of qualified doctors, not 
quacks, to take care of the health of your 
investments, Butit will take time to weed 
out the quacks.” E 
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insider says new funds like 
Deutsche Mutual Fund and 


list of certified agents so that- | 


But at the end ofthe day, can . - 
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Which Hollywood dido isnot a joint venture farti in HBO? | 
(a) Time Warner (b) Paramount (c) Universal Studios — (d) Touchstone Pictures 





LLL ce a AA o AA Ae Ae A ma A de y aA I m a ee ee 


2. ‘Powered by intellect, Driven by Values’ is the tagline of which famous Indian IT company? 
(a) Tata Consultancy Services (b) Infosys Technologies (c) Wipro (d) Satyam Computer Services — 


Se ae a ee LL I 7 P" i a ce ce ce a ec E ee ce ce ce i a ar ee ces 


à. Which company’s worldwide headquarters for training is called The Fairlane Training and Development 
Center? 


(a) IBM (b) AT&T (c) Coca-Cola (d) Ford Motor 


MAn A I M NE A  :-- C OB CC RE SCA SE v ae ROR OR OOO a M A A ARD a RE a CY em a e w A 


4, in which washing machine would you find the ‘Life Nourishing System’? 

(a) Samsung (b) Electrolux Kelvinator (c) LG (d) Videocon 
9. Which newspaper says this about Itself: ‘What people in the chair have on their tables’? 

(a) The Financial iini n (b) The Economic Times (c) The Hindu (d) The Indian Express 
B. Which mosquito coil assures you of a ‘Zero Bite Guarantee’? 

(a) Maxo (b) Mortein (c) All-Out (d) Good Night 
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1, Which company has recently launched Kwik cream? | 
(a) Sun Pharmaceutical (b) Ranbaxy Laboratories (c) Ozone Ayurvedics (d) Hamdard 

8". Which indian company manufactures tractors for French auto company Renault? 

(a) International Tractors (b) Ashok Leyland (c) Punjab Tractors (d) TAFE 

9." Which pharmaceutical company owns the painkiller Moov? | 
(a) Dr. d Laboratories (b) Pfizer (c) Novartis (d) Paras Pharmaceuticals .— 

(0^ Who is the current president of the Janata Party? 

(a) id dic (b) H.D. nne Gowda ( 2: Ramakrishna ard = Subramaniam nos 
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: Answers to AM ITY BIZQUIZ # 85 


—1, Which cricketer is the brand ambassador for Band-Aid? Virendra Sehwag 

2. Which leadership guru coined the term ‘transformational leadership’? James MacGregor Burns 
Which television channel launched its first local programming Initiative in India in the form of the reality show Everest Se Takkar? 
National Geographic 
4. Who is the chief executive of UK-based telecommunications company WorldTel? Sam Pitroda 
5. Which company owns the sweetener brand Equal? Merisant 
8. Acme Clothing owns which famous brand? Provogue 
ri 
8 
9 


* 


. Who owns a home accessories and unique gift items store called This and That? Romi Dev 
. Jet Airways has launched a co-branded credit card in association with which bank? Citibank 
. Who took over as the managing director of GlaxoSmithKline Pharmaceuticals (India) early this year? Kalyana Sundaram 


10. This Indian bank was recently granted permission to open representative offices in China to offer trade finance and project 
finance services to Indian and Chinese clients. [GiGi Bank 
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THE ONE MINUTE APOLOGY 


: | By Ken Blanchard & Margret McBride 
Harper Collins Publishers India 
E Pages: 114; price: Rs 125 


; Dear Reader, 


: AM truly sorry for being so late 


with this book alert. In the normal ` 


-© Mcourse, I would have come up - 
. with a really splendid excuse for not | 
. sticking to the deadline, or perhaps | 


" have brazened it out. Not any more. 


<- Margaret McBride and Ken Blan- - 
_ chard have made meseetheerrorof | 
: -my ways. You know Blanchard, of | 


course. That's right, The One Minute — 


< < Manager, the very same, who, ina | 
. trice, turned us all into crack man- - 
: agers with exemplary leadership | 
. and customer-handling skills. The : 
. toughest part, he says (and I agree - 
d with A is to face up to the awful | 


fact that one is wrong. 


write this immedi- 
ately, before I fell into 


Minute 


sooner your weak- 





_- book reviewers, but wicked, no. 

: I am truly inspired now. Even 
-~ erring CEOs, say the authors, ought 

: toget off their high horses and seek 
| 4 the forgiveness of their lowly staff or 

. their stakeholders, whom they have 

_ burt by their wrong leadership deci- 
4. sions. After all, Abe Lincoln apolo- 

. gised to one of his commanders for 
having hurt his feelings. And look at 
what Alfred Nobel did to show how 
sorry he was for fooling around with 
dynamite. So, | apologise in advance 
|: for anything that I might say to of- 
. fend the authors about their sugary 
Sunday school catechism — the 
pages were oozing sweetness and 
difficult to turn — on how and when 
. to say sorry. It's just that I am dia- 
_ betic and have to lay off the sugar. 
: Yours abjectly, 
TheOne Minute Reviewer 
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So I thought it best to : 


QE ness is perceived as - 
- wickedness”, Weak I am, like most : 


the deeper sin ofnot | 
owning up. The sec- | 
ond rule, The One - 
Apology . 
warns, is that “the - 
longer you wait, the © 


= 
ZAF 


NAVJIT GILL 


rmi e MAH BLA an PAM lana AANA AT AA n AAE PO OA AAAA aaan liinaa 


ARE is the business book with 
broad appeal. Rarer still is the one 


that is accessible and well-writ- | 
ten. Deadline! is almost that book. | 
Anybody who works in a cussedly | 


competitive organisation (Is there any 
other kind?) will be familiar with the cold 
implacability of deadlines. Nothing 
builds or destroys character more effec- 
tively than a deadline that is remorse- 
lessly gaining on you. 

Deadline! is only peripherally con- 
cerned with the character-building role 


of projects. Author Dan Carrison hasa | 
more ambitious agenda. He has selected | 
six case studies in an attempt to distil all 

the gen that readers will ever need to : 


deal with deadlines. 

The projects have been 
chosen with a clear 
intent: to showcase 
the headline-grab- 
bing stuff. So in ad- 
dition to relatively 
‘humdrum’ time- 
bound projects like 
building a football 
stadium, deliver- 
ing film prints on 
time to theatres 
across the US, de- 
signing, building, 
testing and deliver- 


The Heart Of The Matter 


| 
Í 
| 
| 
STRESSFUL lifestyle, excess caf- | 
Aisin hectic schedules, unhealthy | 
meals... the perfect combination for | 
a heart attack. While there is not much | 
you can do about external factors, you | 
can certainly make some sensible | 
changes in your life to keep your heart | 
healthy, says Rekha Shetty, a medical | 
and psychiatric social ; 
worker. And she does 
this in a fairly simple 



















| ing the Boeing 777 jetliner (in five years, 
| noless) and volunteer activities by an 
| energy company in times of crisis, you 
can also read about the acute demands 
| ofa Mars mission and an FBI kidnap- 
| ping case. 
| An unintended consequence of Car- 
| rison's trophy selection is that not all of 
| them lend themselves naturally to gen- 
| eralisations. It is a bit of a stretch when 
| the author draws an analogy between an 
| FBlagent whoisin the driver's seat while 
| dealing with kidnappers and a corporate 
| executive who always has to be on top of 
| a situation. The analogy snaps comp- 
| letely when it is stretched to an FBI team 
| thatis so likable that it can entice petty 
| criminals into turning informers and 
! company executives who have to work 
their charm on customers. 
A scrappily-written 
Chapter 6 on energy 
major Conocos relief 
efforts after tropical 
storm Allison hit 
Houston is an- 


| me i 
| Howpremier - 
| organizations 


| wintherace other letdown. 
. againsttime - Carrison just 
-By Dan Garrison’ doesnt make a 
-AMACOM convincing 

- Pages:246;- enough case for 
- prie Rsi265 ^ Voluntary activities 


as a deadline man- 
agement testbed. But 
in spite of this and the 


tient’. This is not high metaphysics but a 
number of little things that help to 


| make life more relaxed. It means doing 
| what you love and enjoying it, and 


learning to forgive. This may seem diffi- 
cult until you get into the habit of look- 


| ing at life a little differently. 


As for exercise, the book chalks out 
the various yoga asanas that help to 
cure heart ailments. This wont be of 
much use as to do them, you will need 
the help of an instructor. The most in- 
teresting section is the ‘zero-heart at- 
| tack diet’. And no, do 


way that combines THEWAYTOA notturnup your nose 
exercise, diet and | HEALTHYHEART -it does not tell you 
mental well-being.  ByRekhaShety t0 eat boiled vegeta- 
She tells you how Penguin Books bles! It gives. you: nor- 
2 nguin Books | 

you can eliminate Pages: 143; . mal Indian recipes, 
stress and increase nicer 399 Dut only makes them 
ies eae healthier. 8 





DONE seca bod | 
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| REVIEWS BOOK 
Race Against Time 





sometimes credulous reporting, 
Deadline! is one of the more 
practical business books. It has 
several ready-to-use stratagems 
for executing projects under ex- 
treme conditions. You also get a 
fair sense of the kind of culture 
an organisation needs if it wants 
to use slick deadline-manage- 
ment as a competitive edge. 

Each of the six projects has its own 
complexion and complexities. Putting a 
spacecraft into orbit might require a 
team leader to manage his ‘free spirits’ 
(usually crack rocket scientists) and cut 
them some slack. On the other hand, 
film distribution presents logistics is- 
sues that can be handled only if the 
management sends a strong message 
that zero errors will be tolerated. All the 
projects are totally different in the issues 
that they threw up. 

But if you were to pick one outstand- 
ing example of deadline discipline, it 
would probably be the $400-million NFL 
stadium built in Denver by Turner Con- 
struction Company. Among the numer- 
ous challenges faced by the company 
was a timeline that collapsed from 36 
months to 27 months before construc- 
tion could even start. How Turner still 
managed to deliver the project ahead of 
schedule and under budget is the stuff 
enduring case studies are made of. 

The company pulled off the near-im- 





DAN CARRISON, is a 
partner of Semper Fi 
Consulting and a career 
sales professional. He is 


co-author of the book 
Business Leadership 
The Marines Way 





possible by adapting itself to meet the 
series of crises. Turner needed the con- 
sent of the taxpayers before it built the 
stadium. That would have taken months 
and the referendum itself could have 
gone either way. But that didn't deter the 
construction major from buying insur- 
ance against the likelihood of the vote 
being rejected and proceeding with in- 
ternal preparations for the construction. 
Finishing a project on time requires a 
team to work at a carefully calibrated 
speed. All decision-makers have to be 
put under one roof (if possible), various 
partners have to be fully involved in the 
project, and those who can bung a span- 
ner in the works have to be won over 
early on. That's the Turner way. 
Deadline! has the look and feel of a 
smartly-packaged manual, complete 
with subheads and checklists. Some of 
the insights may be obvious, but the 
book still scores an eight when it comes 
to practical value. E 










WHO MOVED MY SOAP? 


The CEO's Guide to Surviving in 
Prison 

By Andy Borowitz 

Simon & Schuster 

Pages: 96; price: $10.95 









the outrageously funny Boro- 

witz.Report website, has com- 
piled this slim book of helpful tips 
for the droves of CEOs who, he says, 
are headed for prison. So in a wicked 
take-off on long-running business 
bestsellers, Borowitz gives CEOs 
who have been caught out, a sur- 


vival guide on: 
Who. 
M 


fie: Borowitz, perpetrator of 









E How to go from 
‘bitch’ to ‘boss’ in 
one week or less 

E The Seven Hab- 
its of Highly Effec- 
tive Prisoners 

li Prison-slang/ 
m 
glossary 

Bi Prison cell 
feng shui 

Bi How to avoid getting back- 
stabbed — literally 

Prison for Borowitz's CEO-behind- 
bars need not be an empty stretch. 
The fertile brain can always come 
up with a great business idea such as 
creating a fashion sensation with 
stolen prison jumpsuits. If not the 
pin stripes, the horizontal stripes! Wi 
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The Moulding Of A Mind And A Nation 


HY should anyone want to read an anthology of Jawahar- 
lal Nehru's writings in two mammoth volumes? Why 
should the ideas and philosophies that shaped India’s first 
prime minister be of interest to his countrymen four decades 
after his death? There are two reasons why we could profit by 
poring over this collection of around 500 pieces of his writing — 
letters, articles, extracts from books, notes penned in jail, polit- 





ical statements, diary entries et al. 
One, of course, is the fasci- 
nating insight it offers into 
the workings of a brilliant 
mind, a mind that concerned 
itself with almost every issue of 
his time. He was a sensitive 
and introspective man, pas- 
sionate and impetuous too. He 
was a politician who believed in 
the socialist ideal and tried to 





fashion an egalitarian, secular society in his country. He was 
also a statesman who subscribed to a new world order that 


sometimes let him down. 


THE ESSENTIAL WRITINGS OF 
_ | JAWAHARLAL NEHRU (Vols I & IT) 


By S. Gopal & Uma Iyengar 
Oxford University Press 
Pages: 1,480; price: Rs 2,450 


All of this comes through in the extraordinary felicity and el- 
egance with which Nehru writes on everything from wildlife to 
culture, from communalism to science and technology. The 
other reason why these volumes ought to be read, specially by 
the rag tag and bobtail seeking legitimacy in the new polity by 
decrying everything Nehruvian, is that they give a clear picture 
of the economic and socio-political forces that shaped post-In- 
dependence India. 

In hindsight, it is easy to denounce the development poli- 
cies that went awry or the foreign policy disappointments 
that he encountered. But here is a statesman who laid a strong 


foundation for science and 
technology and launched 
the atomic energy pro- 
gramme. Here is also a man 
who delighted in the rains, 
children and good books. An 
extraordinary man. v 
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Indian man | nu pieni need to change their mindsets — ands tartai 


B puy has Businessworld started a series called. 
‘Making it in Manufacturing’? Why isit devoting 
| so much newsprint on a sector that went out of | 
- fashion many years ago? Why is the magazine 
s Wi makingitits agenda to put manufacturing back 
oncentre stage? These are questions we are asked regularly. 
The answerissimple. —— 

As India integrates with the WTO regime, the pressure 
that the domestic manufacturing industry is already facing 
-.. from global competition will multiply manifold. Only those 
who can hold their own in a global marketplace will be able 
to survive the onslaught. That is why it is imperative for the 
| Indian manufacturing sector to become world class in as 

_ short atime as possible. It isa simple question of survival. 
~ But why should anyone worry about the fate of manu- 
facturing when the service sector, led by the IT and ITES in- 


.. dustries, is doing so well? Because, even in a globalised | 
economy, a nation of one billion-plus can't hope to live on | 


=- products almost entirely manufactured outside its 
borders. If it does, its economic security will be 
<- as tenuous as that of the Gulf states that live 
offtheir crude reserves. 
D Also, why should India depend solely on 
.. its service sector to provide all the growth? 
|... Surely, it needs more than one engine of 
growth if it is to realise its economic ambi- 
... tons. Most economists point out that even 
. With the service sector growing at the current 
"rates, manufacturing needs to grow at 11% for 
-— atleast a decade if India has to hit a growth rate of 
. . 896 per annum. Currently, the Indian manufacturing 
sector is growing at just about 3-4% annually. 
c Can Indian manufacturing really get back centre stage 
and start growing at 11% annually? In retrospect, the four 
__ decades from the 1950s to the late 1980s were clearly the era 
- ofmanufacturers, That was when India followed the Nehru- 


-vian theory of self-reliance. The government protected do- 
mestie industry with high import tariff barriers and con- | 
S trolled the domestic market by licensing manufacturing - 
"dé pacities. The era spawned legendary business empires © 

















built around manufacturing. 
were protected from global competition, it robbed them of 
_ showed up starkly once the government started liberalising. 


Few Indian manufacturers were able to compete in the 
opened up market. Many of the erstwhile giants floundered 
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The problem was, once manicuren realised they - 


-all incentive to make their operations world-class. This | 


| 
i 








PE them. - 


rt aiming fr the global markets 





The inevitable s soon ‘happened. Indian manufacturers 
lost their self-confidence. It becarne almost ingrained in 
their psyche that manufacturing i in India was not a feasible 
proposition. Manufacturing for the world markets ap- 
peared inconceivable, | 

When we took up manufacturing as a Businessworld 
agenda last year, our first cover story, ‘Making It In Manu- 
facturing’ (BW, 25 November 2002), tried to change this de- 
featist mindset by highlighting examples of Indian manu- 
facturers who had become competitive in global markets. A 
subsequent issue provided the examples of foreign manu- 
facturers who had set up a base in India for products that 
would sell globally. And, in our previous issue, we pointed 
out the heartening new trend of outsourcing manufactured 
products from India. More than two dozen companies are 
actively outsourcing manufacturing to India. And the bulk 
of this has happened in the past 24-36 months. 

But unlike the software services industry, where entre- 

preneurs like Narayana Murthy and Azim Premji 
<- motivated a host of firms to make India a global 
software hub, manufacturing is yet to gain 
critical mass. Examples of manufacturing 
entrepreneurs who have made it big are few 
and far between. So, what can help Indian 
manufacturing gain critical mass? _. 
Certainly not more government inter- 
vention. That does not mean the govern- 
ment has no role to play. A clear government 
focus on developing the physical infrastructure 
of the country and an honest initiative to remove 
the bottlenecks at the ports and railways would be of 
great help. 

Manufacturers also need to change their mindsets — 
they need to regain their confidence and start aiming for the 
world markets. To do this would require the conviction of a 
Narayana Murthy, the determination of à Ratan Tata and 
the deftness of a Deepak Puri. Thanks to the quality move- 
ment of the 90s, quality is nowan accepted practice among 


| manufacturers, but the cost issues still need to be tackled. 
. The ability to thinki in terms of global: scale is also eens as 


a BW cover on the garments industry pointed out. 
There are a handful of Indian manufacturers who have | 


learned how to compete in global markets despitethehur- 


dles. They have analysed the advantages and disadvantages 7 
of India as a manufacturing base in detail. They also 
analysed their own strengths and weaknesses. And they 


_ have drawn up their strategies based on these analyses. 
-in the face of technologically advanced, higher quality, and -| 
competitively priced products from foreign manufacturers. | 


= The rest er the Indian manufacturers need to learn 
[| 
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Smile. You're in a t-shirt. 
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The Club Line collection from Classic Polo, Made from 100% Pima 
. Egyptian cotton. In jacquards, plains, two-tones and engineered stripes. 
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Classic Polo is a regd. trademark of Royal Classic Group, in technical collaboration with Kitaro GMBH, Germany. Available exclusively at the Classic 
Polo flagship store - Himayat Nagar, Hyderabad and across the country at Shoppers' Stop, Globus, Ebony and all leading fashion stores. Also 
available in the U.A.E. For trade enquiries contact: branding@classicpolos.com Visit us at www.classicpolos.com 
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It has been 
going from 
strength to 
strength in the 
last one year. 


What does that } 


mean for the 
economy, 
companies 
& investors? 








Tradition of Success. 
A good word in history spells excellence in wind power. Ranking among world's top wind turbine manufacturn 


companies, Suzlon is built on a legacy of strong customer relationships across a wide spectrum of industri 


Build-in Genius. 
We merge wind technological genius with innovation (we call it 'windovation’) to deliver all-round proficiency. It's how 


our clients enjoy new generation technology, high machine availability, consistent peak performance and higher R¢ 


The Returns of Maturity. 
Our 1000 strong team worldwide continues to raise industry benchmarks and surpass performance paramete 


Experience it in the Suzlon wind turbines commissioned at one of the world's largest Wind Park of 300MW capac 


(over 200MW already commissioned). 


Corporate Office: Godrej Millennium, 9 Koregaon Park, Pune-l. Ph. 020 4022000. Fax: 020 4015759, 40221t( 





SUZLON 
SUZLON ENERGY LIMITED 


Powering a Greener Tomorrow 


mail:pune@suzlon.com. website: www.suzlon.com «Germany eNetherlands «North America 
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ONE GIANT LEAP 


INDIA finally appears 
to be making the long 
overdue shift from ex- 


TALKING WITH BIMAL JALAN 


Tractors = 
made in 
Hoshie pl if 
bytTL 

will be 
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porting raw materials 


to exporting quality 
finished goods. 

K.N. KAPUR, Mumbai 

ll Today, a big opportunity lies be- 


fore the Indian manufacturing in- 
dustry and it cannot afford to miss it. 


With the outsourcing wave at its | 


peak, I believe that the Indian manu- 


facturing industry can get a wholelot | 


of global outsourcing contracts. With 
other valid reasons for outsourcing to 
India such as the availability of cheap 





technical talent and induction of new | 


manufacturing concepts like flexible 


THINGS ARE NOT SO BAD 


The IT scenario is not as gloomy as your 
cover story portrays ('Indian Software 
Story - End Of Part I’, BW, 5 May). The in- 
dustry will adapt to the changing world 
order and survive. The pessimism in the 
article reminded me of an anecdote. In 
1890, a researcher pointed out that at the 
rate at which horse-drawn carriages 
were increasing, by 1940, the streets of 
London would be piled six feet high with 
horse-dung. Did that happen? 

K.M.G. VIVEKANANDAM 

Via email 


PARTING WITH PROFITS 


It is not very wise of Brijmohanlall Mun- 
jal to distribute two-thirds of Hero Hon- 
da's profits as dividend (‘Is Munjal Being 
Too Generous?’, BW, 5 May). Pampering 
stakeholders at the cost of the share 
price is not good business strategy. The 
profits should be reinvested in the busi- 
ness. It seems that Indian business mag- 
nates are still working at strengthening 
emotional bonds, whereas they should 
be preparing themselves to take on com- 
petition in the global market. 
SAVITHALAKSHMI 

Via email 








sold across 
the world 
by Renault 


manufacturing systems, computer 
integrated manufacturing and effi- 
cient implementation of factors such 
as JIT (just in time), Indian compa- 
nies can have a definite cost advan- 
tage over their Chinese counterparts. 
After all, it will take much more than 
conventional manufacturing to win 
global manufacturing contracts. 

SUNIL VIJ 

Mumbai 





A NEW VISION 


There is certainly a need to revisit the 
reason for which the Indian Institutes of 
Technology (IITs) were established ("The 
Theory Of The IITs’, BW, 5 May). The IITs 
get the ‘cream of the nation’ for under- 
graduate courses. But it is not so for the 
postgraduate programmes. Also, the 
majority of the M.Tech students go in for 
non-research jobs, thus defeating the 
whole purpose of the formation of the 
IITs. The IITs should also stay away from 
management education and focus on 
engineering and technology alone. 
VARUN ARYA 

Jodhpur 


CORRIGENDUM 


Our cover story ‘Global Outsourcing’ 
(BW, 12 May) had mentioned that Sha- 
sun Chemicals supplies Ibuprofen to 
Knoll Pharma, US. Shasun supplies 
Ibuprofen to Boots, UK and not to Knoll. 
The story also mentioned Zantac as a 
Pfizer brand. It belongs to GlaxoSmithk- 
line. The errors are regretted. 


| Letters can also be sent to 
| editor@bworldmail. com 
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The New Face. Cotton like you’ve never seen before. With an 
unbelievable look and Feel. Now in India. Look for the trustmark of 
cotton quality on your Favourite brands of clothing and textiles. 


™ 


ternational Quality 
Trustmark 


Retailers and Brands supporting the Seal of Cotton: Arrow, Berkeley, Blackberrys, Cottons by Century, Cotton County 
ndigo Nation, Lee, Logo, Louis Philippe, Monte Carlo, Moral Fibre, Raymond (Park Avenue & Parx), Scullers, Shoppers’ St 





COVER STORY 


e Rupee Changes Garb 


The rupee has taken everybody by surprise. It has 
strengthened against the dollar. Recent events in 
countries as diverse as Thailand and Argentina show 
that economies around the world have seen their 
competitiveness collapse after their currencies 
strengthened. Is something similar in store for the 
Indian economy? Is a strong currency really a reason 
for worry? Perhaps, but that’s not the whole story. 


30 WHY IS THE RUPEE APPRECIATING? Why is the 
rupee strengthening against the dollar while it 
continues to slip against all other major 
currencies? Is its recent rise against the dollar the 
first step onto the high road? Or is it just a short- 
term phenomenon that will end once the dollar 
stabilises globally? 





















32 THE IMPACT An appreciating rupee, crashing 
forward premiums, and a low-ruling LIBOR — 
what impact will all this 
have on exporters, NRI 
investors, software 
companies and the 
stockmarkets? 


ANTHONY LAWRENCE 


4 LETTERS TO THE EDITOR 


43 CASE STUDY Is the government 
sector really inefficient or is that a 


BUSINESS 


26 MANUFACTURING How 


B.G. Lee 








problem of perception? Hyundai Motors India is 
global small car hub for its 
Korean parent. This is the 
IN THE NEWS | second case study in our se- 


8 INFOSYS The Phaneesh Murthy-Reka Maximovitch ries on Global Outsourcing. 





sexual harassment suit was finally settled last week. | 50 BOOK EXTRACT The sec- 
But it has pitched Phaneesh against the Infosys chief ond and concluding part of 
mentor Narayana Murthy. a McKinsey Quarterly article 

10 TELECOM ROLLBACKS Hehadtorollbacktelecom | 9n how insights from be- 
tariffs under great political pressure. Understandably | haviou ral Fee ee ae 
Aran Shourie Isrüifibd. explain bad strategies. 

16 CONDITIONAL ACCESS SYSTEM CAS is likely to _ 54 UNIFIED TELECOM LICENCE Telecom and IT min- 
come into force from 15 July. Why it is not good for | ister Arun Shourie seems to have an answer to the 
viewers, broadcasters, cable operators, advertisersor | problems ofthe telecom industry. But can a unified 
multi-system operators. | telecom licence placate the warring parties? 
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LEAD STORIES 
© Parting Ways 


Media Lab Asia, the 

Rs 5,000-crore, 10-year 
research initiative of the 
Indian government and 
Massachusetts Institute 
of Technology, runs into 
trouble as IT minister 
Arun Shourie asks MIT to 
leave and puts a recast 
plan in place. 


€» There's Little In Common... 


The Indian version of 
VAT (value-added 
tax) differs substan- 
tially from the global 
one. Even among the 
states, there is little in 
common in the draft 
legislations. Will VAT 
— if and when it is 
introduced — work 
in its current form? 


Arun Shourie 





Jaswant 
Singh 





TECHNOLOGY 


57 THAT'S IT: MALA BHAR- 
GAVA Multifunction de- 
vices never really took off as 
they were expensive and bulky. 
But things are changing now. 


BOOKS 


62 FROM BOMBAY TO MUMBAI It changed its name 
once. But the city has always been in a state of transi- 
tion. A collection of essays on Mumbai. 


Cover Design: JYOTI THAPA MANI 
Imaging: SATYAJIT DATTA 


For appointment advertisements go to 
www.jobsahead.com/jobworld.html 

For advertising opportunities go to 
www.agencyfaqs.com/brandfit/businessworld.html 










Building Muscle 


NDIA has been a haven of pre- 
| Businessworld 


SUPER 


RUPEE 


But this stability has lulled a lot of us into thinking that the 
rupee will never budge from its set script: it will continue to 
depreciate by around 4% a year. Which is why, many in the 
corporate sector have been shocked by the sudden rise in 
the rupee in recent months. Actually, global fears about the 
dollar and the success of software exports were advance sig- 
nals to companies that the rupee was about to strengthen. I 
suspect that companies will have to now start preparing for 
a time when the rupee will appreciate by 4% every year in 
nominal terms. But what few realise is that the currency is 
still competitively priced in terms of the more important 
parameter: the real effective exchange rate (REER). 


dictability in the midst of 

rampant global currency 
crises. The Reserve Bank of India 
has handled the rupee with ex- 
emplary deftness, saving it from 
going the way of the Thai baht or 
the Argentinian peso. It has 
saved all of us the pain that we 
see in other emerging markets. 





Our cover story this week is on where the rupee is headed 
and what this means for exporters, companies and equity 
markets. “The rupee is expected to remain strong in the 
months ahead,” says senior correspondent Avinash Celes- 
tine, who helped put together the cover package in tandem 
with assistant editor Ranju Sarkar and correspondent 
Supriya Kurane. Deputy editor Niranjan Rajadhyaksha led 
the project. Avinash, however, sounds a warning: “Too 
many companies are now blindly taking the opposite bet 
that the rupee will continue moving up. So they are leaving 
their forex exposures unhedged. That’s dangerous.” 


Meanwhile, the Infosys-Phaneesh Murthy-Reka Maximo- 
vitch case getting settled out of court hasn't put an end to 
the controversy. Murthy and Infosys traded charges rather 
publicly last week. When did the relationship between the 
two start souring? Read about it on page 8. 


The Arun Shourie vs Media Lab Asia affair also hogged the 
headlines this week. Read the details of that spat on page 38. 


f e he | 


AVEEK SARKAR 
CHIEF EDITOR 
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INFOSYS VS PHANEESH 


Sex, lawsuits and 
breach of trust 





"Phaneesh has been an integral part of Reka Maximovitch in November 2001? | parting. At the time of the parting, says 

Infosys’ growth in the last 10 years. Or was it because, as Phaneesh alleges, | asource close to both the parties, 

Phaneesh has performed outstandingly Infosys is holding back on the 26,000 | relations between Phaneesh and the 

in sales and marketing and we are sorry shares? Or is there more to the affair | company were, if not exactly cordial, at 

that he has tendered his resignation in — | than meets the eye? | least “lukewarm”. One senior employee 

these circumstances. We wish him well — | Neither Phaneesh nor Infosys | claims that the general view within 

for the future." | wanted to speak about the controversy. | Infosys when Phaneesh quit was that 
— N.R. Narayana Murthy, chairman, | All Phaneesh Murthy, who was in | he would rejoin the company as soon 

Infosys Technologies, 23 July 2002. | Europe to attend a seminar when BW as the "court case was settled". 


“I stick to my statement released on started rising when news began 
11th May and have nothing more to say. | circulating in Bangalore that Phaneesh 


"Infosys retains all rights to proceed with 


| contacted him, was willing to say was: | But by November 2002, tensions 
| 
legal action against him (Phaneesh) | 

















both for wrongful conduct and lack of Primentor is a fledgling company, Jaya | was planning to set up his own BPO 
contribution. We will make a judgement | (Phaneesh’s wife) and I both need to | company. At the time of his leaving 
at an appropriate time." focus on running our business and put | Infosys, Phaneesh was also the 
— N.R. Narayana Murthy, 11 May 2003. | this thing behind us. Our productivity chairman of Progeon, Infosys' BPO 
has suffered a great deal already". | venture. Sources close to Phaneesh say 
N just 10-months, Infosys' attitude Infosys, on its part, also didn't | that Infosys didnt take too kindly to 
towards its former star and one- respond to BW's questions. "We do not Phaneesh starting a venture that could 
time highest paid employee has want to comment on the issues you | compete with the company. 
made an about turn. How did that | have raised,” said an Infosys | Meanwhile, in December 2002, 
happen? Was it because Phaneesh spokesperson. _ Phaneesh announced that he was going 
and Infosys could not However, after speaking to several | to set up Primentor, a strategic 
come to an agree- Infosys employees (who opened up | consulting firm for global IT 
ment over how to only on the condition of anonymity), _ companies, with his wife Jaya Murthy. 
! settle the sexual | former employees, and analysts, BW | Three months later, when the GMR 
NN we) harassment case | learns that the Phaneesh-Infosys _ Group launched Quintant, a BPO 
=) filed by the ex- relationship had started going sour | company focused on financial services, 
Infosysemployee | within four months or so after their | Phaneesh was the chief advisor to it. 





THE FAGE-OFF 

: OUT OF COURT 
STOCK OPTIONS : SETTLEMENT ' ADR ISSUE 
PHANEESH: My lawyers | PHANEESH: From my : PHANEESH: From an Infosys 
have initiated action to : personal point of view, : point of view, there may be 
retrieve my vested and ; settlement might not have | arguments to close this 
paid-for shares, which : been the route | would : chapter early, particularly 
Infosys is withholding : have liked to take and, : when they are going for an 

: hence, I’m not financially a : ADR issue with 

; party to this settlement : considerable sums at stake 
INFOSYS: Shares held back : INFOSYS: If Phaneesh : INFOSYS: A reading of the 
as case is pending before : believed he was innocent : many public filings in this 
Karnataka High Court. The : and wanted to clear his — : case would bring forth the 
company has not singled : name, he should have : grave nature of the 
out Phaneesh Murthy. Over : stayed in thelawsuit by — : allegations made against 
1,000 employees who ; himself and defended his | Phaneesh 
received stock options... ^ position. We had given 
are in the same boat ‘ him this option 
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Says a senior Infosys manager: "No one 
had expected Phaneesh to do 
something that would directly compete 
with Infosys." A small clarification: 
Phaneesh is not directly employed with 
Quintant, his organisation, Primentor, 
is advising the firm. But Quintant is 
competing with Progeon in the BPO 
space and Phaneesh does play an active 
role in Quintant. 

Tensions rose further when several 
senior sales and marketing managers 
who used to report to Phaneesh quit 
Infosys. At least two of them, Sanjay 
Viswanathan, who was with Infosys' 
Europe practice, and Madhav Mohan, 
head of Canada, joined Quintant. 
Though Phaneesh may not be directly 
responsible for poaching them, sources 
say that the Infosys senior management 
wasnt too happy with the resignations. 

Meanwhile, Phaneesh also took 
another step that caused Infosys heart- 
burn. His company, Primentor, recently 
signed on to advise a big client of 
Infosys which was renegotiating its 
contracts. Apparently, Primentor 


helped the client bargain very hard with 


Infosys and get it to agree to signi- 
ficantly lower rates. It is unlikely that 
one has heard the last of the Infosys- 
Phaneesh spat. Watch this space. E 


MITU JAYASHANKAR 
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Where's all the money? 


OME strange things are happening on the income tax front. Whether it is com- 
$c or individuals, the average tax collected per assessee is down, accord- 

ing to data collected by the Comptroller and Auditor General. Look at ‘The Av- 
erage Tax Collected' — though the number of corporate assessees have improved 
substantially when compared with 2000-01, there's been a decline (down from Rs 
10.68 lakh to Rs 10.48 lakh) in the average tax per assessee. Average tax collections 
per individual assessee has also fallen. 
From Rs 14,000 in 2000-2001, it has 
dropped to Rs 12,000 in 2001-2002. 

Another disturbing trend that 

emerges is that the total tax uncollected 
now exceeds the total tax collected in 
2001-02 (till 2000-01, it was the re- 
verse). In other words, arrears are going 


THE AVERAGE TAX COLLECTED - 


NUMBER OF ASSESSEES (Lakh) 
3.10 3.34 3,49 
195.67 226.68 258.77 


AVERAGE TAX PER ASSESSEES (Rs thousand) | 


Corporate tax 
Income tax 















through the roof. See ‘The Tax Dues Are Corporate tax 991 1,068 1,048 
Piling Up’ to judge for yourself. s MES 13 14 12 
ANJULI BHARGAVA 
THE TAX DUES ARE PILING UP pi 
YEAR TAX COLLECTED TAX UNCOLLECTED 
1999-00 30,692 25,655 56,347 28,349 24,621 52,970 
2000-01 35,696 31,764 67,460 24,402 32,029 56,431 | 
2001-02 — 36,609 32,004 68,613 42,538 47,639 90,177 
* Corporation tax ** Income tax 


————— 











MERCHANT BANKING 


en the small bite 


LUE-chip investment banking firms like JM Morgan Stanley and DSP Merrill 
H Lynch are an engraged lot these days. The likes of ABN Amro and HSBC, 

desperate to take business away from the Morgans and Merrills of the world 
and build up their own practices, have slashed merchant banking fees to 
unprecedented levels. 

In this deal-starved slumber state that corporate India is in, mergers and 
acquisitions are few and far between. The only big-ticket deals worth coin- 
peting for are the government's privatisation plans. Indeed, HSBC 
had bid 6 basis points as fees to get the 34.01% HPCL di- i 
vestment deal, pipping 16 merchant bankers to win the 
race. By contrast JM Morgan Stanley had bid 50 basis points 
for that deal. Also, ABN Amro had bid 1.9 % for the National 
Aluminium Company proposal to disinvest 3096 of its equity through an ADR and 
domestic offering. This figure was, in fact, ABN's composite fees — the number for 
advising the government on the strategic sale was just 10 basis points. 

That's not all that's bugging the biggies ofthe investment banking 
world. There are a host of accounting cum advisory firms like Ernst and 
Young, that pitch for smaller advisory jobs like 
raising funds and corporate finance consulting. 
Its getting tougher and tougher to justify those 
million dollar pay packages. As an investment 
bank official points out: "This is clearly undercut- 
ting. Quality has nothing to do with it." 
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RADHIKA DHAWAN 


DILEEP PRAKASH 


In 
mie EWS telecom 


TELECOM ROLLBACK 


Arun Shourie 
speaks out 


RUN Shourie is seriously 
miffed. The Union minister 
for telecommunications has 
had to roll back the new tar- 
iff plan of the state-owned 
Bharat Sanchar Nigam (BSNL) under 
immense political pressure. Neither 
Shourie’s spirited argument to his fellow 
parliamentarians, nor the Rs 3,476-crore 
cost BSNL will have to pay for the roll- 
back could outweigh the political com- 
pulsions as the government decided to 
pull back the price hike. The parliamen- 
tary elections due next year in all proba- 
bility prompted the government action. 
However, even earlier, in 1999, 2001 
and in March 2002 politics got the better 
of business reasoning forcing telecom 
hikes to be rolled back. This time, BSNL 
has had to increase free calls from 50 to 
75 per month for rural subscribers and 
30 to 50 for urban subscribers. It also 
halved fixed line to mobile charges to Rs 
1.20 per minute instead of Rs 1.20 for 30 
seconds announced earlier. “I am un- 
happy over the rollback but such are the 
circumstances,” says a resigned Shourie. 
Shourie reckons that as a result of the 
rollback, BSNL will not be able to pre- 
vent customers from migrating to mo- 
bile networks which, in turn, will affect 
the company’s value greatly. And he 
fears that a weaker BSNL — the largest 
telecom company in the country — is a 
bad omen for the telecom industry. 
“Once the migration starts, the com- 
pany loses value very rapidly. I fear BSNL 
will end up becoming another VSNL and 
the telecom sector will become another 














power sector, where you dont let rates 
get adjusted. And then the sector will not 
be able to attract investments," warns a 
dejected Shourie. 

The telecom minister reasons that 
the company needs Rs 29,000 crore over 
the next four years to fund its critical ex- 
pansion into the rural sector. According 
to the calculations worked out by the 
Telecom Regulatory Authority of India 
(Trai, a rural line costs Rs 424 in 
monthly rentals alone while the com- 
pany is currently able to charge only 
Rs 50 as the monthly rental. As a result, 
the more it spreads into rural areas, the 
greater is the deficit. 

While higher domestic and interna- 
tional long-distance rates subsidised 
rural telephony earlier, private competi- 
tion there has brought down those rates 
drastically, killing BSNLs source of fund- 
ing rural telephony. 

The tariff restructuring was an at- 
tempt to correct this and prevent the mi- 
gration of traffic towards cellular com- 
petitors. "I feel the telecom sector is in 
danger. I am pleading in Parliament not 
to ruin this sector and make it another 
power sector. If you see statements of 
ICICI’s (K.V.) Kamath you will see how 
worried they are because the exposure 
of these FIs to telecom sector is so high 
and these companies are getting into 
trouble," says Shourie. 

Unfortunately for BSNL, there will be 
more sympathisers than listeners, Mr 
Shourie! Everyones eyes are on the elec- 
tions, after all. © 

ANJULI BHARGAVA 





The trigger: BSNL and MTNL 
asked to roll back hikes in 
outgoing rates from fixed 
lines. Also pull back reduction 
in free calls. 

With this rollback, Prithipal 


Singh, chairman, Bharat 
Sanchar Nigam, has a tough 
task on his hands — adjust- 
ing the Rs 3,476 crore cost 
his company will incur 
because of the policy change 


VSNL heads to neigh- 
bouring Nepal to set 
upa COMA network 





Hello! VSNL 
calling Nepal 


ATA-owned VSNL has forged a 
joint venture with MTNL, 


Telecommunications 
Consultants India (TCIL) and United 
Telecommunications to set up a 
CDMA and basic services WLL 
network in Nepal. 

Mauled in India by a new breed 
of competitors like Bharti, and hit by 
the consequent 67% drop in 
international long-distance calling 
rates, VSNL is clearly seeking respite 
in international markets. The joint 
venture, in which it has invested 
Rs 40 crore, is now looking at similar 
business in other countries. It is also 
looking at entering the calling card 
business and other such revenue 
generating areas. 

VSNL is also planning an entry 
into national long distance (NLD) and 
has invested in basic services 
through Tata Teleservices. (The 
government had earlier agreed that 
VSNL does not have to pay an entry 
fee for venturing into NLD.) And, 
once the confusion over GSM and 
CDMA dies down, VSNL will also 
look at entering the mobile space. 

Meanwhile, post disinvestment, 
VSNL's turnover and profits appear to 
be in free fall. Sources told 
Businessworld that VSNL's turnover 
this year will be 50% lower than last 
year. And the fate of profits will be 
even worse. z 


A.B. 
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Platinum isn't about a shirt. It's about an 
acquisition. Made from rare 2 ply, 100% 
Egyptian cotton, Platinum offers the finest 
in softness and lustre. Discover Platinum. 
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: : | take on Bharat Sanchar 
-= = Nigams (BSNL) monopoly in 
` long distance traffic. As Bharti 


e - cellular firms like 





NDIA'S mobile-to-mobile 


long distance market is witnessing 


some fierce corporate battles. In 
the winter of 2002, seven cellular 
; companies joined hands to 

form the IndiaOne network to 


. "slashed long-distance tariff from Rs 9 
a minute to Rs 2.99 a minute, 


Hutchison, BPL, IDEA 
Cellular, RPG, Spice and 
Escotel (besides Bharti's 
own Airtel) shifted their 
mobile-to-mobile long-distance traffic 
from BSNL to Bharti Telesonic. 

Just 18 months later, that alliance 
has cracked. Because, now, a 
microcosm (comprising BPL Mobile, 
RPG Cellular, Spice Telecom and 
Escotel with 3- million subscribers 
between them) of the IndiaOne alliance 
has formed another alliance — 
MobileFirst — to enhance their ability 
to bargain for lower long-distance rates 
as a single entity. Meanwhile, IDEA 
Cellular has already shifted its long- 
distance traffic to BSNL. 

Clearly, the long-distance battle is 
being fought largely between Bharti 
and the state-owned BSNL, which is 
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MOBILEFIRST 


Prized catch . 


H 


| 
| 
| 
| 
| 
| 
| 
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making a desperate bid to regain lost 
ground. In this round, at least, BSNL 
seems to have upped the ante through 
some fiercely-aggressive pricing. It is 
charging Rs 1.10 per minute from 
MobileFirst for carrying long-distance 
calls as compared to Bharti's Rs 1.49 per 
minute. Says Bharti Telesonics CEO 

N. Arjun: "The mobile service providers 
have alliances with all national long- 
distance operators. For certain 
distances, BSNL is cheaper and the 
operators are using BSNL." For 
distances ranging from 50-200 km, 
BSNL's tariff is lower than Bharti's. Arjun 
points out that in these distances, the 
traffic has shifted to BSNL. He also 




















points out that every mobile service 
provider continues to be on the 
IndiaOne network. 

The BSNL competition on the long- 
distance front is only oneof the 
problems facing IndiaOne. 

— Bharti Telesonic — on 

m ^", whose network IndiaOne 

H rides — will eventually be 

V able to handle calls which 

j terminate in only 323 

, destinations. For all other 

, locations, Bharti has to use, 
(and pay for) the BSNL 

network. That's a problem 

that MobileFirst will not face 

since it is already on the BSNL 

network. 

And although BSNL refuses to 
disclose any figures, it is apparently 
offering "better" revenue-sharing deals 
to mobile operators than the 596 that it 
shared earlier. Apparently, this is 
turning out to be the clincher as far as 
routing long-distance calls goes. 

Bharti Telesonic’s Arjun points out 
that his company will match the tariffs 
offered by BSNL. But will it also match 
the revenue-share offered by the 
government monolith? 

Expect some more bloodshed when 
Reliance Infocomms long distance 
operation gets going. Then, the battle to 
retain the long-distance user will get 
even tougher. Especially, once the 
carrier access code — which will give 
the user the freedom to pick his long- 
distance provider at the touch of the 
button — is implemented. 

ANUP JAY ARAM 
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year, its profits are less than a third of what they were two years 
ago. The royalty waiver and the discount could save it Rs 150 
crore and increase net profits by the same amount. So, other 












[S/Stockmarket_ 
INITIAL PUBLIC OFFERING 


ressing up 
Maruti 


HY is Suzuki Motor Company suddenly bestow- 
ing a Rs 150-crore bonanza on Maruti Udyog? 
The Japanese company has recently waived roy- 
alty on cars made by Maruti and given a 10% 
discount on the components it sells Maruti. 
~~ Suzukis munificence has raised two questions. First, is Maruti — lm 
|. being dressed up before its initial public offering (IPO)? Sec- | 
ond, why is Suzuki paying to ensure the success of what is es- | 
sentially the Indian government's disinvestment programme! | 
cr The accompanying chart, 'Maruti's PAT’, will give you clues | | 
to the first answer. Although Maruti is back in the black this | 100 | 
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things remaining the same, net profit would double in 2003- Solia pte O A Besitos dict RR 
04, That would double Maruti's earnings per share (EPS). Mar- 
uti is likely to make the IPO ata floor price of Rs 115 per share. | spokesperson. In fact, argue Maruti officials, it is customary 
So, if, in 2003-04, the listed stock maintains the price-earnings. | for Suzuki to lower prices of components from time to time, 
ratio at which the floor price was fixed, the higherEPScould | There was a 7% cut in 2001, they say. Similarly, the waiver of 
drive up its market capitalistion by about Rs 4,000 crore. | royalty is explained as a logical step since Maruti will now be- 
And who will be the biggest beneficiaries? Suzuki, which | come a Suzuki company, Even the South Korean parent does 
owns 54.2% of Maruti, could end up richer by about Rs 2,200 — | not charge Hyundai Motor India royalty. Suzuki, however, has 
crore. That answers the second question. The government, _ the option to reintroduce royalties after two years. 
which will own 20.8% of Maruti post-IPO, could see the value — The government, which, too, stands to gain a lot, believes 
of its shareholding increase by Rs 800 crore, and Marutisnew | that the Maruti IPO could be an ideal opportunity to woo retail 
shareholders (members of the public who are allotted shares — | investors back to the primary market. "Raising another Rs 80 
in the IPO) could earn Rs 1,000 crore via capital appreciation. | crore-90 crore from the disinvestment process means nothing 
Maruti officials, however, deny that there is a deliberate at- | to us. But Maruti can rebuild investors faith in the primary 
tempt to spruce-up the financials. "This is the first time that | market," an official in the disinvestment ministry told invest- 
Maruti has collectively articulated its various activities. The | ment bankers. x 
IPO was the first opportunity to do so," says a company | M. ANAND 


How do you think domestic flows into | 
the market will move (1-3 month view)? 
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: Do you prefer cyclical or defensive 
sectors? 


Which investment style do you think 
would be most successful? 
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NEWSPAPERS 


Numbers 
hook the 
readers 


Ws Kerala, one of the 
most literate societies 
in India, becoming a 
state of contest junkies? 
Last year, Malayala 
Manorama and 
Mathrubhumi, two of 
Kerala's largest-selling 
newspapers, lost about 
31,000 and 61,000 copies, 
respectively, in circulation. 
Possibly to make up for 
those lost numbers, the 
Rs 350-crore Malayala 
Manorama, reputed to be 
one of the better newspa- 
pers in the country in 
terms of content, tried out 
an unorthodox solution. 
The newspaper 
launched a tambola con- 
test with 20 kg of gold as 
the prize. Circulation shot 
up by 60,000 in three days. 
“We hope to retain 35,000- 
40,000 of these,” says 
managing director 
Mammen Mathew. Incide- 
 ntally, Mathrubhumi too 
has launched a complicat- 
ed contest with prizes 
thrown in. Makes you 
wonder what Keralites buy 
newspapers for! E 





CONDITIONAL ACCESS SYSTEM 


The incipient mess 


HEN the 

govern- 

ment 

passed an 

amend- 
ment to the Cable TV 
Networks (Regulation) 
Bill last year, almost 
every newspaper, maga- 
zine and even consumer 
organisation hailed it as a 
‘consumer friendly’ move 
that would ‘free’ viewers 
from the tyranny of fre- 
quent price-hikes and 
blank-outs. Conditional 
Access Systems (CAS) will 
do none of that — at least 
in the next 2-4 years. 
Businessworld has been 
saying that for a long time. Now media, ana- 
lysts, bankers and even consultants like 
Media-Partners Asia are waking up to the 
hard reality. The latter's report is the only 
practical look at CAS implementation that we 
have come across so far. It points out the 
perils of trying to force set-top-boxes into the 
over 6.7 million metro homes by 15 July. We 
will stick our necks out further. In an under- 
developed market like India, where no one 
owns the last mile, and no one is willing to 
invest in the boxes, here is why CAS makes no 
sense for 


Consumers 


E You lose on all counts. You will not only 
end up paying more for less, but have to shell 
out extra for the box. Expect your monthly 
outgo on cable, including the instalments on 
a box, to go up to anywhere between Rs 250 
and Rs 800. The current national average is 
around Rs 150. Of course, this holds if you 
want to watch your favourite channels 
(ESPN-Star Sports, Sony Zee, Star Plus et al). 
Otherwise, you can watch SAB TV or Sahara 
among 30 other free-to-air channels for just 
Rs 72 (plus taxes). If that doesn't make you 
angry enough, remember that you are paying 
money to bring transparency into a system 
that you have done nothing to create. It is the 
operator who underdeclares, not you! 


Broadcasters 


ll Lose both advertising and pay revenues in 
the short run. Even if CAS kicks off with a few 
thousand homes on 15 July, the rest of the 
blank screens in high net-worth households 
means that advertisers are already backing 














The CAS effect: For those hooked to the idiot box, this addiction is 
likely to cause quite a dent in their pockets 


out. And if channels go free-to-air, they lose 
the subscription revenue pie for good. In the 


| long run, however, they make the maximum 


money from higher transparency and, 
therefore, pay revenues. 


. MSOs/cable operators 


li Lose both cable advertising and pay 
revenues till they manage to convince 
reluctant subscribers that they should buy a 
box. So far, nobody is willing to even break 
the news to consumers. Most multi-system 
operators (MSOs) are betting on digital, so: 
expect a lot more kicking and screaming 
from consumers before they cough up 

Rs 7,000 for a box that cannot be hacked into. 


Advertisers 


li Lose reach, penetration and access to 
homes as the mess of no boxes and different 
technologies unfolds across the most 
important markets in the country. Media 
buyers are now actively advising their clients 
to buy chunks of time on free-to-air channels 
like SAB TV, Sahara and others. 


Government 


ll Loses face. More importantly, it faces the 
wrath of middle-class consumers in the run- 
up to an election year. 

Footnote: If you are wondering whose idea 
CAS was, well, cable operators and MSOs lob- 
bied hard for it in the hope that all the big 
channels would go free-to-air. For more 
details on this ill-thought-out but well-inten- 
tioned legislation watch out for the next few 
issues of Businesssworld. 

VANITA KOHLI 
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HE big-bang 
Reliance 
Infocomm 
launch may not 
have quite 
made the cut, but its 
incredible media-buying 
efficiencies have caught 
the fancy of the marketing 
world. In fact, Reliances 
formidable competitor, the Rs 44,000-crore Tata Group, has 
instructed The Media Edge, the media-buying arm of Redi- 
ffusion DY&R, which co-ordinates centralised media buying 
for the group, to aim for the same savings that Reliance 
Infocomm got earlier this year. Officials at The Media Edge 
were unavailable for comment. 
Sources say that the Reliance 
media buying chutzpah, 
masterminded by Anand Jain, an 
associate of the Ambani family, and 
Mudra, Reliance’s lead agency, has 
forced the Tatas to re- 
evaluate their media buying 
strategy. Reliance spent close 
to Rs 75 crore on TV, print and 
outdoor early this year, and 
negotiated media deals at 
steep discounts. When the 
actual media card rates were 
taken into account, the 
spends turned out to be an 
eye-popping Rs 300 crore, 
implying a savings of nearly 
75%! “This has now become an 
industry benchmark and 
clearly we will try to see if we 
too can extract our pound of 
flesh,” says a Tata source. 














SANJIT KUNDU 


MEDIA BUYING 


Dont discount 
the Tatas 








Ratan Tata’s (r) move to consolidate media buying was to yield a 
15% savings. But Reliance’s Mukesh Ambani has got 75% 


| without batting an eyelid, 


| of spends. Could we have done 


Way back in October 
2001, chairman Ratan Tata 
and his group executive 
office had cleared the plan 
to shift to a centralised 
media-buying operation. 
Group companies would 
pool together their ad 
budgets and use the 
combined strength to 
negotiate with media houses. With total spends in excess of 
Rs 150 crore, it was assumed that the resulting muscle power 


would fetch huge savings on media rates and also to access 
| 


new media opportunities. The Tatas had hoped to save 
around Rs 23 crore, or 15% of its ad spends. 

But now, even as the group plays catch |... 
up, there may well bea sting in the tail. gga 
Sources inside Reliance Infocomm say 
that their ad spends are coming under 
the scanner. Privately, Reliance officials 
admit that they may have actually 
overspent on media. "Some media 
groups like Times of India offered big 
discounts only for full-page ads. 
We took several such ads 












HEMANT MISHRA 


thereby pumping up the level 


with quarter page ads? 
Maybe,” concedes a Reliance 
senior executive. 

So, it’s back-to-basics 
media planning, deter- 
mining the right levels of 
reach and frequency, before 
the Reliance buying team 
picks up the gauntlet again.@ 

INDRAJIT GUPTA 





TAILPIECE 
Pre-mixed profits 


LCOPOPS — that's what the West calls ready-to-drink 
A brands like Bacardi Breezer and Smirnoff Ice — are 

non-fizzy drinks. But this new category has been bub- 
bling with excitement in global markets. In the UK, for in- 
stance, sales doubled between 1999 and 2001 and 


have already grown to about 10-15% of beer 
sales. Now, a handful of liquor companies want 
to tempt Indian guzzlers with the wildly 
colourful, but not so heady stuff that comes in 
330 ml bottles. 

A year after McDowell first launched Shotz 
in sober flavours like lemon and orange, it is set 
to roll out exotic variants including puli (tamarind) 
mixed with white rum, nimbu-pani with vodka. 









Bacardi Breezer, the first to kick off the excitement in this 
category, has built high visibility. Smirnoff Ice is likely to be 
launched soon. Triumph Distillers, the company formed after 
Deepak Roy completed a management buyout of the Gilbey 


franchise, has tied up with Australian brewer Lionel Nathan 
to introduce RTD brands like DNA Spring Water, Tequila 
Slamma and Q Vodka (with Raspberry). All those launches 


are happening because many in the industry, including 
Vijay Rekhi, president (spirits division), UB group 
believe that even if 5% of beer guzzlers are 
lured to the new category, RTD sales could 
zoom to a whopping Rs 150 crore in no time. 
But can that target really be achieved? Given 
the spirited response to the pre-mixed drinks 
globally and the fact that most Indians consume 
white spirits with cola or juice, the booze 
industry may well say cheers to alcopops. al 
MITU JAYASHANKAR 
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ANJULI BHARGAVA — 
"THE most critical reason for the failure 
of VAT (value-added tax) in the CIS was 
the lack of a central governing body that 
could discipline the states and force the 

systems to work." 

— Bill Morrison, tax expert and 
principal at the Moscow office 
of consultancy company KPMG. 


HAT went wrong for the CIS is 
going wrong for India. If India 
fails to make a successfully im- 
plement VAT, it will be because 
India's 28 states could not agree 
to adopt a uniform VAT Act. 

To be successful, VAT requires the 
uniformity of rates and rules in places 
where goods are made and where they 
are sold, and in all areas through which 
the goods pass on their way to their mar- 
kets. In India, the responsibility of im- 
posing and collecting most of sales tax is 
the responsibility of states. Hence, these 
taxes are state-specific. And, VAT, which 
is supposed to replace state sales tax, is 
to be imposed by the states as they deem 
fit. The Union government does not 
have the power to force states to adopt 
one common Act. Also, various states al- 
low various sales tax exemptions and 
credit facilities. With VAT, these will have 
to go. These considerations and revenue 
necessities have prevented all states 
from adopting a uniform VAT Act. 

Even now, states have not agreed on 
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: VAT covers did and services 
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There i isa single natieral law 
L on VAT 


, There i is no excise emd uM duties 
" There | is just a single VAT rate 
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VAT covers imports, the tax is reba-| 
| y ted as goods move in value chain 
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i dn most systems like the European 
| B Union, countries allow credit for 
tax paid on inter-state transactions. 
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| Exemptions under VAT are the 
exception rather than the rule 
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duced, some CIS nations refused to 
grant VAT credit on invoices issued in 
other states. Some began to tax other 
states’ goods on import although the ori- 
gin-based system meant that the goods 
had been taxed already. Trade became 
distorted as there was double-taxation 
in some cases and no taxation in others. 
Finally, the system was scrapped. If the 
28 Indian states cannot agree, the same 
could happen here. 

In India, the shift to VAT was to have 
taken place on 1 April 2002. But even in 
February that year, major issues were 
unresolved. It was not clear, for instance, 
what would happen to central sales tax, 
exemptions offered by various states, or 


even basic things like the definition of 
dealers, sale price, capital goods and, 
much to the dismay of companies, on 
formats for invoices. Manufacturers will 
have to use different invoices in different 
states. (One state even went to the extent 
of specifying the colour of the invoices!) 
"The way VAT is shaping up in India, 
companies will find it very difficult to 
operate," says a KPMG official who has 
worked on VAT in other countries. 

Let us take a look again at the CIS' at- 
tempt to introduce an origin-based tax- 
ation system with a common rate of 
2096. In absence of a body like the Euro- 
pean Commission that could force them 
to co-operate, when VAT was intro- 
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a special additional tax that many states 
proposed to levy over and above VAT. So, 
implementation was deferred by a year 
to 1 April 2003. Now it has been deferred 
again to 1 June 2003. 


Uncertainty Rules 


Although some of the earlier issues had 
been resolved during the last year, in a 
way, things are now worse. For one, the 
draft Acts of the states have come in and 
they have little in common. This 
has given rise to a huge amount of 
uncertainty. Nobody Business- 
world met for this story was clear 
about the legislation. 

Companies are working with 
an infinite number of ponder- 
ables. What, for instance, is the 
company to do with stocks on 31 
May 2003? Should it carry on with 
business as usual or wait for clar- 
ity on how to deal with stocks and 
inventory. Will all states classify 
the products in the same manner 
and, hence, charge VAT at the 
same rate? Will the incentives 
given to the company for setting 
upaunit in a backward area con- 
tinue and, if so, for how long? Will 
all its suppliers be in a position to 
offer him VAT-able invoices or 
should it try and find new suppli- 
ers? Will the services used by the 
company also be eligible for VAT 
credit? And what about Central 
sales tax? Who on earth will bear 
this burden till its lowered? 

Over 10,000 CEOs and CFOs 
have thrown plans for the next 
few months out of the window. 
Life is not much simpler for ban- 
kers. They are not sure whether 
banking services will be included 
in the tax net. If they are, what 
rates will apply? And what about 
consulting engineers? Will tax 
payable on their services jump 
from 2% to 10%? If so, who will be 
able to afford them? 
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Already, uncertainty is beginning to 
hurt business. Sales in March were hit as 


dealers refused to pick up stocks in an- | 
ticipation of VAT. Maharashtra said it | 


would introduce VAT from 1 April 2003. 


Only late on 31 March 2002 did it an- | 
nounce a postponement as the drafthad | 


| Not The Real Thing 


failed to get Presidential assent. 
Even on 1 June, only some states (in 
the western, southern and eastern re- 





With each state following its version of 
the proposed tax could find the going tou; 
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gions of the country) will introduce VAT. | 


1 OCT 2002 








The northern Indian states, which are 
facing strong opposition to VAT from the 
traders’ lobby and are going to the elec- 
tions in the near future, have said they 
would not like to introduce VAT now and 
would do so only next January or later 





Irrespective of when, if at all, it is intro« 
duced in the country, Indian VAT will be 
a far cry from what it is elsewhere in the 
world. In most places, VAT is à 
single rate tax covering both 
goods and services. It has very 
few exemptions and is governed 
by a single set of rules. 

In India, the VAT Act is merely 
replacing the sales tax act. So, the 
new tax will apply to goods only. 
Internationally, VAT is applicable 
on goods and services. Eventu- 
ally, in India, too, there is a pro- 
posal to extend VAT to goods and 
services. For that, all services 
have first to be brought into the 
tax net. This, many point out, isa 
10-year plan. 

In most countries, thereis one 
national VAT law. Take European 
Union. "There are many coun- 
tries behaving as one as far as VAT 
laws and implementation is con- 
cerned,” savs Bhavna Doshi, 
partner, Bharat Raut and Com- 
pany. In India, the 28 states have 
proposed 28 different laws after 
they shot down the proposal for a 
common VAT legislation. 

Most countries also have one 
single VAT rate for most goods. 
Most taxes have been integrated 
into this single rate. In the UK, itis 
17,596 and most products fall at- 
tract this rate of tax. Also, there is 
no service tax, central VAT or en- 
try taxes. In India, however, there 
will be a VAT rate, a separate ser- 
vice tax rate, a Cenvat and some 
states are threatening to levy an 
entry tax as well. The target VAT 
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VAT 





rate is 12.596, but by the time 
one adds excise and other 
levies, the total burden will be 
in excess of 2096. Manufactur- 
ers are lobbying to get their 
products into the lower-rate 
categories. 

Most countries that use 
VAT also levy VAT on imports. 
Exporting countries zero-rate 
exports and rebate the input 
tax. Theimporting country im- 
poses VAT, which is then re- 
bated as the goods move in the 
value chain. In India, since im- 
port duty is levied by the Cen- 
tre, the states will not provide 
for levy of VAT on imports. This 
will lead to distortions as some 
imports may become more 
competitive than the local 
manufacturing sector due to 
tax differentials. 

Contrary to elsewhere in 
the world, a number of exemp- 
tions will remain in India. Even 
the Empowered Committee on 
VAT headed by West Bengal fi- 
nance minister Asim Dasgupta 
has not made it clear whether 
incentive schemes would con- 
tinue. Industries that have set 
up factories in backward areas 
(for sales tax exemptions) have 
said that they would challenge the new 
law in court if the exemption goes. These 
exemptions are for periods of as long as 
10-12 years in some cases. 

At a recent meeting of the Empow- 
ered Committee, it was decided that 
states would be free to continue with ex- 
emptions. This implies that if a particu- 
lar state wants, it can make a product 
VAT-free though the same product will 
be charged a VAT in another state. This 
will, in a sense, defeat the purpose of 
VAT. "It was expected that post VAT, the 
sales tax wars among states will end. But 
if states are free to continue with exemp- 
tions, the sales tax wars will give way to 
exemption wars," says a senior finance 
ministry official. Already, the empow- 
ered committee members have agreed 
to exempt books, periodicals, milk, fruit, 
sale, livestock, fodder and electricity. 


States Differ 


But if VAT in India will be very different 
from VAT as itis understood internation 

ally, VAT within India and within each 
state also promises to be quite unique. 
That's because there are major differ- 
ences among the state draft VAT Acts. 
Besides, these are subject to constant re- 
visions (The registration threshold in the 


| 


Fundamental Differences Among 
VAT Drafts Of Indian States 


@ Threshold limits will vary across states. So a 
dealer who is required to register in one state 
may not be required to do so in another as he 
may be below the threshold in that state. So it 
would be easy to stay out of the tax net 


@ Treatment of past exemptions is likely to vary 
across states with some states insisting on 
continuing with tax exemptions 


@ Some states will allow credit for transition 
inventory over differing periods of time; some 
refuse to give any credit for transition inventory 


@ Some states plan to allow input tax credit for 
purchase of capital goods; others do not. Even 
definitions of capital goods varies across states 


@ Some states are proposing to levy an entry tax; 
others have made provisions for a special 
additional duty 


@ Some states will provide cash VAT refunds; 
some won't. Current provisions of many of the 
states do not envisage cash refunds except in 
the case of exporters 


Q VAT rates for the same product may vary across 
states as the classification of the product might 
vary from state to state 


Rajasthan state draft act has changed 
seven times!), the revisions are not even 
announced. In fact, complete depart- 
ments of consultancy firms like KPMG, 
Ernst and Young (E&Y) and Accenture 
are monitoring changes in state drafts. 
"Changes are not announced or high- 


lighted on the state websites. Often, one | 
has to spend hours to find the change in | 


any draft," explains an exasperated E&Y 
official. Consultants say often state gov- 
ernment officials themselves are un- 
aware of the changes made in the draft. 
Delhi, for instance, is now on its third 
draft and no one knows what the exact 
changes in each draft have been. 

In many states, a dealer needs to ap- 
ply afresh for registration under VAT and 
in others they do not. The floor for ex- 
emption (dealers with turnovers below 
this floor need not register for VAT) also 
varies across states. For instance, in Ut- 
tar Pradesh, a dealer with an annual 
turnover ofless than Rs 5 lakh need not 
pay VAT, whereas in Delhi, the same 
dealer might have to — there the thresh- 
old has been set at Rs3 lakh. Assam re- 
quires transporters of taxable goods to 
be registered with the tax authorities. 
Kerala requires VAT certificates to be re- 
newed annually. It also requires certified 


Finance minister Jaswant 
Singh says there will be 
uniform VAT In all states after 
the elections 


copies of the VAT registration to 
be displayed at each additional 
place of business. States like 
Chhattisgarh, Kerala and Mad- 
hya Pradesh intend to charge 
registration fees from appli- 
cants wanting to register. Most 
of the state drafts are silent on 
the period for filing of returns, 
but some, like Assam, require 
an annual filing, which will be a 
burden for dealers and costly 
for the state administrations. Dealers are 
not even sure that they will get enough 
time to prepare — reorganising them- 
selves, getting new registration num- 
bers, printing invoices with required in- 
formation, modifying accounting books 
for VAT and changing computer systems 
are some ofthe realities dealers will have 
to grapple with. 

As for exemptions, in some states 
these are to be converted into a deferral. 
In UP, some manufacturers that were 
earlier exempt from tax have been al- 
lowed to deposit the VAT after five years. 
Others are yet to prescribe the deferral 
period. And some states like Maharastra 
and Gujarat are still debating whether to 
withdraw the exemption or not. If they 
do, then suppliers based in Maharashtra 
will have a price advantage. A finance 
ministry official says "if some states al- 
low such exemptions and others do not, 
VAT will fail". 

Inventory is another problem. There 
may be inventory on which sales tax has 
been paid. Yet when the company sells it 
to the final buyer post-VAT, he will be 
charged a VAT. Many companies hold 
large stocks in inventory. So, indecision 
by states or different states adopting dif- 
ferent practices can hit them substan- 
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VAT 


tially. For instance, some states have an- 
nounced that the credit for transition in- 
ventory would be given after three 
months or in 6-12 monthly instalments, 
while other states like Madhya Pradesh 
and Kerala have said that they would not 
give credit at all (which will hurt compa- 
nies substantially). "Its bizarre. Some 
states are saying we'll give credit in three 
months, some say six months, some say 
eventually we'll give the credit and some 
say forget it, we have no intention of giv- 
ing any credit at all. What are companies 
to do?" says a senior functionary at the 
Confederation of Indian Industry. 

If inventory is a problem, so is 
deemed sales. There was apparently a 
national consensus to include deemed 
sale transactions in VAT. But Sikkim has 
excluded it. There is no uniformity on 
taxation of petroleum goods and liquor. 
Kerala has included them in VAT and 
Sikkim has excluded them. 

What is even worse is the plight of 
capital goods makers and users. There is 


no clarity on whether input tax credit | 


will be available for capital goods. Chha- 
ttisgarh, Madhya Pradesh and Sikkim al- 
low input tax credit on capital goods 
(each of course defines capital goods in 
its own way), but are silent on the period 
for which it will be allowed. Gujarat and 
Kerala do not allow input tax credit on 
capital goods at all. Assam needs the 
credit on capital goods to be spread 
evenly over 3 years. "There is utter con- 
fusion. If I am operating in Madhya 
Pradesh, for instance, I will get input tax 
credit on my capital goods purchases, 





Haryana 
And Its 
VAT Act 


officially switch to VAT. Although it had not received 

Presidential assent for the Act, the state issued ad- 
vertisements saying that it had moved to the new system. 
But it did not change the number of rates (VAT is supposed 
to bring it down). Instead of the 12.5% that has generally 


Q: 1 April 2003, Haryana became the only state to 


been agreed on by states as the standard VAT rate, 
Haryana imposed 10% as the revenue neutral VAT rate. A finance ministry source 
says: "VAT (as implemented in Haryana) is meaningless as there is no uniformity in 


tax rates with neighbouring states.” 


Systems of keeping records and formats of sales invoices remain unchanged too. 
"All procedures have remained the same. It is just a change in nomenclature," says a 
consultant with KPMG. It is not clear whether the local area development tax (which 
Haryana levied through another Act) will continue, though indications are it will. 

The only change is the announcement that all existing exemption schemes will be 
changed to deferral. In other words, the tax will be paid on a deferred basis. The 
state draft law also says that no input tax credit will be given for capital goods. 
"Haryana's draft is a typical example of how little states have understood the entire 
concept. If this is any indication of the way things will go, India might as well forget 
about this entire thing (VAT)," says the finance ministry official. a 


but if I am in Gujarat, I won't,” says a E&Y 
official working on VAT. He says this will 
lead to the very situation one was trying 
to avoid: claiming purchases in one state 
and not in another. 

There is also no consensus on addi- 
tional levies like special additional duty 
and entry tax. Certain states are saying 
that entry tax will continue. In Bihar, 
Tamil Nadu and Karnataka, it is not clear 
whether the levy of this tax will continue. 
“Entry tax can be anywhere between 2% 
to 20%. So if this continues, VAT will be 
meaningless because the cascading ef- 
fect of taxes will remain,” says an expert. 
The drafts of some of the states (Assam, 
Kerala, Madhya Pradesh and Sikkim) 
contain provisions for imposition of 
special additional duty on specified 
goods and there is no proposal to allow 
input tax credit on it. “This is not part of 
standard VAT. This would lead to cascad- 
ing of tax into the prices of goods making 
dealers of these goods less competitive", 
explains one finance ministry source. 


The Final Analysis 


In any case, costs for businesses also 
mount following VAT. Suppliers, for in- 
stance, have to give correct, accurate 
sales documentation. Computerisation 
levels need to be very high and fairly ad- 
vanced. In the UK, for example, it was 
found that for £1 spent by the govern- 
ment on VAT administration, businesses 
spent £8. Compliance costs and cash 
flow implications for small businesses in 


Left to him, Asim Dasgupta would like 
to see all states shift to VAT on 1 June 


particular can be very high. In New 
Zealand, for instance, the government 
provided $300 certificates to businesses 
to assist with the costs of implementa- 
tion of VAT-compatible systems. 

The refusal of a number of states to 
implement VAT by 1 June is leading to 
new problems. Questions arise over 
whether the states which are not going 
in for VAT would change the rate sched- 
ule to bring it in line with the agreed VAT 
rates. If not, there would be different 
rates in the neighbouring states and 
business will be hit. 

Theres also the issue of whether the 
same products will attract the same rate 
of tax in different states. At present, the 
discretion of allowing a reduced rate of 
496 has been left to the states. But that 
has not solved the problem. If anything, 
it has compounded it. Some of the states 
want a change in the rate as they are feel- 
ing that the rates as agreed are high and 
may impact businesses there. For in- 
stance, in the northern states, there is a 
strong lobby for keeping dry fruits in the 
496 VAT category. In Maharashtra, the 
proposed rate on dry fruits is 12.5%. 
Moreover, quite a handful of industries 
are lobbying to get their products in- 
cluded in the reduced rate category and 
if one of the states does it, that would 
create a problem for other states. 

"The governments must ensure that 
the laws across states is uniform and is 
available to companies at least six 
months prior to the date set for intro- 
duction," says KPMG's Doshi. "Other- 
wise, how are they expected to func- 
tion?" she asks. 
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Global 
Outsourcing 
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RAJEEV DUBEY 


N the early 1980s, when Hyundai 

Motor Corporation (HMC) first tried 

to sell cars outside Korea, B.G. Lee 

was often up against a mental block 

toward Korean products. "They used 
to say they are worried about Korean 
quality. They always wanted a price ad- 
vantage (lower prices for Korean prod- 
ucts)," says Lee. Today, as the executive 
director (sales and marketing) of HMC's 
wholly-owned Indian subsidiary 
Hyundai Motor India (HMI), when he 
goes out to sell HMI's products in the 
West, he almost relives those days. 

That is, perhaps, why Lee has been 
entrusted with his current job. Since 
2002, when HMC made India its global 
small car hub, Lee has before him the 
difficult task of outsourcing 0.5 million 
cars a year from India for the 
global market by 2010. HMI got 
the contract after HMC's study of 
various products and markets 
narrowed on India as the lowest- 
cost producer of small cars. “If 
HMI could not stand at that level 
we couldn't have reached that 
conclusion. We qualify on HM- 
C's evaluation criteria for both 
cost and quality," says Lee. 

In dollar terms, this business 
alone could be worth more than 
$3 billion, or 6096 of all cars cur- 
rently outsourced from India. In 
terms of volumes, 0.5 million 
cars is 7196 of India's current do- 
mestic car market. 

In comparison, HMIS cur- 
rent volumes are very small. Last 
year, HMC outsourced 8,200 
Santros from India to countries 
like Indonesia, Algeria, Morocco, 
Columbia, Nepal, Sri Lanka and 
Bangladesh. This year that num- 
ber will exceed 25,000 units, 
when Santros made in India will 
be sold in Europe and other de- 
veloped markets. "To expedite 
the (outsourcing) goal we've de- 
cided to enter the EU market," 





MANUFACTURING 


Small Is Beautiful 


How Hyundai Motor India is coping with being the 
global small car hub for its Korean parent. A case study 
from our series on Global Outsourcing 


"To expedite the (outsourcing) goal, we 
have decided to enter the EU market" 


B.G. LEE, executive director, Hyundai Motor India 


says Lee. Next year onwards, HMC plans 
to increase those volumes by 50,000- 
70,000 units every year till 2010. 

Santros made in India will be out- 
sourced by HMC even for sale in Korea, 
where small car production will be 
stopped shortly. The Korean machinery 
and the technology will be gradually 
transferred to HMI. The Indian arm re- 
cently concluded a study of how HMI's 
small cars can be sold in Korea. This is in 
anticipation of a new auto policy being 
considered by Korea to promote small 
car sales there. The high point of this will 
be the transfer of HMC's entire small car 
research and development (R&D) to In- 
dia. Currently, a new R&D centre is being 
constructed at HMI's plant at Irrungat- 
tukottai, near Chennai. 

So how is the Indian company gear- 
ing up to meet the Korean parent's ex- 





pectations? First, by quickly ramping up 
capacity in the coming months. HMI 
embarked on this process six months 
back by identifying bottlenecks at the 
vendors' end. Then, last year, it organ- 
ised three vendor meets for detailed dis- 
cussions on each part that is outsourced. 
Suppliers were informed of HMI's ex- 
pectations and what they must do to 
meet production requirements. 

To help vendors achieve the produc- 
tion, cost and quality benchmarks, 
HMI'5 25-member-strong vendor devel- 
opment team has been put on overdrive. 
All vendors have been asked to achieve 
the 100 PPM (100 faulty parts per mil- 
lion) level within the next 18 months. 
Around 30-3596 have already achieved 
that level and, by the end of 2003, 80- 
8596 are expected to do so. HMI's general 
manager for vendor development 

R. Sridhar says: "If a balancing 
machine is not available, we 
help in sourcing it from outside." 
Second is timely delivery of 
parts. HMI’s ‘competence en- 
hancing team’ has been working 
alongside suppliers on logistics 
and fixing the lead time between 
the supplier and the company. 
HMI has also changed its 
‘single vendor’ policy, which was 
the mainstay of its vendor devel- 
opment in the start-up phase of 
the project. “Now, with the vol- 
umes increasing, the single ven- 
dor policy is not the most ideal 
for stable supply and logistics, 
and cost management,” says 
Lee. Beginning last year, HMI 
has started appointing more 
than one vendors for some of its 
critical parts. As production in- 
creases, this policy may be ex- 
tended to other parts too. 
Clearly, for the next few 
years, HMI's task will be to 
z match the global major’s re- 
quirements. If it does, it could do 
g to Indian manufacturing what 
Infosys, Wipro and TCS did to 
é our software industry. er 
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What does a strong 








| d & The rupee is pegged to the pound. 
d The latter i is s devalued and the rupee falls in tandem. 
.. There are calls for a revaluation to help lower inflation 
and the cost of capital goods 











a $ | The rupee is kept steady despite 
severe balance of payments problems. India bailed 
out with international aid 








^ 50 The big devaluation. A severe forex crisis 
and drought send the government scurrying to 
Washington for help. Is forced to devalue the rupee, 
sparking off a political controversy 





js wd Fam The two oil shocks of 1973 and 
| 1979 ponds economy reeling. Remittances from 
. workers in West Asia create a buffer. A current account 
" surplus in the late- 1970s keeps the rupee stable 








-90 | The obsession with a stable rupee 
. goes. Successive governments devalue the rupee. 

|| Exports boom. But there is trouble as the fiscal deficit 

* | and ECBs start climbing 












= The year of the crisis. The rupee is devalued 
3 sharply i in response to near bankruptcy. The reforms 
; Process is kicked off i in earnest | 


« The rupee is gradually freed of 
i. contio. The RBI gradually devalues the rupee by 3- 





ww Software exports change the rules 
of the game. India starts earning huge current account 
surpluses. Capital inflows, too, pick up. The rupee 
starts gaining against dollar 
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tanani ana aa 


"Cecily, you will read your political economy in my absence. The 
chapter on the fall of the rupee you may omit. It is somewhat too 
sensational..." 

— The Importance of Being Earnest, Oscar Wilde 


HE idea that a discussion on the rupee would be too 
exciting for young ladies may have evoked a ripple of 
laughter from Wilde's Victorian audience, but we live 
in more dangerous times. Exchange rate changes are 
no laughing matter today. They have wrought havoc — 
in Mexico in 1992, East Asia in 1997, Russia in 1998 and 
Argentinain 2002. Each of these were episodes of dras- 
tic devaluation. The inevitable result: inflation and unemploy- 
ment. One economist has even described the Argentinian tra- 
gedy as “a setback for human happiness”. 

India, too, has lived under the perpetual shadow of devalu- 
ation and balance of payments problems (See ‘Over The Years’). 
But it now faces a totally different set of problems: an appreci- 
ating rupee and a $2.8-billion current account surplus. Policy- 
makers obsessed with rationing "scarce foreign exchange" sud- 
denly find themselves dealing with problems of plenty. It's a bit 
like the starved man who faints upon seeing a 20-course buffet: 

Over the last 12 months, the rupee has gained 3.4% against 
the dollar. A result of the fall of the dollar globally.and our own 
strong current account. The rupee's rise would have been far 
sharper had the Reserve Bank of India (RBI) not frenetically 
bought dollars from the market to keep the local currency 
down. This could be just the beginning. Forex traders across 
the country expect the rupee to continue its upward journey. 

So should one celebrate or worry? A strong currency earns 
nationalist brownie points, but it also puts a strain on a coun- 
try's competitiveness. Is the rupee really overvalued? Will it 
continue to gain in strength? And what will this mean for the 
economy, companies and markets? This is the theme of the se- 
ries of stories that follow. - 

Actually, why should the rupee concern us at all? It is merely | 
the price of a piece of paper. Is it any different from the price of 
another bit of paper — a cinema ticket? Yes, it is. Changesi inthe 
price of a cinema ticket affect only film producers and viewers. 
Your Saturday night. outing with. the family becomes either - 
cheaper or more expensive. That's all. With the exchange rate, 
things are not that simple. The price of the rupee affects us all 
— from the price we pay for an imported soap to the ability of 
software firms to undercut their global competitors. Get the ex- 
change rate wrong, and the entire economy is in deep trouble. 
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currency mean for the Indian economy? 


But getting the exchange rate right is no easy task. Unlike a 
cup of coffee at Barista, currencies tend to be either too strong 
or too weak. Nobel Prize-winning economist Rudiger Dorn- 
busch had shown that currencies tend to overshoot their fair 
values. This has often led to immense human pain and eco- 
nomic dislocation. When currency values are wildly misaligned 
with economic fundamentals, as they were in many Asian na- 
tions in 1997, the result is often a tidal wave of destruction. 
That's why the recent rise ofthe rupee needs serious attention, 

This is a fairly recent problem. Till 1973, exchange rates 
were fixed by international agreement. They were readjusted 
rarely and, that too, with gentlemanly calm. (The rupee was al- 
lowed to float only in 1993.) Ever since this comfortable system 
of fixed exchange rates unravelled, currencies have been jump- 
ingup and down with wild abandon. Governments and central 
banks have desperately tried to tame them to maintain na- 
tional competitiveness, but there have been as many failures as 
successes here. The result: frayed tempers and currency wars. 

The conventional wisdom goes something like this. A weak 
currency makes exports cheap and imports expensive. Thus, it 
often helps countries run trade surpluses. A strong currency 
has the opposite effect — it can damage a country's trade bal- 
ance. But it has its advantages as well. The cost of imported 
goods and inputs plummet and the inflation rate falls in tan- 
dem. Also, foreign investors are often more comfortable invest- 
ing in countries that have strong and stable currencies. So it is a 
balancing act between devaluation and revaluation. 

The rise and fall of economies in our part of the world are of- 
ten explained by the way their exchange rates have moved. 
When the world moved over to floating exchange rates after 
1973, the US dollar climbed against the Japanese yen. This was 
partly because the Arabs recycled their petrodollars through 
the American financial system and partly because the Japanese 
did the utmost to keep their currency cheap. By the beginning 
of the 1980s, the problem came to a boiling point. 


Japan's export engine was powered by a cheap yen through - 


the miracle years. Soon, the American industry was howling in 
protest as Japanese companies won in market after market. 
The US economy was choked by the “twin deficits” — fiscal and 
current account. The dollar had to be pushed down. (This 
problem has revisited the US economy in recent times.) 
The rich countries decided to realign exchange rates. The 
yen started gaining against the dollar. The US recovered. And 
Japan has stagnated for over a decade now. But how much of 
Japans competitiveness was driven by a cheap currency and 
how much by sheer manufacturing efficiency? How much of its 
subsequent collapse was because of the strong yen and how 
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much because of the effects of the late-1980s bubble economy? 

The East Asians took quick advantage of the change in the 
dollar-yen exchange rate. They aligned themselves with the. 
dollar, and hence allowed their currencies to fall against the yen 
as well. This sparked off a huge export boom that saw countries: 
like Thailand and Malaysia pull themselves out of poverty. At 
the same time, their currencies did not change in value against 
the dollar. This created an environment in which foreigners 


could invest in these economies without worrying about cur- = 


rency risks. Then the Chinese came and upset the applecart. — 
The road to the Asian financial crisis of 1997 was paved. : 

China devalued the renminbi sharply in the mid- 1990s. This 
led to a huge jump in Chinas exports while the East Asians were. 
priced out of many markets. Subsequently, China has preferred | 
to keep its currency stable. This has been one of the reasons. 
why foreign investment has poured into the dragon kingdom. 

Now, it's the turn of Japan to cry foul. As the Americans did 
some 20 years ago, the Japanese now claim that China is win- 
ning because of its undervalued currency. Something needs to 
be done about it. Fast. The clock has turned a full circle. E. 

At first glance, the lesson is obvious: undervalued curren- 
cies help economies grow. But national competitiveness de- 
pends on a range of factors: the quality-of infrastructure, feri 
ble labour markets, productivity, the soundness of financial 
systems and government policies. Look at China. While its ini- - 
tial export thrust was helped along by a devalued currency, the 
subsequent stability of the renminbi seems to have done little - 
harm to Chinese exports. Morgan Stanley economist Andy Xie 
says Chinas cost advantage will not suffereven iftherenmimbi | 
is revalued. China's flexible labour market will see to it that n 
labour costs do not rise, he says. d 

Japan's exporters moved up the value chain to beat the 
ing yen. India's exports have steamed ahead in the past year d 
spite a strong rupee. And in some countries like South Korea, 
companies reinvented themselves after the currency crisis. — 

The upshot: exchange rate management is far more com- 
plex than the headlines suggest. The rupee may still be under- 
valued when it is compared to global currencies like the euro. 
and the yen. And even if it continues up the high road, Indian 
firms need not believe that this is the beginning of the end as far 
as the current economic recovery is concerned. 

But they will have to sweat more to sell their goods. Th 
will need to be more vigilant about costs and delivery. Thev 
have to move up the value chain. They may haveto take adv 
tage of a strong rupee to borrow abroad at low interest rates 
make overseas acquisitions. The rising rupee may prove 
an incentive to be leaner and fitter. Is that such a bad thing? 
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ll HE rampaging rupee e has caught many in the corporate 
. sector on the wrong foot. Among them is Deepak 
-Ghaisas, CFO of software company i-flex Solutions. "I've 
"been in this business for over 16 years, and this is the first 
time I've seen the rupee gain so much against the dollar,” 
e says. Like other IT sector CFOs, Ghaisas had assumed the ru- 
pee: would stick to its old script and depreciate by 3-4% a year. 
oftware companies earn most of their revenues in dollars. Soa 
Hing rupee adds a bit to their rupee revenues every year. Now, 
ays Ghaisas, the appreciation of the rupee could hit the profits 
of IT companies by 6-7% from the original projections. 
7. Itsironic: the success ofi-flex and other IT companies in ex- 
$ porting services across the globe is one of the biggest reasons 
_ why the rupee has risen by over 3.8% against the dollar since 
— lastJune. Fiscal 2003 was the first time in over 17 years when the 
*.. rupeeended higher against the dollar. 
^. . Its not just the rise, but also the extent of it that seems un- 
_ precedented, at least in recent memory. "It's a completely one- 
- way view that the market is taking right now,” says a foreign ex- 
_ change dealer with a large public sector bank. “And it's a view 
"that says the rupee has only one way to go — and that's up." 
Market movements seem to back him up. Within the space ofa 
single day last week, the rupee rose 11 paise against the dollar 
- while the forward premiums (the premium over the current ex- 
p change rate that companies pay to buy dollars in the forward 
_ market) crashed to levels not seen since the mid-90s. "There's 
_ ,noone buying dollars at all," said the trader. "Importers are tak- 





p _ing the view that the rupee is rising and will go higher, ‘so why | 


: « -even bother to hedge your future dollar payments?" says Jamal 
_ © Mecklai, CEO, Mecklai Financial and Commercial Services. 





Are we at the diva ofi a new n Thé: rupee has been. inane 
against the major currencies for as long as one can remember. 
Is its recent rise the first step onto the high road? Oris it just a 
short-term thing that will end once the dollar stabilises globally? 

It's very difficult to predict the direction of currency move- 
ments with any degree of certainty. Which is why US Federal 
Reserve chairman Alan Greenspan noted glumly last year: 
“There may be more forecasting of exchange rates, with less 
success, than almost any other economic variable.” Yet, most 
money managers seem to believe that a strong rupee is here to 
stay, at least for this financial year. 

There are two broad reasons why the rupee has appreci- 
ated: India's strong balance of payments fundamentals and the 
global weakness of the dollar. 

Perhaps the most important factor responsible for the ru- 
pee’s strength in the last year has been the remarkable transfor- 
mation of India’s current account over the past decade — from 
chronic deficit to surplus. Remember: it was a balance of pay- 
ments crisis in 1991 that triggered economic reforms. At that 
time, our current account deficit was an unsustainable 3.1% of 
GDP According to the latest trade statistics, India’s current ac- 
count is actually in surplus: $2.8 billion for the nine months 
ending December 2002. Fiscal 2002 recorded acurrent account 
surplus (of 0.3% of GDP) for the first time in 24 years. 

The biggest reason for that is the growth in what are called 
invisibles — everything from remittances by overseas workers 
to tourist receipts. But what has really powered invisibles in re- 
cent times is the export boom in software and IT-enabled ser- 
vices. As a result, earnings from invisibles grew from $7.5 billion 
in 1990-91 to $35 billion in 2001-02. This inflow has swamped 
any net outflows of dollars from the trade in goods. 

What's important is that these are not short-term changes. 





: Everybody thinks that the rupee will continue to 
. gain against the dollar. And that is the problem 


One- Way 
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Surendra Rosha, Head of treasury sales, HSBC 
Forecast: Rs 46.50 per US$ 
by December 2003 


"The US has a large cur- 
rent account deficit. 
Coupled with a reeling 
stockmarket, it will 
weaken the dollar 
further." 


Deepak Ghaisas, CFO, i-flex Solutions 
Forecast: Rs 47 per US$ in 
April 2004 

"We believe that the US 
economy has inherent 
strengths and it could 
recover later in the year. 
The dollar could 
strengthen then." 


Njit Ranade, chief economist (India), ABN AMRO 
Forecast: Rs 46.00-46.50 
per US$ by March 2004 


"Many firms have not 
hedged their foreign 
currency loans or their 
imports. This could pose 
a risk from the viewpoint 
of the market.” 


Jamal Mecklai, CEO, Mecklai Financial 
Forecast: Rs 45.75 per US$ 
by December 2003 


"There are many players 
in the market who are 
essentially vulnerable to 
a sudden dip in the 
rupee. This is a market 
set-up for trauma." 


"The surplus in the current account is likely to continue. It is a 
structural change," says M.R. Madhavan, treasury economist at 
Bank of America. "We believe that that the country is headed 
towards an era of structurally lower current account deficits 
even ifthe improvement in economic growth results in a higher 
trade deficit," said Chetan Ahya, economist at Morgan Stanley 
in a research report in January. Many of India's big service ex- 
ports industries like IT are unlikely to be hurt too severely by a 
rupee appreciation. "Those most likely to be affected by the ru- 
pees strength are the traditional exchange earners like textiles 
and leather goods," says Ajit Ranade, economist at ABN AMRO. 
And that's why many see the rupee ending this year at levels of 
46.50 or even 46.00 to the dollar. 

There are other indicators, too, that the rupee may still have 
some way to go before it hits the ceiling. When the central bank 
monitors the exchange rate in the medium to long term, it 
monitors something called the real effective exchange rate 
(REER), which reflects changes in the value of the rupee against 
the currencies of all of India’s major trading partners after ad- 
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justing for inflation. This lodestar indicator shows that the ru- 
pee is actually undervalued by about 496. So, it has space to 
move up without destroying corporate competitiveness. 

There's a wildcard though: the US economy. Its weakness 
over the last year has been a major reason for the rupees stren- 
gth and the fall in the value of the dollar against major curren- 
cies. If the US economy recovers, this could lead to renewed 
global confidence in the dollar — and the rupee could go into a 
decline against what has effectively been the world's reserve 
currency. “We believe that the US economy has inherent stren- 
gths and it could recover later in the year," says Ghaisas. He sees 
the rupee at 47 to the dollar a year from now. That's not too far 
from the current Rs 47.17 to the dollar. But there are reasons to 
believe that the US economy may not recover that fast. 

The US dollar has gone from boom to bust against the euro 
in a little over a year — going from 87 cents per euro in March 
2002 to around $1.17 per euro recently. And many analysts 
don't expect the dollar to recover any time soon. 

The reason: the US has a current account gap of over $500 
billion. So, the world's most powerful economy 
has become a junkie for foreign capital. It needs a 
fix of $2 billion a day to plug the gaping hole in its 

current account. With interest rates collapsing 
| and equity in the dust, foreign investors are today 
e wary of pouring money into dollar assets. The re- 
73 h v sult: a weak dollar. 
o Regardless of whether the dollar recovers, an- 
XT : other big danger remains. "The problem is everyone 
has now taken the same view of the rupee — that its 
going to appreciate," says Mecklai. "And it is that view 
that is really driving the market in this direction." So 
while exporters have hedged their future dollar revenues, im- 
porters have not bought dollars in the forward market to pay 
for future imports. Banks, too, are going short on the dollar ex- 
pecting the rupee to appreciate. So there is a large number of 
players vulnerable to a sudden dip in the rupee. If that hap- 
pens, there could be a sudden rush for the exit. In a market 
where the average turnover is just around a couple of billion 
dollars a day, that could lead to complete chaos despite the fact 
that the RBI is always around to smooth things out. 

The RBI is concerned. In his recent statement of the credit 
policy, governor Bimal Jalan urged companies not to leave dol- 
lar exposures unhedged, reminding them that if the market can 
move one way, it can also move the other way very quickly. For 
too long, market players have been able to assume that the ru- 
pee can move only one way. Not anymore. * 


~ 
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AVINASH CELESTINE, RANJU SARKAR & SUPRIYA KURANE 


HE rise of the rupee has come as a bolt from the blue. We 
have all habitually assumed that the rupee would slip 
every year. But now that it has clawed its way up against 
the dollar and will, perhaps, continue to do so in the mon- 
ths ahead, it is time to go back to the drawing board. Here 
we look at five key questions that companies and investors 
have to mull over in this new era ofthe strong rupee. Read on. 


Profit woes 
Will corporate earnings be devastated? 


Indias IT companies have a lot to worry about. Billing rates are 
dropping and profit margins are thinning. And now this — the 
appreciating rupee. Infosys has already said that every 1% ap- 
preciation in the rupee could reduce its revenues by around 
0.596. Wipros treasurer Lakshmi Narayana says that of the 496 
drop in operating margins between Q3 and Q4 of the previous 
financial year, a full percentage point was accounted for by a 
rising rupee. And the story repeats itself across the industry. 
But it's not just the IT companies that are getting walloped. 
Last December, JM Morgan Stanley's Ridham Desai took a 
close look at how the earnings of India's Top 35 listed compa- 
nies would react to an appreciating rupee. The conclusions 
make for sombre reading. The study showed that overall corpo- 
rate earnings growth would fall by 1096 in FY 2004 if the rupee 
appreciated by 5% (instead of depreciating) against the dollar. 





The investment bank said that base materials, energy and 
healthcare companies (besides those in IT) would be the 
biggest losers (See 'Dollar-sensitive Sectors). 

"Most companies have tended to assume a 5% depreciation 
in the rupee while making their projections for the year," points 
out Ajay Bhatia, head of research at Enam Financial. "A 596 ap- 
preciation straightaway means a hit of 10% on the topline you 
budgeted for." Says another analyst: "As a thumb rule, when the 
dollar loses 1%, the EBITDA takes a 1.5% hit." 

Companies have tried out various strategies in their at- 
tempt to minimise the impact of a rising rupee on their num- 
bers. The immediate strategy is, of course, to hedge any future 
dollar revenues. This is done by selling those dollars in the for- 
ward market so that any further appreciation in the rupee 
leaves revenues and profits unaffected. "We've got a very small 
amount of uncovered dollar receivables," says Mohandas Pai, 
CFO, Infosys. Pai says the aim is to sell all dollars which are re- 
ceivable in the next quarter in the forward market. 

Some companies have gone a step further. i-flex, for exam- 
ple, has started billing its European clients in euros rather than 
in dollars. Given the fact that that the euro has appreciated by 
almost 25% (Rs 12) against the Indian currency since last Feb- 
ruary, this can be a lucrative decision. i-flex's Ghaisas says that 
almost 20% of the company’s contracts are now billed in euros. 
(There is even talk that some software companies are thinking 
of quoting their hourly rates in rupees.) 

However, analysts say that hedging future dollar revenues is 
ashort-term measure. The forward dollar eventually tracks the 
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cut spot rate. If the latter falls, so will the former. Says an equityan- | dian banks at globally-competitive rates. (The RBI a 


/— "ertwoatbest. And gains made from forward covet 
































iat companies and investors need to know to live 
with the rising rupee. A reality check 


. alyst: “The realisation per dollar will continue to decline. Also, | banks to lend to their best clients at rates below the prime le 
_. the companies enter into forward contracts only f for aquarter | ingrate, or PLR.) It's the small fry that is still paving hefty inte 
= are taxed.” | estratesto get working capital from banks. Over the p past : 
—— Headds: “I believe there could bea significant downsidetothe | the differential between what banks charge big 
numbers across companies if the rupee appreciates further. | what they charge the e small com Kee has s 

Will the appreciation of the rupee actually make | 
companies uncompetitive in key markets like } 
.. Unlikely, says Ajit Ranade, chief economist at ABN AMRO. 0. “The 
value of the rupee is not a major factor: when it comes to the | 
competitiveness of software companies.” - 

It's not just software which could get affected. Textile ex- 
porters, for instance, who work on far lower net margins than 
the software companies, could also be seriously affected. Says Supr | pitai 
Anoop Dhingra, executive director (finance) at Orientcraft, In- | gota letter of credit with a bank in France and later arranged 
dias largest readymade garment exporter: “Just selling dollars | another banker to pay the the supplier. This bank took pay. 
forward will not do as forward premiums are at an all-timelow. | ment from Cosmo after six months. So, Cosmo was able to roll 
Fortunately, the rupee has been weak against the euro and the | over the credit for 180 days and hence avail of dollar inte: 
yen. So we have taken proactive positions in the euro to syn- | rates. The effective cost of funds: 3.596. "If [had taken a foreign 
thetically cover our dollar risks." currency loan, it would have cost me 5.5% . And ifThad taken a. 


rupee loan, it would have cost me 12-13%,” savs Atul Mitt 
Smart borrowing deputy general manager (finance and company secreta 
Can companies use the strong rupee to their advantage? 


Cosmo Films. Since Cosmo is a dollar-earning exporter, itdoes 
not have to hedge its dollar borrowings. There is a “natural 
Bankers estimate that Indian companies will raisearound $500 | hedge" in its balance-sheet. | 
million from the international debt markets in the next three Last year, Cosmo also replaced Rs 40 crore of expensive rü- 
months. The reason: the combination of low global interest | peedebt with a 7-year, Libor-based loan from International Fe 
rates, a strong rupee and wafer-thin forward premiums. nance Corporation at 3.5% (Libor«275). Similarly, to fund i 
Strangely enough, the biggest gainers could be small com- 
panies. India’s corporate behemoths can now borrow from In- 


working capital, it went in for a Rs. 26-crore FONR(B) loan. ft 
R-SENSITIVE STOCK: 


could hence raise working capital at 3.25%. The result: Cosmo 
% change with 0% currency PH 










companies are raising shorts term r. money xy by 
import payments. “Everybody is doing it. Bet 
dian Tep one a. a smali time chemici 


Greenback Forex. > 
Take the Rs 350-crore BOPP film manufacturer, Ci 
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ilmsh hos mund to durei its funding costs from 10.696 
4.4% for the year ended March 2003. That gives one a sense of 
what's possible with innovative foreign currency financing. 

. What's heartening is that Cosmo is not the only one doing 

: The Coimbatore-based, Rs 260-crore Super Spinning, 
vhich exports 45% of its output, recently did a currency swap, 
onverting Rs 20 crore of rupee loan into $4 million of dollar- 

bt. “The whole of last year, the dollar was depreciating and 

e down from Rs 49 to Rs 47; premiums crashed from 5.9% 

pril 2002 to 1.42% today. Also, global interest rates have 

e down. To take advantage of these, we have done the cur- 

swap,” explains Uma Maheswar Reddy, head (finance 
accounts), Super Spinning. 

The big fellas, too, are actively using the strong rupee to cut 
sir financing costs. Nicholas Piramal used dollar packing 
redit instead of rupee packing credit to bring down financing 
costs from 4% to 2%. Says Khushru Jijina, group treasurer of Pi- 
amal Enterprises: "We saw it early. We are also doing currency 
swaps. And the US economy is showing no signs of recovery." 
‘For a change, CFOs wont mind if the US slowdown continues, 

x it means an opportunity to bring down the cost of finance. 
_ So fay, foreign debt raised by Indian firms is within safe lim- 
its. They are nowhere near the crazy levels touched by many 
Asian countries before the regional economic crisis in 1997. 
Yet, it's a lesson worth remembering. Most Asian companies 
had been lulled into a false sense of security by their stable cur- 
rencies, They borrowed billions abroad at low interest rates. 
When Asia's currencies fell like nine pins, these companies sud- 
. denly realised that their dollar liabilities were at suicidal levels. 
|. Balance-sheets across the regions were wrecked. It's a bit of his- 
_ tory that our own finance whiz kids need to keep in mind when 

^. they take large unhedged forex positions. 


. Ontheedge 
... Are corporate treasurers playing with danger? 


_.. Awarning: many companies are treating the rupee as a one- 
^. way bet. They are assuming that the rupee will stay strong and 
_ have left their import bills and international interest payments 
_- uncovered. But what if the tables are turned? The rupee could 
-. yet fall if oil prices spike or the dollar stages a smart recovery 
globally. This willlead to a mad rush as importers and banks fall 
over each other to cover their open dollar positions. 
-= The RBI is clearly worried, even though it has more than 
enough dollars to calm the market, it has asked companies not 
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leave to their dollar positions unhedged as currencies s could 


move both ways within short periods of time. _ 

"While from an individual company's perspective it makes 
sense not to cover your risk, there can be a serious risk from the 
point of view of the market as a whole,” says ABN AMRO’s 
Ranade. “Then you have the risk of herd behaviour as everyone 
rushes to cover their risks at the same time.” What makes the 
problem worse is the fact that the forex market in India is ex- 


tremely thin with average daily spot turnovers of just around 


$1.5 billion. (In an interview with Businessworld after the credit 
policy, RBI governor Bimal Jalan repeated his warning about 
unhedged forex positions, but said that there was no systemic 
risk involved.) 

. How big is the problem? There are no exact figures. But 
market participants point out that almost all companies are 
now leaving their imports uncovered. With imports running at 
an average of $4.5 billion a month, even after taking oil imports 
out of the picture, you still have around $3.5 billion of uncov- 
ered forex exposure a month. And this will build up in the 
months ahead. Add to this another potential bomb: banks and 
other companies are sitting on short dollar positions. They 
have borrowed dollars, converted them into rupees and are 
waiting to convert them back into dollars later to take advan- 
tage of the rupee's appreciation. 

The RBI is sanguine. But we are worried. 


Systemic risk 
Will hot money come in search of quick gains? 


Money from non-resident Indians (NRIs) is notoriously fickle. 
Remember: it was the Great NRI Exit in 1990 that pushed the 
country to the brink of default. 

Well, they're back. During April 2002-January 2003, the net 
accretion to NRI deposits was $2.498 billion. It's not yet a big 
departure from the normal trend. But this could change in the 
months ahead. “This is the best time for Indians abroad to park 
their money in fixed deposits. Where else in the world will you 
get a safe, tax-free dollar yield of 4.5%?” asks Gopala Kumar, 
head of NRI operations at ICICI Bank. 

Clubbed together, the appreciating rupee, the large interest 
rate differential between the US and India, and abysmally low 
forward premiums make Indian securities and deposits an ir- 
resistible option for NRIs. | 

"There is enough room for arbitrage for Indians abroad be- 
cause of interest rate differentials in the Indian and the interna- 
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. tional markets, and the fact that 
. forward premiums have crashed 
to as low as 1.22%,” says Mecklai. 
Here's how it is done — NRIs 
earning in foreign currencies 
can either deposit their money 
in foreign accounts abroad and 
earn interest at the rate of a pal- 
. try 1.25% per annum. Alterna- 
tively, they can send their dollars 
to India and invest in a convert- 
ible rupee deposit (NRE) at 695 
interest. For the FCNR (foreign 
currency non-repatriable) dollar 
deposit, the story is slightly dif- 
ferent. It earns 25 basis points 
less than Libor. That's an interest 
rate of about 1%, which leaves 
no scope for arbitrage. So these 
accounts are losing sheen. When 
the deposits mature, say ban- 
kers, most NRIs shift from FCNR accounts to NRE accounts. In 
the last six months, 90% of FCNR accounts with ICICI Bank 
were converted to NRE accounts. 

Indians abroad can borrow dollars at rates as low as 1.2796. 
Add a forward premium of 1.2296 and the total borrowing cost 
is 2.5%. Covered and invested in Indian securities, this money 
earns a handsome 6%. That's a risk-free dollar return of 4%. It's 
an absolutely safe bet. And yet it earns far more than the 1.65% 
a US citizen would get on a two-year government bond. 

In a recent study, the RBI debunked the claim that NRI in- 
flows have shot up suddenly. The central bank says that the $2.1 
billion of NRI money that came during April-December 2002 is 
not too different from the $2.2 billion that came in the corre- 
sponding period of 2001. What's more, the current account sur- 
plus explained 20% of the increase in our forex reserves, while 
the other major factors were non-debt creating capital flows 
(40%) and currency valuation (17%). Only 23% comes from 
debt-creating capital inflows, including NRI deposits. 

Will the picture change in the coming months? 


The exports enigma 
Why are exports growing despite a rising rupee? 
It seems to be a paradox: Even as the rupee began appreciating 











against the dollar since the middle of last year, export growth | 


has barely been affected — in February this year, it rose by 


around 13% in year on year terms compared with a fall of 4% for — 


the same period last year. 

First off, the strong export growth is partially the result ofa 
low base last year. Secondly, though, it's not really a paradox. 
The indicator of how competitive Indian exports are as com- 
pared to the rest of the world is something called the real effec- 
tive exchange rate (REER) — it reflects changes in the value of 
the rupee in relation to the currencies of all of India's major 
trading partners after accounting for the effects of inflation. 
The REER has actually depreciated over the past year by 496 — 
since the early 1990s it has depreciated on the whole by around 
2.2% a year. In real terms, Indian exports have actually become 
more competitive since last year, not less. 

However, the strong export growth also tells a deeper story. 
Historically, India has relied on a depreciating exchange rate to 
boost exports. Remember the times when even small episodes 
of appreciation of the rupee would bring howls of dismay from 





exporters worried about losing customers to other low-cost. 


Replace long-term rupee loans with dollar-denominated external commerce | 
borrowings (ECBs); do coupon swaps to take advantage of low Libor rates. 


Convert import LCs from site basis to usance basis and get them discounted 
overseas at Libor-related interest rates 


if you are an importer, consider leaving your positions unhedged fc iud some 
| more time in view of the positive rupee outlook 
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company was invoicing only 5-10% of its billing in other cur. 
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producers? This time around, there's been barely a whimp 
The RBI, too, seems to have moved away from its perceived role 
of gently depreciating the exchange rate to help exporters. o. 
Experts feel that today exports are competitive on real fac 
tors like cost or quality of products. “It’s a reflection of thero- 
bustness of exports. It shows that exporters are finding other. 
ways of pruning costs,” says a corporate treasurer. "If vou are 
unable to increase prices because of the depreciation ofthe US 
dollar, you have to take a hit on your margins or try to find that 
extra dollar through cost reduction,” says a pharmaceutical i in- 
dustry expert. j 
Indian industry seems to have managed that feat to some | 
extent. The strong export growth has come from a revival in 
manufacturing exports across the board: pharmaceuticals, en- 
gineering, auto components and speciality chemicals. Compa- 
nies like Bharat Forge, Telco or Moser Baer have posted stron 
export performance. They have done so by remaining compet 
itive and managing costs rather than riding on a low rupee. is 
“Export realisations would come down, but we are mak 
up for it by reducing our cost of funding and continuou 
working on other costs," says Piramal Enterprises’ jijina. “U 
like earlier, when exports were seen as just a necessary evi 
order to get import licences, today exports can be actually: 
profitable in themselves,” says S. Sridhar, executive directo 
Exim Bank of India. " 
Adani Exports, which is one of the biggest exporters in tt 
country, is trying to partly offset the impact of a weak doll 
switching to other currencies like the euro or pound. "Tf thi 
currencies are appreciating, then invoicing in them mal 
sense," says R.K. Das, head of treasury at Adani Exports. T 


rencies, which it plans to increase now. | 
Smart moves. That's what separates the men from the boys. 
The way Indian exporters are reacting to the strong rupee — be. 
it by cutting costs or invoicing in the euro — shows that they are 
becoming more mature. They no longer want to be tied solel 
to a weak rupee. u 
Eventually, it is a question of how sensitive our exports ai 

to price changes. "By and large, exports are price-inela: 
says Tata Services economic advisor Jiban Mukhopadi 
What he means is that exports needs not fall if the rupee apy 
ciates. Of course, the picture varies from item to item. Thus 
porters will have to understand the dynamics of living wit 
stronger rupee. 
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-æ Then IT minister Pramod 
Mahajan and Nasscom chief 


Dewang Mehta, are in Boston 
at a MIT-Media Lab US (MIT- 


. ML) presentation 


* Mahajan likes the present- 
ation made by MIT-ML 
professor Alex Pentland. 
Mehta commits Nasscom's 
Support 


Nov 2000 
e MIT-ML chief 
N. Negroponte in 


to raise Rs 5,000 


crore over 10 years 


Jun 2001 


e Party in Mumbai to celebrate 
venture. A few days before 
MoU is signed, MIT lawyers 
say MIT will not commit to 
raising money in writing 


e MoU signed in Delhi 


Sept 2001 


e MLA incorporated under Sec. 
25 of Companies Act as a non- 
profit organisation. No CEO or 

functional head appointed 


e Management committee 
formed. Comprises Pentland, 
Michale Best (of MIT), senior 
director in the IT ministry 

S. Ramakrishnan ('Ramki") & IIT- 
Kanpur director Sanjay Dhande 


Delhi. Outlines plan 








MEDIA LAB ASIA 


RESEARCH SANS 
DUE-DILIGENCE 





SHELLEY SINGH 


T minister Arun Shourie can't stop 
talking about it. Founding chairman 
of the Massachusetts Institute of 
Technology's (MIT) Media Lab 
Nicholas Negroponte is maintaining 
a diplomatic silence. Former Media Lab 
Asia CEO Bimal Sareen is clearly defen- 





sive. Two weeks after the Media Lab Asia | 


(MLA) issue erupted so spectacularly, 
what precisely went wrong still remains 
shrouded in mystery. 

You will find what Arun Shourie has 
to say on page 40. Negroponte was far 
more circumspect when BW contacted 
him. Replying by email, all he would say 
was: "MIT is still deliberating on how to 
react to the extraordinary remarks made 
by Minister Shourie. We are not sure 
which are simply attributed to him and 
which are real. I have been in contact 
with his office to deescalate the... (situa- 
tion). However, at some point, MIT 
needs to set the record straight.” 

What led up to the denouement? Af- 
ter all, MLA was one of the best ideas to 
foster grassroot level research in India 
when it was launched in September 
2001. It had the blessings of the venera- 
ble MIT, whose homegrown Media Lab 
had become the benchmark for devel- 
oping technologies of the future. MIT 
Media Lab enjoys the patronage of com- 
panies like Microsoft, Intel, Motorola, 
British Telecom, Nokia, and boasts 30 re- 
search groups that work on 250 projects. 
Recent breakthroughs include MP3 mu- 
sic and e-ink. The MLA project was also 
fully endorsed by the then IT minister 
Pramod Mahajan and the then Nasscom 


Feb/Mar 
2002 


e Senior bureaucrat 
proposed as CEO, | 
rejects offer. Heidrick & 
Struggles engaged to 


look for a CEO (V 


e Ramki quits 
management 
committee 





LA: Start, 








1 Jun 2002 


e Bimal Sareen, director for 
business and corporate 
development (Asia-Pacific and 
Greater China), Compaq, joins as MD and CEO 








chief Dewang Mehta, who were inspired 
by visionary Negroponte to replicate the 
concept in India. “(The project) would 
profoundly influence the quality of life 
of the common man, alleviating poverty 
with cutting-edge technology solu- 
tions,” Negroponte said back then. 

Media Lab Asia was born as a not- 
for-profit organisation under Section 25 
of the Companies Act. Its mandate: to 
raise Rs 5,000 crore from India Inc. over a 
10-year period to enable it to conduct fu- 
turistic research in India. The govern- 
ment was to chip in with Rs 65 crore 
every year. 

So when did all that change? 


An Ineffective Catalyst 


MLA was visualised as a federal struc- 
ture. The government would provide the 
infrastructure and the five Indian Insti- 
tutes of Technology (Kanpur, Madras, 
Kharagpur, Bombay and Delhi) would 
carry out research to develop technol- 
ogy products that would empower the 
masses. MIT's role was to provide the 
methodology for product innovation 
and for taking research to the end users. 
MIT's input was crucial as the IITs had 
little experience in market-oriented re- 
search. MLA would act as a central hub, 
interacting with the IITs, MIT and the 
government to catalyse research, dis- 
cuss projects, market ideas and raise 
money. The funds for research were to 
come from the government and private 
sources. To kick-start the project, the 
government pitched in with the seed 
money of Rs 65 crore, of which $1.7 mil- 
lion was paid to MIT for its ‘inputs’. 
Today, the IITs feel that despite kick- 
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e Six recruitment firms, four PR and ad agencies, 
nine consultants and five law firms engaged 
from time to time. Staff strength swells to over sss 
50. Some part-time workers earn 
Rs 16 lakh-18 lakh p.a. 
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launch, destruct 


| like information on agriculture, the 


How the ambitious MIT-Indian 
government partnership fizzled 
out after just two years 


ing several projects through the MLA, 
MIT took no interest in any of that re- 
search. Two issues bother the IITs. One, 
the money that MLA provided was gov- 
ernment money, not something that 
MIT had helped raise. Two, they feel out- 
raged that MIT was paid hefty fees even 
though it did not contribute anything in- 
tellectually. "We had been trying hard to 
get MIT involved in our work... . It was 


just not happening. We found that we | 


were not only paying them expenses but 
hefty cash," says Ashok Jhunjunwala, 
professor (department of electrical engi- 
neering), ITT-Madras. 

MLA did fund many projects. For in- 
stance, it gave Rs 40 lakh for three pro- 
jects at IIT-Kharagpur: Indian language 
interface tools for the visually handi- 
capped; multi-lingual communication 
tools for spastics and an offline Internet 
access for rural schools. But these pro- 
jects were started even before MLA was 
born. They were written, conceptualised 
and carried out by IIT-Kharagpur. "Col- 
laboration in research is always wel- 
come. The problems came up because 
the MIT effort was not commensurate 
with the money being paid (to them). 


We do not need an interface with an ex- | 


ternal party, which has no intellectual 
input to offer," says Anupam Basu, pro- 


Jan 2003 





March 2003 


fessor in charge of MLA, IIT-Kharagpur. 
Inanote to the ministry on 27 March 


2003, the director of IIT-Bombay stated: | 
“There is no merit in an organisation like | 
Media Lab Asia. We (the government) | 


pay them and also provide them with in- 


any way?” 


Even IIT-Kanpur, the only IIT nottoo | 
troubled by the issue, says MIT was more | 
orlessirrelevant even though MLAhada | 


role to play. Says IIT-Kanpur director 
Sanjay G. Dhande: "MIT visited us. But 


there were areas of dissatisfaction — the | 
MIT visitors did not stay for very long. (If | 


they had) that would have made the in- 
teractions more meaningful. Overall, we 
owned the research agenda and were 


committed to deliver. It would have hap- 


pened even without... MIT." Dhande’s 
tone is probably more measured be- 
cause he is one of the members of MLAS 
management committee. 

Besides, IIT-Kanpur also has one of 
the most successful MLA projects to 
showcase. It is setting up the Digital 
Gangetic Plain (DGP), a project to build 


an 802.11b technology-based wireless | 


corridor that's 134.2-km long (350 km by 
2004) from Rajajipuram, Lucknow, to the 
IIT-Kanpur. The DGP will provide con- 
nectivity to villagers to fulfill their needs 





April 2003 








_ weather, checking land records, issuing 


birth and death certificates, and the like. 


Poor Chemistry 


If the IITs were unhappy with MIT's lack 
of interest, the government was both- 


| ered by the fact that no outside funds 
| were coming in. MLA was supposed to 
| raise Rs 5,000 crore in 10 years from cor- 


porates. At the end of year two, it had 
nothing beyond the Rs 65 crore that the 
government had put in. 

Perhaps, the project was simply mis- 


| stimed. When it was conceptualised, the 
tellectual property. How doesthishelpin | 


IT sector was booming and corporates 
were doling out funds for all kinds of re- 
search. By the time MLA was born, the IT 
and telecom meltdown made everyone 
far more tightfisted. Moreover, MLAS 
CEO and managing director Bimal Sa- 
reen points out that raising funds for 
such a project doesn't happen overnight. 
He says: "The charge... does not take into 
account the challenges in raising funds 
for a research-based business model... It 
does not take into account the time it 


| takes to build an IP portfolio of value to 


sponsors, establish a multi-year track 
record necessary for such sponsorships, 
or the negative change in the economic 
climate worldwide. Further, it steers 
from absolute ignorance of what may 
have been in the pipeline... 

Meanwhile, the project also lost its 
biggest supporters mid-way. Nasscom 
chief Dewang Mehta passed away on 12 
April 2001, just around the time when 
the concept was taking shape, and MLAs 
chief initiator Pramod Mahajan was 
shifted out of the IT ministry in a cabinet 
reshuffle in January 2003. 

The other problem was that when 
MLA was conceptualised, it was under- 
stood that MIT would help raise funds. 
But just a few days before signing the 


memorandum of understanding (MoU) 
in Delhi, a team of MIT's lawyers landed 
in Delhi and went through the clauses of 
the MoU in detail. They insisted. MIT 
would not commit itself to raising 


e Officials press e IITs say there is no value 
Shourie to sign a addition from MIT; they say 
file. He finds that it MIT is not worth the cost 
would sanction $5 — * the government is paying 


million to MITfor =" 


replaces 
Mahajan as IT 
minister 


b e Arun Shourie 








unspecified reasons e Media Lab - money in writing. The issue was brought 
Asia team to Mahajans notice, but since a launch 

e MIT wants a fee asked to leave. party had already been held in Mumbai, 

hike. Shourie says ] Restructuring the government could hardly pull out. 


When MLA finally started in 2001, it 


plan proposed did so without a CEO. In fact, it did not 


he will get back 
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DINESH KRISHNAN 


The IT minister talks about 
what went wrong with the 
MIT-MLA project. 


Did Negroponte and others at MIT promise they would fetch 
80% of MLA's corpus from industry and international institutions? 
How much have they mobilised? 


@ How did you come 
across the problem? 
In March, there were 


ARUN SHOURIE 


X NS eed? m NA 
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Answers 
that Shourie sought 


Questions put by the minister to his officials in March. 
Their answers and IIT feedback ended the MIT association. 





ii Why didn't the 
private sector give 
any money? 

The green pastures 
that had been 
shown were not 
there. Even private 
sector board mem- 
bers did not give 
money. Now, it will 
be | government 
funded with IITs 
having more say. 
Production orien- 
tation of research 
can be done by as- 
sociating with NRI 
entrepreneurs in IT. 


W Was the lack of 
interest on MIT's 
part a trigger? 
That was one. Sec- 
ond, testimony of 
people doing re- 
search. Third, 
salaries and expenditure were 
out ofline with government 
scales. You can have a high 
salary, but how can we 
have a CEO whose 
salary is 15-19 times 
that of Dr Kasturi 


lot of calls from min- 
istry seniors regard- 
ing a file. 'Have I 
signed that file? 
(they asked). What 
file, I asked. There 
was a proposal in 
this file to pay $5 
million to MIT for 
an exclusive rela- 


tionship. I can't give 
$5 million for a name. 
I was told the name 


Why have the board members not contributed anything to the project? 
Did the ministry write to them asking them to do so? If so, with what result? 


What are the salaries of MLA's senior officers? How do they compare with 


salaries of Kasturi Rangan, head of India's space programme, and R.A. 


Mashelkar, head of CSIR? Are those getting these salaries doing the research? 


| do not find on record the reasons why Azim Premji, who was associated with 
MLA, gave up his association. Please send me the letter he wrote at that time. 


Was Microsoft asked to contribute Rs 5 crore? Have they been reluctant to 
contribute because they did not find any deliverables from the project? 


|f the IITs are doing research as in the Lucknow-Kanpur corridor pro- 
ject, what is the contribution of MIT? 


Rangan, who man- 


ages Indias entire 
space programme? 


@ What was sought 
out of the tie-up 
with MIT? 

It was meant to as- 
sist product-orien- 


ted research on rural 
development 
jects. (We expected) 


pro- 


MLA has international 
brand value. Later I was 
told I can sanction $1 mil- 
lion. But why (should I)? 


W Didn't you find any answers 

within the ministry? 

No. Then I had three meetings with 
IIT professors. Except for IIT-Kanpur, 


all said MIT didn't play a useful role. | 
One IIT exchanged two emails (with | 
MIT); IIT-Madras was asked to organ- | 


ise two lectures. IITT-Kharagpur had no 
interaction. 


W Did this lead to the restructuring? 





What 'entertainment expenditure' has been incurred by MLA 
since this project started? 


What ‘business promotion expenditure' has 
been incurred by the project? And what ex- 


actly has been done to ‘promote 
the business? 


continue. The recast proposal is: In- | 
dian board; technology advisory com- | 


mittee of Indian scientists; no exclu- 
sive relationship with any company; 


that with people like 
Nicholas Negroponte 
and Alex Pentland, private 
funding would be available. 
Those in charge of the project 
were led to believe that. An in- 
principle approval was given to a 

Rs 5,000 crore project. 


W Can the government use MLA's name? 
When I read legal documents of the 
company — the name had nothing to 
do with MIT. I requested the legal ad- 


| visors of the company to clarify. It is 
any tie-up will be put to specific deliv- | 
erables. Review funding level and | 
work on government pay scales. The | 


registered in India, why should I pay 
$5 million for it. MLA is the property of 
the company registered here and can 


Consensus was that the project should | final decision rests with the Cabinet. be used by us. " 
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have one till overa year into its existence. 
It had a four- member committee when 
it was launched. Later, a small team was 
put together, but with no one chosen as 
the leader, the roles were not clearly de- 
fined. CEO Bimal Sareen — a former 
Compaq director for business and cor- 
porate development (Asia-Pacific and 
Greater China) — came on board in June 
2002 after a global search by head-hunt- 
ing firm Heidrick & Struggles. 

Was Sareen the right choice for the 
job? At that time, the government clearly 
thought so. Sareen had never handled a 
project of this nature; he was essentially 
a corporate executive from the IT indus- 
try. But IT secretary Rajeeva Ratna Shah 
announced Sareen's appointment say- 
ing: "With Bimal, we finally have our 
choice of a seasoned industry profes- 
sional with extensive international busi- 
ness and technology experience." 

Soon afterwards, the realisation sunk 
in that all was not well. Says an MLA 
staffer: "Somewhere along the line it 
drifted.... It wouldn't have required a ge- 
nius to figure out that something was 
wrong. MIT's lack of interest was evi- 
dent, as they visited (us) barely 3-4 times 
in a whole year." Sareen might have been 
MIT's choice — he was, after all, picked 
by headhunters recommended by MIT 
— but he seemed unable to persuade 
MIT to take any more interest. 

It's surprising that the high-profile 
MLA board failed to raise the red flag ei- 
ther. The board had the IT minister as 
chairman and included Negroponte, 
Alex Pentland (professor, MIT Media 
Lab US), N.R. Narayana Murthy (chair- 
man, Infosys Technologies), former TCS 
chief EC. Kohli, Jose Maria Figueres 
Olsen (president, World Economic Fo- 
rum) and the IT secretary. 

While the ministry was unhappy for 
some time, things came to a head once 
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"MIT ^7 
is still deliberating on how 
to react to the extraordinary re- 
marks made by Minister Shourie. 
We are not sure which are simply 


some point, MIT needs to set the 
record straight. ”” 


Nicholas Negroponte, 
founder-chairman, 
MIT Media Lab US 


Shourie took over. The ministry started 
investigating MLA’s salaries, budgets, 
staff roles and inputs of various compa- 
nies engaged from time to time. It con- 
cluded that MLA staffers were paid far in 
excess of what they were delivering. 
More importantly, non-regulars at MLA 
were taking home princely packages. Six 
recruitment agencies were paid a total of 
Rs 39.05 lakh; Heidrick & Struggles alone 


got Rs 26.09 lakh. Four PR and ad agen- | 


cies got Rs 16 lakh. Five legal and profes- 
sional firms got over Rs 1 crore. Nine in- 
dividual consultants took home Rs 14 
lakh between them. As for the regulars, 
CEO Sareen took home Rs 63.75 lakh an- 
nually; the vice-president (finance) got 
Rs 36 lakh. A director of state sponsor- 
ships was paid Rs 26 lakh and a part- 
time director for content and communi- 
cation, Rs 18 lakh. A management com- 
mittee member took home Rs 50 lakh. 
CEO Sareen says that it would have 


been be unrealistic to expect corporate | 
P P . A New Experiment? 


executives to join at salary levels similar 
to that of government employees. He 
says: "MLA was structured as a corpo- 
rate research organisation with a pan- 
Asian charter. Prior to my joining, the 


attributed to him and which are real. | 
have been in contact with his office to 
deescalate the...(situation). However, at 





board had put in place the compensa- | 


aa We 


by their ways...#” 


Ashok Jhunjhunwala, 
professor 
IIT-Madras 


had been trying hard to 
get MIT Media Lab involved in 
our work — it was just not happen- 
ing. We found we were not only 
paying them expenses but hefty cash. 
| do not think academic relations 
work like that. We need to rebuild the 
organisation, damaged significantly 

























tion structure. Many of us found the 
charter compelling and joined the com- 
pany at significantly lower compensa- 
tion levels." Shourie, however, felt the 
salaries were exorbitant compared to 
what directors at other Indian research 
institutes were getting. 

Shourie was also unhappy with the 
pace at which MLA was functioning. He 
wanted quick results — and MLA cer- 
tainly wasnt delivering the way he 
would have liked. The question every- 
one is now asking is whether MLA would 
have met the same fate had Pramod Ma- 
hajan continued to be IT minister. Or the 
IT bust hadn't scared investors away. 


MIT is out, but, paradoxically, MLA is 
here to stay as of now. In a7 April note to 
the ministry, ITT-Madras recommended 
continuing the programme with a CEO 
and 3-4 employees. Says Jhunjhunwala: 
"We need to rebuild the organisation." 
Even a 26 April cabinet note stressed the 
need for restructuring on the grounds 
that the present model had failed; 
no private money was raised; 
there was a less than enthusias- 
tic response to fund raising and 
there was no accountability. 
Therestructured project could 
also be managed by a techni- 
cal advisory committee, 
which could be headed by an 
all Indian team comprising sci- 
entists of eminence. 

MIT helped start the lab, but 
someone else will have to carry it 
through its adolescence and adult- 
hood. Academics hope that this time 


























around, it will finally deliver. 
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is a problem of perception 


MEERA SETH 


KHILA Goel listened quietly to the voices raging 
around her — arguing, accusing, defending. How of- 
ten had she heard these allegations before! But this 
time, it came from her old batchmates; men and 
women who had spent four years together on cam- 
pus, albeit 20 years ago! This year at the alumni meet, 
Akhila had become the centre of their attention, 
thanks to her ‘public sector officer’ status. 

“Sarkari madam, kuch karo. Make this government work!" 
went the refrain. Akhila, a senior officer in a government de- 
partment, saw that her friends from the private sector (PS) had 
started some sort of a government bashing plan. A fresh out- 
burst of complaints followed. “The government is inefficient, 
corrupt and slothful. It works only if you know someone high 
up...,” someone said. That is when Akhila broke her silence. 

“How is your PS any different from the government sector 
(GS) on efficiency, service or even corruption? Even the PS's 
customer service works only if you know someone high up!” 
Akhila said. “Even I have examples to prove my point. When my 
washing machine broke down, we called the customer service 
seven times. Nothing happened. Then my husband, who knew 
the company’s CMD, rang him up. A seven-person team pro- 
mptly came and replaced the machine. Now what do you say? 

“You compare a Whirlpool or an LG with the government. 
But understand, the government's target market is 1 billion- 
strong; it cannot pick and choose according to SEC classes! 
Naturally, it will get far more complaints than an LG! Given its 
smaller size, the PS should be able to redress each and every 
complaint. Besides, your mantra of customer service didn't 
work despite all your foreign tie-ups. So why compare the two?” 

More arguments followed. Rudra Aggarwal, a practicing 
consultant, said: “Inefficiency is rampant in the PS too. For ex- 
ample, I had to close my account in a foreign bank and shift to a 
public sector bank.” And he explained how a cheque he had is- 
sued bounced in his foreign bank because he forgot to write ten 
paisa in words. He felt that a Vijaya Bank would have called him 
and rectified the error, whereas the foreign bank, which talked 
of technical excellence and customer relationship orientation, 
had been unable to walk the talk. 





Private and public sector employees debat: if the 
government system is truly inefficient or if that — a 
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And so the conversation went on... 

Dinesh Maru (a banker): *But the GS, which claims to be at 
the service of citizens, needs to develop customer orientation. 
For example, my driver's medical claim was rejected as his ill- 
ness was not explicitly mentioned in the insurance company's 
nebulous list of ‘claimable diseases’! How will a consumer feel 
assured that there is an intention to deliver service if there is 
such vagueness?" 

Akhila: "A detergent also does the same when it advertises: 
Removes all stains such as..., or when it claims to whiten your 
clothes. These are, in fact, promises that the PS ads make! The 
government does not make such promises!" 


consumers and you say the government 'runs' away with 
your money! It is a myth that the PS is more efficient or more 
customer-friendly. Only this morning our inverter broke down 
and we called the company, and guess what? The company had 
closed down! At least, the government does not close down! 
Even if the ruling party changes, you can continue to seek ser- 
vice from the postal and railways departments!" 
(It went on thus as they discussed threadbare these myths: 
B Jn the GS, things work only if you know someone high up; in 
the PS, things will work, because the managers livelihood de- 
pends on delivering value. 
BW ifa GS officer decides to help out a consumer, ‘he must have 
taken a bribe’; if a PS man helps out a customer, he is proactive 
and customer-friendly. 
BW ifa public sector unit (PSU) is incurring losses, the govern- 
ment is inefficient; if the PS does so, i) it is because of general re- 
cession; ii) ‘we are in for the long haul, we don't believe in short- 
term profits: 
E /fGS employees protest over low pay, they say that the govern- 
ment underpays and that is why it is run inefficiently. If PS 
unions protest over low pay, 'they are overpaid anyway' or 'they 
do not have the skill sets to be paid more: 
B [fa PSU has huge overheads, the government is wasting pub- 
lic funds; if a PS firm has huge overheads, 'it is inflation! or 
shareholders don't know what it takes to run a company: 
B /f a GS employee travels overseas, ‘public ke paise par woh 
duniya ghoom raha hai’; if PS managers travel overseas, ‘we are 
studying global trends: 
B [fa PSUS sales are poor, ‘unko bechna nahin aata’. But in the 
PS, ‘the consumer is picky and choosy’ or ‘retail is belligerent: 
B [fa PSU has low return on investment, ‘the government's asset 
management is weak: Ina PS, ‘we have invested in sophisticated 
technology’ or ‘we have a high break-even period: 
Then came the stage of, ‘Let’s see where the differences lie’) 
Vijay Roy (operations head of an automobile company): 
“The GS has the image of being inefficient and slothful, but you 
completely miss out the pockets of excellence. Its biggest dif- 
ference with the private sector is its ability to handle high-vol- 
ume, mass businesses. Take courier services. I wanted to send a 
parcel to Ranchi, but the private courier said that his service did 
not operate at that pin code; whereas Speed Post did. Which 
means the PS will choose the cushy sectors and not touch sec- 
tors that threaten efficiency. In 1999, Blue Dart used to bring 
1,300 packets to Delhi per day; Speed Post brought 13,000, and 
the number of locked doors they found was 1,800 per day! Can 
the PS cope with a system of going back to the locked doors?” 
Rudra: “Operationally, the government is more efficient, 
but it fails to seize new opportunities. The PS scores as it con- 
tinuously sees new opportunities to enhance its business 
value, image and visibility, whereas the GS does not bother to 
do so. And that is because in their confidential reports there is 


Ms: "Several PS financial companies have defrauded 





no parameter to monitor, evaluate or measure visibility. But if 
they did this, you will find changes are happening in the GS. 

For example, there is a Public Grievances Cell (PGC), which 
generates over 10,000 successfully completed cases annually, 
but does not tom-tom its performance. That's because govern- 
ment officers are not allowed to talk to the press. And just see 
how much we talk about ourselves in the PS! In the GS, the indi- 
vidual is not important; in a vedic way, he is but a medium for 
taking the governance to the subjects. This practice has led to 
such inhibition that a GS officer will not even commit to any- 
thing fearing that it will jeopardise his position or job." 

Akhila: "Besides, in the PS, you know what you are doing 
and why. In the GS, when you are taking a decision, you do not 
know what your end objective is! So an officer is always in a 
dilemma — ‘will I get accolades or be admonished?’ And be- 
cause you are accountable to the public, anyone can 
call for a probe, while you cannot defend your- 
self as an individual in the press. Being big- 
ger and service-oriented, the govern- 
ment is not propelled by individuals as 
brand names. That goes against the 
basic fibre of ‘service’.” 

Vijay: “In the American sys- 
tem, even the sub-heroes or 
leaders share the same halo 
as the CEO. But in the GS, if a 
secretary is doing well, it 
will be the glory of the de- 
partment, but he will not 
derive from the depart- 
ments glory Now see 
how it works in the PS. If 
a manager writes an arti- 
cle on a marketing 
model, his brand equity 
will benefit his company 
also. But that does not 
happen in the govern- 
ment; a Sam Pitroda's eq- 
uity is not going to benefit 
his department. He may be 
efficient, but the department 
is not viewed as efficient." 

Rudra: "There is a Swedish re- 
search on customer satisfaction sur- 
veys, where they looked at govern- 
ment service or monopolies. They found 
that in the PS, if the customer has an expec- 
tation, and the delivery is very good, people give 
it a rating of 8 on 10; but in the GS, with the same ex- 
pectation and same delivery, the customer tends to rate it as 6 
or 7 as he feels that it is infra dig to rate the GS. That negative 
halo effect of the GS is an image issue. So the Swedes said we 
should put in extra effort in managing customer expectation 
out of a government service, clarify and communicate it." 

Dinesh: "And what leads to that negative image? It is the dif- 
fidence to make a commitment. The government serves but 
does not make a commitment on delivery time. Has there been 
a time commitment about rectifying the problems with drink- 
ing water? This is a clear case for image-building. But this op- 
portunity is lost when the government keeps the commitment 
hazy. It is not about advertising your achievements; the GS 
needs to be clear about customer expectations." 

Rudra: "But for a system to work efficiently, the co-opera- 
tion of customers is required. For example, people talk about 
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the government machinery for duty drawback to exporters be- 
ing very slow. Interestingly, the reason for the delay was that 
8376 of the forms filled by PS firms were incomplete!" 
Gaurang: "Akhila, tell me, in what way are you communi- 
cating to the citizens of India that you have as much a desire 
and a system to manage customer expectations? Take for ex- 
ample, the PGC. How many people know about this cell?" 
Rudra: "I asked an officer at the PGC exactly this and he 
said: 'If the government talks about everything it does, there 
will be no time for actual work!' Then I thought, even if we have 
launched a shampoo sachet, we advertise it loudly! But here, 
10,000 complaints are resolved and they don't talk about it!" 
Tanaz Nariman (Gaurang's wife and a dentist by profes- 
sion): “Fair enough, but if we say that very often in government 
departments the objective of a decision is not known, then it 
leads to a mismatch between the effort and the result. 
So define everything as ‘meeting citizen expec- 
tations, not public service." 

Akhila: “Let us not overstate the ob- 
jective bit. I work in a government de- 
partment, but I am not hindered or 
demoralised for want of knowl- 
edge of all objectives. Neither is 
it feasible to do a survey of 

what citizens' expectations 
are. The government is dif- 
ferent from the PS. You 

cannot expect to achieve 
10096 satisfaction of citi- 
zens expectations." 
Gaurang: "But it is 
only possible if the gov- 
ernment is willing to 
partner the PS. For that 
the government must 
publicise its efforts and 
desire to meet citizen ex- 
pectation. But where is 
that reassuring image?" 
Rudra: "Don't be too 
sure. In the course of my 
work, we probed various ways 
for the GS to partner the PS. 
Three PS companies agreed. The 
Railways took 15 days to approve 
this, the PS took three months to draft 
a letter of request, and it's been 10 
months now and they still have not taken 
the first step. The second was a partnership with 
the Department of Posts (DoP) for delivering FMCG 
goods to retailers in towns with a population ofless than 400. 
Whereas the DoP approved it quickly, the vice-presidents of 
sales and marketing in the PS company are still debating it. In 
another proposal, the DoP offered a PS company 45 post offices 
to run its photocopying and lamination centres and offered a 
separate entrance for their business. But the PS has not been 
able to make a business plan in 12 months! The DoP even of- 
fered its property free where there is a customer traffic of more 
than 1,000 every day. Partnering the government is also sharing 
its vision. I am not sure the PS has the stamina or intent." 
Naresh (a brand strategist): "And why? I will partner a body 
which shares my vision and can match my enthusiasm. And if I 
don'tsee that in the GS, it is a function of image. The current im- 
age is one of lethargy and indifference and that has led to the 
perception that the government is not serving the purpose of 
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its people. The government must recognise that it also needs to 
spend on building and marketing its image. The country has to 
do a conscious image-marketing. By the country I mean India, 
not the BJP or the Congress, where like your shampoo sachet, 
every new initiative must be announced and celebrated — not 
as a party-led initiative, but a country-driven one." 

Rudra: "Absolutely! When Bangkok built a sky train and an 
overhead bridge from the airport, the world over Thailand was 
a miracle that was investing in infrastructure. In the last two 
years, India has invested a fair bit in roads and highways. Take 
the Golden Quadrilateral. When you talk to people, they say 
Delhi-Agra is great, Delhi-Chandigarh is great, etc. Talk to 
truckers and they will say it used to take five days on Delhi- 
Mumbai, now it takes just two-and-a-half days; every person 
who uses it acknowledges it individually. But it does not stand 
out as a shining example of an Indian achievement simply be- 
cause the government did not talk about it or show it off.” 

Gaurang: “This is exactly how I used to feel when I was living 
overseas. Every country screams out loud over every achieve- 
ment. But India? We don't even celebrate the big ones! It hurts a 
lot when you stay abroad. The image of the country needs to be 
worked on and built; especially today, when more of our TV 
viewers prefer watching CNN and BBC to local channels.” 

Akhila: “Even the government feels the need to project In- 
dia abroad. But the need for projecting India within India has 
not even been felt! That is where we must begin. If the image of 
India within India is good, there will be a spillover effect!” 

Rudra: "There have been several roadshows abroad on In- 
dia and the result has been that a lot of people end up visiting 
India and give positive feedback. But when they interact with 
Indians here, they find the image of India within India is so 
poor, that they go back very disappointed.” 


KHILA: “Just what I experienced at a temple in the South 

where crowds are a given. This man went up to a foreigner 

and said: “You must forgive us for the unruly behaviour; but 
the Gods are great!’ Forget pride, we are apologetic! Other na- 
tions are so proud with one-tenth of our achievement!” 

Rudra: “Exactly what I read in a middle recently. This man 
had visited the Liberty Bell since he had heard so much about 
it. And he says: ‘I saw this 200-year-old bell with inscriptions on 
it. Then I thought about the 5,000-year-old Sanchi Stupa in 
Madhya Pradesh with weeds growing all over, carrying a more 
powerful message. Look at the way we project it, hardly anyone 
visits it or knows its message.” 

Akhila: “The problem is that Indians themselves do not 
know enough about this country. It is a ‘lack of desire to know’ 
problem. The West and the Middle East have spent huge sums 
tracing the Biblical history back up to 2000 BC, whereas we, as a 
people, are smug with our inheritance, on which we prefer to sit 
sipping our colas and cognacs!” 

Rudra: “The only way to change all this for the long term is 
to do an equivalent of what the US did for its army — it made 
two years of military training compulsory. We should have a 
lean government machinery, make government service com- 
pulsory with people coming for 2-5 years of compulsory train- 
ing! Maybe even the PS can send employees for two years!” 

Naresh: “What we need is an overriding India vision which 
is created by the people of India.” 

(By now the debate was over; the myths had been exploded 
and the differences resolved. Now came the stage of ‘we the 
people of India feel this way’) 

Dinesh: “Economically, India is one, but socially, there is a 
lot of diversity and internecine battles. And we are not able to 
build one voice for the country. Take the Hindutva movement. 
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Is it the will of the common man or the fantasy of the uncom- 
mon men? True, Hinduism is very secular and democratic. But 
we don't know that, you see. We are happy selling to the world 
the diversity and the colour, not realising that this is more the 
image of the world of us than our own. But do we care? As long 
as we have the comfort of Coke, Samsung, Reebok and Levis 
within reach, yeh dilis no more Hindustani, man!” 

Tanaz: “Well said Dinesh! Yeh dil maange more, but does 
not want to give anything in return! But the truth is also that the 
GS does not have a good feeling about itself. The whole projec- 
tion that comes through the media is apologetic and defensive. 
In contrast, the PS is glossy, visible, talkative and fashionable. 
Tell me, how often do they advertise Indian Army services? 
Only when there is a war, right? India is not aspirational!” 

Naresh: “Every brand has attributes and a recall. So when 
you say Reebok, you think fitness, For the common man, the 
word ‘India’ brings to mind politicians and the government, 
but not the physical country. In the PS, a brand stands for the 
face of a company. But there is no icon for the face of India ex- 
cept the numbers, the squalor and the communal riots. So 
where is the aspiration? For that the government has to come 
through as people-friendly! So does the government need to 
market itself as a brand? When we say ‘Brand India, what is the 
recall? Or if the government were to talk about a specific 
achievement — ‘In the year 2000, we immunised two million 
children from polio’ — it is seen as the role-playing of the party 
in power. Not as an accomplishment of the country’s desire.” 

Gaurang: “But that is the problem! We have a convenient 
way of juggling governance and government. So bouquets go to 
the ruling party, while brickbats go to the bureaucrats.” 

Rudra: “But then, the brand for the country has to be the 
CEO, not the party. Once he is in the CEO's chair, he should stop 
aligning himself to a party and align himself to the state! It is his 
job to sustain Brand India without involving the party.” 


to have this dichotomy between government and gover- 

nance? Governance is an experiential thing! What exposure 
does a common man have to governance? Cleanliness? Law 
and order? Water? So one man may say, ‘What is the point of 
giving me 25 flyovers when I don't have water? That is where his 
perception of the government lies. Image is perception!" 

Tanaz: "The perception of the US being a people-friendly 
nation comes through its CEO. After 9/11, you saw the US pres- 
identleading a prayerin a church. Such an image is heartening. 
In India, the PM cannot be seen in a place of worship — he will 
lose votes from other religious communities. But Gandhi never 
visited a temple to manifest faith in prayer for the people! He 
led public prayers. That's how you create secularism in the 
country. A country that prays together, stays together. Take na- 
tional pride. Every country is so ‘nation-proud’. But, until re- 
cently, in India we could not even fly the flag outside our house! 
It was punishable offence!" 

Rudra: "So one person should drive the multicultural and 
multicommunity values of the nation. The team spirit is just 
not there. We still say the BJP did this or the Congress did that. 
We still don't have a brand for governance. That brand is India. 
That brand will be inherited and held in custody by the ruling 
party. But India will not and should not inherit the brand of the 
ruling party. The image-building mantle should be worn by the 
President of India. And today we have a stellar President who is 
so India-driven, extremely passionate about this country and 
where it needs to go. So Akhila, can we ask the President?” .— Ni 


(orren “How do we build Brand India when we continue 
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MAGAZINE OF THE NEW ECONOMY «s BUSINESSWORLD 26 MAY 2003 





ANALYSIS 1: 





Rumjhum Chatterjee is managing direc- 
tor of the capacity building division of 
Feedback Ventures, a leading integrated 
infrastructure development group. 


a favourite pastime for many. I wish 

to suggest ways in which the govern- 
ment sector can manage itself better. 

In a country that is as large and di- 
verse as ours, the government's job is 
daunting. Just take a look at the many 
challenges that confront our nation. 
From shortage of power and water in 
some parts of the country to deaths and 
disease in others. From religious upris- 
ing to political manoeuvring. From in- 
dustrial policy reforms to starvation and 
deprivation. Through all of this, we 
silently continue to add 'one Australia' to 
our population count annually and 
clock a consistent 4-596 GDP growth 
each year. A marvellous feat, no less! 

In the last six years, we have wit- 
nessed significant reform initiatives in 
several sectors. The divestment strategy 
has been implemented conscientiously. 
Reforms are well thought through and 
now accepted as a way of life. 

India is on the threshold of a major 
transition — from being just another 
less developed country' to being recog- 
nised as a global giant in the making. 
The time has come for us to stop and 


i OVERNMENT bashing has become 


think how we can contribute to making 


India a nation we are proud of. 








| 


| 


CASE STUDY ANALYSIS 


The issue is not only about changing | 


the image of the government. It is about 


making fundamental changesin theway | 


it functions. This, in itself, will bring 
about a perceptible difference in image. 
After Independence, the govern- 
ment entered various sectors that were 
not its natural stronghold. Ironically, the 
government lived up to its social respon- 
sibility, but lost sight of the critical issue 
— its performance in each of those sec- 
tors. And there it languished for years, 
never questioning the rationale for its 
presence, its service delivery and cus- 


tomer satisfaction, but proud of the fact — 
that it was the largest and most secure 


employer. The government sector be- 
came synonymous with poor service, 
sloth and bureaucracy. 

But it is important for the govern- 
ment to realise that the reason for the ex- 
istence of an organisation is to serve its 
customers. And that too, profitably. 

Granted, the private sector has the 
flexibility to hire talent that is best suited 


for its business. It can pay salaries that | 


are fitting, it can reward good perfor- 
mance through handsome incentives, it 





management model, the government 
must focus on five crucial things: 

@ Plan performance or define the 
‘what’ of performance. It needs to havea 
vision that articulates its overarching 
goals and aspirations. 

E Manage performance or define the 
‘how’ of performance by planning on 
the resources that it must commit, in 
terms of the right people and the appro- 
priate systems and processes that will 
deliver those goals. 

E instil a system to review performance 
by clearly defining the performance in- 
dicators and the measurement process 
that will enable evaluation of the objec- 
tives. The indicators must be realistic, 
measurable and objective. 

@ It must then plan on a mechanism by 
which it will reward performance. 

@ Finally, to put it all together, it must 
build a culture that engages all the stake- 
holders in the above process in a collab- 
orative and participatory manner. 

There are quite a few highly moti- 
vated individuals in the government sec- 
tor who are doing good work. An at- 
tempt must be made to leverage these 





can ‘fire’ for non-performance or ‘down- 
size' when the business is not healthy. 
These are things that the government 
can never dream of. While the private 
sector enjoys some flexibility in its oper- 
ations, it is also accountable for its deliv- 
erables. And therein lies the difference. 
There is a need to bring accountabil- 
ity into the government system. That is 
the starting point for introducing perfor- 


mance orientation and a culture with a | 


customer focus. The private sector deals 
with these issues in several ways. A per- 
formance management tool is a won- 
derful way of integrating or connecting 
the business dimensions with those of 


_ human resources, organisational sys- 





tems, productivity, etc. These are issues | 


that the private sector has successfully 
inculcated into its culture, thereby 
bringing about a change in attitudes and 
work styles. The government would do 


well to learn from the private sector on - 
each of these critical dimensions that : 


can change the way they work and, sub- 
sequently, how they are perceived. 
While developing a performance 


pockets of excellence and institution- 
alise the entire performance manage- 
ment system so that the government can 
become efficient. 

But how will this happen? First, as 
citizens of India, we need to voice our ex- 
pectations from the government and en- 
gage in a meaningful dialogue. Second, 
the private sector can partner with mul- 
tilateral and bilateral agencies to provide 
technical assistance to the government 
sector and help build its capacity. This 
should showcase pockets of excellence 
in the government and motivate people 
to do better. Third, we should find innov- 
ative ways in which talented individuals 
from the private sector can work with 
the government to transfer knowledge. 

So if the gap between the govern- 
ment and the private sector is bridged 
and if ‘performance orientation’ and 
'customer satisfaction become buzz- 
words in the government sector, the im- 
age of India will change. But we need to 
make it happen. Come, let's participate 
in nation-building! The future genera- 
tions will thank us for it. k 
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E case study highlights the gap be- 
fiee perception and reality. While 
the debate between the government 
(i.e., the public sector) and the private 
sector has been there since time im- 
memorial, it is only now that the con- 
tours of that debate have altered sharply 
both in India and elsewhere. As Freder- 
ick Bastiat said: “Government is the 
great fiction through which everybody 
endeavours to live at the expense of 
everybody else.” Or as Walter Bagehot 
wrote: “It is often said that men are ruled 
by their imaginations; but it would be 
truer to say that they are governed by the 
weakness of their imaginations.” This 
case study talks about the ‘fiction’, thatis, 
“the government” and the “imaginative 
powers” it is believed to possess. 

The case raises three issues. The first 
being the limits of the government. 
What should the government do? What 
role should be assigned to the private 
sector? The second is accountability. 
How should the government be respon- 


sible in a way that it becomes meaning- 
ful to the common man? Should ac- 
countability be different for the private 
sector? Third, the problem of image in 
shaping public perception. Is the gov- 
ernment oblivious of its image? How 
does it compare with the image con- 
sciousness of the private sector? How 
does one bridge the image divide of the 
government as insensitive and the pri- 
vate sector as the paradigm of efficiency? 

Let me take the first issue on what I 
call the limits of government. In an ex- 
treme sense, Lord Melbourne had said: 
"The whole duty of government is to 
prevent crime and to preserve con- 
tracts." American sociologist C. Wright 
Mills observed: "Not wishing to be dis- 
turbed over moral issues of the political 
economy, Americans cling to the notion 
that government is a sort of automatic 
machine, regulated by the balancing of 
competing interests." It would be rather 
extreme to believe that the government 
must be confined to merely providing 
security, enforcing contracts and acting 
as a balancing mechanism of competing 
interests. In excessively-regulated econ- 


companies. The ire of the consumer and 
the power ofthe market ensure account- 
ability. In the case ofthe government, ac- 
countability in a hierarchical system is 
much more diffused. Government offi- 
cials are generally answerable to their 
superiors and their performance is re- 
flected in their service evaluation record. 

In a democracy, the government is 
accountable to the people who make 
their preferences felt through the elec- 
toral process. For an ordinary consumer, 
this accountability is too diffused and 
the redressal mechanism weak. This 
does not mean that private companies 
are a paradigm of efficiency. Essentially 
driven by the profit motive, they always 
have to be conscious of what the con- 
sumer wants to ensure their survival. 
Nonetheless, examples of corporate 
maleficence, failure of corporate gover- 
nance norms, or duping customers are 
also there. The government also has 
pockets of excellence, but its ethos and 
structure do not confer credit for its 
achievements. Without an enabling pol- 
icy framework, private initiative cannot 
flourish, much less innovate. 





omies, the government took upon itself 
the responsibility of micro- managing 
economic decisions. This approach was 
often favoured on grounds of social 
equality and the absence of entrepre- 
neurial talent and capital. But this led to 
inefficiencies. The role of the govern- 
ment has evolved in the last decade. It 
has now become an instrument that 
guarantees security of life and property, 
looks after defence, takes care of foreign 
policy and provides a regulatory frame- 
work in which private competition can 
be fostered. A regulatory framework and 
an orderly transition are vital to prevent 
misuse of monopolistic or oligopolistic 
positions. The overarching considera- 
tion is the well-being of the people. 

The second issue relates to patterns 
of accountability. A private company is 
accountable to its shareholders while a 
public sector company is accountable to 
the people. Private companies which 
produce consumable goods or services 
are in direct contact with consumers. In- 
efficiency entails consumer dissatisfac- 
tion and competition penalises such 


Finally, there is the issue of image. It 
is often felt that the government is a 
monolithic structure and its diffused 
pattern of accountability makes it obliv- 
ious to public perception. In the same 
breath, it is argued that sales, profitabil- 
ity and future growth of private enter- 
prises are inextricably connected with 
their image. Till they are thrown out by 
the electorate, governments can remain 
oblivious of public perceptions. But now 
governments are becoming conscious of 
their image due to fear of possible elec- 
toral reverses. Governments don't ‘mar- 
ket’ themselves. This goes against a 
country. Creating an ‘India’ brand to 
highlight its achievements and enhance 
national pride needs innovative market- 
ing. The government cannot do this 
alone. It requires a cohesive integrated 
strategy of public-private partnership. 
As Ezra Pound said: “The image is more 
than an idea. It is a vortex of a cluster of 
huge ideas and is endowed with energy.” 

It is this cluster of energy that India 
must seek. Building an ‘India’ brand’ 
must be a national priority. © 
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quality of governance, and the effect 

it has on the quality of life of the peo- 
ple. It creates basic amenities of life, pro- 
vides economic and social security and 
instils hope about the future. The ad- 
ministration must be responsive, ac- 
countable and honest to the people. The 
government must conduct business 
with efficiency, economy, impartiality 
and integrity. 

Efficiency is the watchword both for 
the government and the private sector. It 
implies efficiency of management, fi- 
nance, marketing, technology, capital, 
labour and inventions and innovations. 
Ownership of means of production — 
whether public or private — is immater- 
ial so long as a consumer gets value for 
money in a competitive environment. If 
the public sector is bad, then the private 
sector is even worse because it has a 
profit motive. Privatisation is not a 
panacea so long asit does not lead to im- 
provements in allocative efficiency. Al- 
locative efficiency is a function of com- 


[crate or soven is assessed by its 


petitive market structure rather than 
ownership. When government-owned 
enterprises compete in the market, eco- 
nomic efficiency can be achieved pro- 
vided the government wants such enter- 
prises to remain commercially viable. 
The key issue is the effective use of re- 
sources. So let us be better doers than 
talkers, and better executors than plan- 
ners. Inefficiency will be inevitable if the 
execution is half-hearted. The conse- 
quence will be a rapid deterioration in 
the quality of policies and ideas. 

It will be wrong to nullify the govern- 
ment sector's achievements. The first 50 
years after Independence have been full 
of turbulence. India had to face external 
aggression and internal crises. Still we 
have succeeded in installing a vibrant 
democratic system. The GS has helped 
steer India to where it is today. The gov- 
ernment acquired the necessary means 
and power to change the pace and direc- 
tion of economic activity by taking over 
key sectors of the economy. The national 
priorities were translated into action 
through the GS. The political and social 
authority of the state helped in prevent- 


ing the accumulation of excessive and 
disproportionate economic power by 
any particular group or class in the soci- 
ety. The GS played a key role in achieving 
quantitative targets of production, the 
establishment ofa modern industrial in- 
frastructure, the agricultural infrastruc- 
ture and development of human skills. A 
sound industrial and agriculture base 
along with means of communication 
was established. A network of new rail- 
way lines, power generation stations, 
hospitals and educational institutions 
sprang up all over the country. The most 
laudable contribution of the GS was in 
the field of oil and natural gas. The GS 
added substantially to the existing 
power generating capacity in the coun- 
try. Effective management of the food 
economy through the production of 
necessary inputs and the operation of 
price support mechanism was ensured. 
No private entrepreneur would have 
ventured to invest in these areas. More- 
over, the non-performing private sector 
units were acquired by the GS through 
nationalisation. The case of textile units 
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is a glaring example where the private 
sector failed miserably. 

The GS suffers from many maladies 
such as excess manpower, poor work 
culture, high capital intensity, under- 
utilisation of capacity, lack of competi- 
tion, poor project planning, bad finan- 
cial planning, managerial deficiencies 
and government interference. The atti- 
tude of the chief executive is also very 
important. Development is nothing but 
a matter of changing attitudes. The lead- 
ers in the GS must be forward-looking 
and wise. They must have the vision for 
sound planning, managing costs and re- 
sources effectively and implementing 
projects in time. 

The main factors for the growth of 
the GS include the inadequacies of the 
private sector, benefits from natural mo- 
nopolies, price stabilisation, mobilisa- 
tion of savings, foreign exchange earn- 
ings, the urge for self-reliance, 
employment generation and other so- 
cio-political objectives. The actual per- 
formance has not been very encourag- 
ing. The main causes of failures on the 
financial front have been wrong invest- 





ment decisions and wrong criteria for 
selecting projects, time and cost over- 
runs and internal mismanagement. 
There has been lack of organisational 
objectivity resulting in the lack of ac- 
countability on the part of their man- 
agers. Public sector units are dominated 
by the bureaucratic form of leadership. A 
monolithic private enterprise will also 
suffer from such deficiencies. Corrup- 
tion, delays, mismanagement and si- 
phoning of funds are common in the 
private sector too. 

Honest implementation of pro- 
grammes by both the public and private 
sectors will help in easing the tension in 
society. If this is not done, people will 
give vent to their frustration through re- 
volts and the attempts of governments 
to improve the social and economic 
conditions of the people will fail. The 
rulers must stop playing their power 
games at the cost of people. The prob- 
lems of corruption and poverty must be 
addressed effectively. The government 
must be accountable to the people for its 
policies and programmes. 


MAGAZINE OF THE NEW ECONOMY r 49 N BUSINESSWORLD 26 MAY 2003 


BUSINESS BOOK EXTRACT 








Can insights 
from behavioural 
economics 
explain why 
good executives 


back bad 
strategies? 


Hidden Flaws 
In Strategy-2 


CHARLES ROXBURGH 


(The world of business is full of 
examples of bad strategy. One 
reason for that, say behavioural 
economists, is that the human 
being is not a purely rational 
economic decision maker. That 
is because the human brain has, 
over the millennia of its evolu- 
tion, developed shortcuts, bi- 
ases and basic bad habits. 

Thisarticle looks at eight insights from be- 
havioural economics that best explain exam- 
ples of bad strategy. This is the second and 
concluding part.) 


Flaw 5: The Sunk-cost Effect 


FAMILIAR problem with investments 

is called the sunk-cost effect, other- 

wise known as 'throwing good money 

after bad’. When large projects over- 

run their schedules and budgets, the 
original economic case no longer holds, 
however, companies still keep investing to 
complete them. 

Financial institutions often face this 
dilemma over large-scale IT projects. There 
are numerous examples, most of which re- 
main private. One of the more public cases 
was the London Stock Exchange's auto- 
mated-settlement system, Taurus. It took 
the intervention of the Bank of England to 
force a cancellation, write off the expenses 
and take control of building a replacement. 

Executives making strategic-investment 
decisions can also fall into the sunk-cost 
trap. Certain European banks spent fortunes 
building up large equities businesses to 
compete with the global investment-bank- 
ing firms. It then proved extraordinarily hard 
for some of these banks to face up to the 
strategic reality that they had no prospect of 
ever competing successfully against the likes 
of Goldman Sachs, Merrill Lynch and Mor- 


gan Stanley in the equities business. Some | 


banks in the United Kingdom took the ago- 
nising decision to write off their invest- 
ments; other European institutions are still 
caught in the trap. 

Why is it so hard to avoid? One explana- 

















tion is based on loss aversion: we would 
rather spend an additional $10 million com- 
pleting an uneconomic $110 million project 
than write off $100 million. Another explana- 
tion relies on anchoring: once the brain has 
been anchored at $100 million, an additional 
$10 million doesn't seem so bad. What 
should strategists do to avoid the trap? 

1. Apply the full rigor of investment 
analysis to incremental investments, look- 
ing only at incremental prospective costs 
and revenues. This is the textbook response 
to the sunk-cost fallacy and it is right. 

2. Be prepared to kill strategic experi- 
ments early. In an increasingly uncertain 
world, companies will often pursue several 
strategic options''. Successfully managing a 
portfolio of them entails jettisoning the 
losers. The more quickly you get out, the 
lower the sunk costs and the easier the exit. 

3. Use 'gated funding for strategic invest- 
ments, much as pharmaceutical companies 
do for drug development: release follow-on 
funding only once strategic experiments 
have met previously agreed targets. 


Flaw 6: The Herding Instinct 


The banking industry, like many others, 
shows a strong herding instinct. It tends to 
lend too much money to the same kinds of 
borrowers at the same time — to UK prop- 
erty developers in the 1970s, less-developed 
countries in the 1980s, and technology, me- 
dia and telecommunications companies 
more recently. And banks tend to pursue the 
same strategies, be it creating Internet banks 
with strange-sounding names during the 
dotcom boom or building integrated invest- 
ment banks during the 'big bang, when the 
London stock market was liberalised. 

This desire to conform to the behaviour 
and opinions of others is a fundamental hu- 
man trait and an accepted principle of psy- 
chology’. Warren Buffett put his finger on 
this flaw when he wrote: "Failing conven- 
tionally is the route to go; as a group, lem- 
mings may have a rotten image, but no indi- 
vidual lemming has ever received bad 
press."? For most CEOs, only one thing is 
worse than a huge strategic mistake: being 
the only person in the industry to make it. 
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We all felt the tug of the herd during the 
dotcom era. It was lonely being a Luddite, ar- 
guing the case against setting up a stand- 
alone Internet bank or an online brokerage. 
At times of mass enthusiasm for a strategic 
trend, pressure to follow the herd rather than 
rely on one's own information and analysis is 
almost irresistible. Yet the best strategies 
break away from the trend. Some actions 
may be necessary to match the competition 
— imagine a bank without ATMs or a good 
online banking offer. But these are not 
unique sources of strategic advantage, and 
finding such sources is what strategy is all 
about. 'Me-too' strategies are often simply 
bad ones". Seeking out the new and the un- 
usual should therefore be the strategist's 
aim. Rather than copying what your most es- 
tablished competitors are doing, look to the 
periphery” for innovative ideas and look 
outside your own industry. 

Initially, an innovative strategy may draw 
scepticism from industry experts. They may 
be right, but as long as you kill a failing strat- 
egy early, your losses will be limited; when 
they are wrong, the rewards will be great. 


Flaw 7: Misestimating Future Hedonic 
States 


What does it mean, in plain English, to mis- 
estimate future hedonic states? Simply that 
people are bad at estimating how much 
pleasure or pain they will feel if their circum- 
stances change dramatically. Social scien- 
tists have shown that when people undergo 
major changes in circumstances, their lives 
typically are neither as bad nor as good as 
they had expected — another case of how 
bad we are at estimating. People adjust sur- 
prisingly quickly, and their level of pleasure 
(hedonic state) ends up, broadly, where it 
was before. 

This research strikes a chord with anyone 
who has studied compensation trends in the 
investment-banking industry. Ever-higher 
compensation during the 1990s led only to 
ever-higher expectations — not to a marked 
change in the general level of happiness on 
the Street. According to Tom Wolfe's Sher- 
man McCoy, in Bonfire of the Vanities, it was 
hard to make ends meet in New York on $1 
million a year in 1987. Back then, that was 
shocking hubris from a (fictional) top bond 
salesman. By 2000, even adjusted for infla- 
tion, it would have seemed a perfectly rea- 
sonable lament from a relatively junior man- 
aging director. 

Another illustration of our poor ability to 
judge future hedonic states in the business 
world is the way we deal with a loss of inde- 
pendence. More often than not, takeovers 
are seen as the corporate equivalent of 
death, to be avoided at all costs. Yet some- 
times they are the right move. Two once great 
British banks — Midland and National West- 


minster — both struggled to maintain their 
independence. Midland gave in to HSBC’s 
advances in 1992; NatWest was taken over by 
the Royal Bank of Scotland in 2000. At both 
institutions, the consequences were positive 
for customers, shareholders and most em- 
ployees on any test of the ‘greatest good of 
the greatest number’. The employees ended 
up being part of better-managed and 
stronger, more respected institutions. 
Morale at NatWest has gone up. Midland has 
achieved what was, for an independent 


" bank, an unrealistic goal: to become part of a 


great global bank. 

Often, top management is blamed for re- 
sisting any loss of independence. Certainly, 
part of the problem is the desire of manage- 
ments and boards to hang on to the status 
quo. That said, frontline staff members often 
resist a takeover or merger however much 
they are frustrated with the existing top 
management. Some deeper psychological 
factor appears to be at work. We do seem 
very bad at estimating how we would feel if 
our circumstances changed dramatically — 
changes in corporate control, like changes in 
our personal health or wealth. 

How can the strategist avoid this pitfall? 
1. In takeovers, adopt a dispassionate and 
unemotional view. Easier said than done — 
especially for a management team with 
years of committed service to an institution 
and a personal stake in the status quo. Non- 
executives, however, should find it easier to 
maintain a detached view. 

2. Keep things in perspective. Don't over- 
react to apparently deadly strategic threats 
or get too excited by good news. During the 
high and low points of the crisis at Lloyd's of 
London in the mid-1990s, the chairman 
used to quote Field Marshall Slim: “In battle 
nothing is ever as good or as bad as the first 
reports of excited men would have it.” This is 
a good guide for every strategist trying to 
navigate a crisis, with the inevitable swings 
in emotion and morale. 


Flaw 8: False Consensus 


People tend to overestimate the extent to 
which others share their views, beliefs and 
experiences — the false-consensus effect. 
Research shows many causes for that, in- 
cluding these: 


E Confirmation bias, the tendency to seek 
out opinions and facts that support our own 
beliefs and hypotheses 

li Selective recall, the habit of remembering 
only facts and experiences that reinforce our 
assumptions 

E Biased evaluation, the quick acceptance 
of evidence that supports our hypotheses, 
while contradictory evidence is subjected to 
rigorous evaluation and almost certain re- 
jection; we also often impute hostile motives 
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to critics or question their competence 
lI Groupthink'5, the pressure to agree with 
others in team-based cultures 

Consider how many times you may have 
heard a CEO say something like: "The execu- 
tive team is 10096 behind the new strategy" 
(groupthink); "The chairman and the board 
are fully supportive and they all agree with 
our strategy" (false consensus); "I've heard 
only good things from dealers and cus- 
tomers about our new product range" (selec- 
tive recall); “OK, so some analysts are still 
negative, but those 'teenage scribblers' don't 
understand our business — their latest re- 
ports were superficial and full of errors" (bi- 
ased evaluation). This hypothetical CEO 
might be right but more likely is heading for 
trouble. The role of any strategic adviser 
should be to provide a counterbalance to 
this tendency toward false consensus. CEOs 
should welcome the challenge. 

False consensus, which ranks among the 
brains most pernicious flaws, can lead 
strategists to miss important threats to their 
companies and to persist with doomed 
strategies. But it can be extremely difficult to 
uncover — especially if those proposing a 
strategy are strong role models. We are easily 
influenced by dominant individuals and 
seek to emulate them. This can be a force for 
good if the role models are positive. But neg- 
ative ones can prove an irresistible source of 
strategic error. 

Many of the worst financial services 
strategies can be attributed to over-domi- 
nant individuals. The failure of several Lloy- 
d's syndicates in the 1980s and 1990s was 
due to powerful underwriters who con- 
trolled their own agencies. Overdominant 
individuals are associated with several more 
recent insurance failures. In banking, one 
European institution struggled to impose ef- 
fective risk disciplines because its seemingly 
most successful employees were, in the eyes 
of junior staff, cavalier in their approach to 
compliance. Their behaviour set the tone 
and created a culture of noncompliance. 

The dangers of false consensus can be 
minimised in several ways: 

1. Create a culture of challenge. As part of 
the strategic debate, management teams 
should value open and constructive criti- 
cism. Criticising a fellow director's strategy 
should be seen as a helpful, not a hostile, act. 
CEOs and strategic advisers should under- 
stand criticisms, seek contrary views on in- 
dustry trends, and, if in doubt, take steps to 
assure themselves that opposing views have 
been well researched. They should not auto- 
matically ascribe to critics’ bad intentions or 
lack of understanding. 

2. Ensure that strong checks and bal- 
ances control the dominant role models. A 
CEO should be particularly wary of domi- 
nant individuals who dismiss challenges to 


their own strategic proposals; the CEO 
should insist that these proposals undergo 
an independent review by respected experts. 
The board should be equally wary of a domi- 
neering CEO. 

3. Don't ‘lead the witness. Instead of ask- 
ing for a validation of your strategy, ask for a 
detailed refutation. When setting up hy- 
potheses at the start of a strategic analysis, 
impose contrarian hypotheses or require the 
team to set up equal and opposite hypothe- 
ses for each key analysis. Establish a 'chal- 
lenger team' to identify the flaws in the strat- 
egy being proposed by the strategy team. 

An awareness of the brain's flaws can 
help strategists steer around them. All strate- 
gists should understand the insights of be- 
havioural economics just as much as they 
understand those of other fields of the 'dis- 
mal science. 

This won't put an end to bad strategy; 
greed, arrogance, and sloppy analysis will 
continue to provide plenty of textbook cases 
of it. Understanding some of the flaws built 
into our thinking processes, however, may 
help reduce the chances of good executives 
backing bad strategies. 


Notes 


11. See Eric D. Beinhocker, 'Robust adaptive 
strategies', Sloan Management Review, spring 
1999, pp. 95-106; Hugh Courtney, Jane Kirkland, 
and Patrick Viguerie, 'Strategy under uncer- 
tainty', Harvard Business Review, November- 
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12. See Gary Belsky and Thomas Gilovich, Why 
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How to Correct Them, New York: Simon and 
Shuster, 1999. 

13. Warren Buffett, ‘Letter from the chairman’, 
Berkshire Hathaway Annual Report, 1984. 

14. See Philipp M. Nattermann, ‘Best practice 
&ne; best strategy’, The McKinsey Quarterly, 
2000 Number 2, pp. 22-31. 

15. See Richard N. Foster and Sarah Kaplan, Cre- 
ative Destruction: Why Companies That Are Built 
to Last Underperform the Market — and How to 
Successfully Transform Them, New York: Cur- 
rency/Doubleday, 2001. 

16. Famously described in Irving Lester Janis's 
study of the Bay of Pigs and Cuban missile crises, 
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logical Studies of Policy Decisions and Fiascoes, 
Boston: Houghton Mifflin, June 1982. W 
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Can Arun Shourie’s proposed unified licensing policy resolve the 
current deadlock in the telecom industry? 


RADHIKA DHAWAN 


N 28 April, the Confederation of 
Indian Industry (CII) held a tele- 
com policy forum for CEOs in 
Delhi. Present at the meeting 
were the two key telecom associa- 
tions, the Cellular Operators Association 
of India (COAT) and the Association of 
Basic Telecom Operators (ABTO). Also 
present were senior representatives 
from the industry and the government, 
including Vinod Vaish, chairman of the 
Telecom Commission. CII's agenda was 
to discuss long-term policy issues, but 
no one got beyond the current war in the 











industry. An attendee at the meeting was | 


surprised at the extent of political ten- 
sion in the room: "It was palpable. Every- 
one had an agenda." 

Since December 2002, when Re- 


liance Infocomm launched its wireless | 


in local loop (WLL) mobility services, 
cellular players have been fighting 
against what they see as basic telecom 
players' backdoor entry into mobile ser- 
vices. Their main contention: basic play- 
ers do not have a mobility licence and, 
hence, the service is illegal. 

Recently, the swords have become 
sharper. This is because, for the first time 
since Arun Shourie took over as telecom 





and information technology minister, 
the strongest indication of his thinking 
on the deadlock has emerged. Over the 
past few weeks, the minister has held 
discussions with key academic and fi- 
nancial institutions, among them the In- 
dian Institute of Technology-Kanpur 
and ICICI Bank, to look at policy mea- 
sures to revitalise the telecom sector. 
Specifically, he has tried to work out the 
modalities of a unified licence regime. 
As things stand, it is not clear what 
such a policy will entail. In fact, the pol- 
icy throws up more questions than an- 
swers. But if the licence goes through, it 
would be a revolutionary step. It would 
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catapult the country into telecom his- 
tory because no other country has a uni- 
fied licence policy for telecom. 

. Theoretically, a unified licensing 
regime will do away with different li- 


 . cences for various services. Historically, 


- Indian telecom policy has created a 


.. mesh of licences — one for cellular ser- 
=> vices in a metro, another for a state, a 
-third for intra-circle basic. services, a 


fourth for national long distance (NLD), 
 andsoon. — 
This has created piden! in the sec- 


tor. Players without an NLD licence are | 


not allowed to carry intra-state traffic 


even between states for which they have 
a licence. This is to help basic players - 
subsidise basic tariffs by charging more | - 


for intra-state long distance calls. But the 
entire NLD modelis beingthreatened by 
this anomaly. Also, WLL players have to 
restrict their mobility services to a region 
and cannot offer full-fledged mobility 
despite technology allowing it. And In- 
ternet telephony players are not allowed 
to provide services that let users dial 
from home personal computers to land- 
lines as that falls under the purview of 
the basic and NLD licences. Says Sid- 
harth Sinha, of the Telecom Policy Stud- 
ies Institute at the Indian Institute of 
Management-Ahmedabad (IIM-A): "(A 
lot of) complexity (has been) created be- 
cause these licences place artificial and 
inefficient boundaries across services." 
A unified licensing regime could re- 
solve these issues. But what would make 
the policy really revolutionary will de- 
pend on how suitably it is tailored to 
achieve the country's telecom goals and 


Q. What is a unified telecom licence? 


| A Theoretically, such a licence will do away with different licences for 
the various telecom sectors like intra-circle, national long distance, - 
state cellular and metro cellular and have one licence that covers all 
services. As of now, though, it is still not dear what the ministry will 


come up with. 


Q. The government introduced a Convergence Bill in 2001. Is 


this the same thing? 


A. No. This would be a narrower view of convergence as laid down in 
the Convergence Bill. That Bill dealt with convergence in media, the In- 
ternet, broadband and telecom. This licence would affect only the tele- 


com sector. 


Q. Would it include ali sectors of telecom? 


uM RR RR 


noton how effectively it resolves the mo- 
bility war. For instance, will it help drive 
penetration of telephony among the 
masses? Can it help improve the viability 
of the Rs 40,000-crore telecom industry, 
particularly that of the cellular players, 

whose current revenues barely match 


capital costs? And will it encourage for- 


eign investment in the sector? 
Those will depend on what Shourie 


comes up with. As it is, there is plenty of 


scepticism. Many worry that the policy 
will meet the same fate. as the Commu- 


nication Convergence Bill of 2001. That | 
Bill, modelled along the lines of the 
` Malaysian model of convergence, pro- 
posed that licences be broken up into | 
five segments like network infrastruc- | 
ture facilities, network application ser- | 
vices, networking services, content ap- | 
plication services, and value-added | 
network application services such asin- | 
ternet and unified messaging services. It 
would also have had a single regulatory | 
authority for both the media and the | 


telecom industries instead of separate 
ones, as is the case at present. However, 
that Bill is still to be acted upon. 

But given that thetelecom industry is 


mired in legal tussles between the cellu- | 
lar and basic players, the government | 


may have no option but to move quickly 


ASSET diei sede cal d 


—— 


on a common licence. As one source at a i 


financial institution says: "The court - 


process is not going anywhere and the 


government has begun looking at alter- 


native solutions." 


Thatiseasier said than done. Shourie | 
has to resolve these issues even while he 
balances the demands of both sets of : 


—— 


disbanded? 


———————————— 
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A. That is still to be determined. Ideally, this licence, if introduced, 


:should deal with all sectors — mobility, international and national 
long distance. However, the basic players think it HUE include just 


| | moniy fig now. 





telecom players? 


BÓ rete 


Q. Would the Telecom Regulatory Authority of India (Tral) be 
A. No, it would continue to regulate the industry. But if the Conver- 
gence Bill was to be passed ever, there would have to be one regula- 
tory authority for all sectors. in that case, the Trai would be disbanded, 
Q. is it likely to be introduced in the near future? 

A. Not likely. This will be a huge policy exercise and the migration path 
to such a scenario will have to be worked out. 

Q. Will this settle the imbroglio between basit and cellular 


A. Yes. Meanwhile, ous will continue the way they are. 
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FREQUENTLY-ASKED QUESTIC 
Q. Which other country has such a licence? 
A. Malaysia is the only country with convergence regulation in the true 
sense. So India could end up being only the second country in the 
world to introduce a convergence policy. However, it would be the 
only country in the world with just a unified telecom licence. 





players. And he has to do it in a way that 
makes the migration to the unified | 
cence policy smooth. | 
The government does have the ba 
ing of the basic telecom players. T 
because a holistic licence should pu 
end to the hostility of the cellular pl 
and allow basic players to offer ful 
imate mobility. Indeed, this is the key fc 
cus of Reliance Infocomms lobbying 
forts. Mukesh Ambani, in fact, refer 
to this licence in February at the f 
meeting of the Telecom Tribunal 
body that Shourie set up to get ce 
and basic players to reach an. out-o 
court settlement). | 
Others who support the institutio 
of sucha licence feel it will encourage 
tegration in the sector. They say that in 
future, market realities will force players | 
to integrate. A single licence will resultin. — 
consolidation, as it will make it difficult. — 
for regional and small players to com: > 
pete against integrated players, who can = 
cross-subsidise services. if there are... 
enough safeguards against predatory - 
pricing in the policy, this will lead to a. 
healthy and viable environment fortele 
com players, the proponents say. Ue 
Cellular players, however, seetheli-. 
cence as a way of sneaking in basic play- 
ers into mobility services. They, in fact, - 
believe it is a reactive policy, Says one 
cellular industry official: “This is just the _ 
government's knee-jerk reaction tosolve __ 
a problem gone bad. Who is asking for- 
convergence except forthe basic play- 
ers?” Cellular players are also unhappy a 
with the way the government is going _ 
about conducting this exercise. Says one 
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lobbyist: “There is no 
transparency in the way 
things are being han- 
dled. We have submit- 
ted so many points of 
view to the government 
on convergence, they 
should have involved us 
in this exercise.” 
Basically, critics 
question the need for 
such a policy. They say a 
lot of the conditions the 
government is trying to 
create through the new 
licence already exist. 
Convergence in the use 
of technology and infra- 
structure is already pro- 
vided for in the current policy. The policy 
initially insisted on GSM (which cellular 
players use) as the technology for mobil- 
ity, but as of September 1999, mobility is 
technology agnostic. Infrastructure sha- 
ring, too, is allowed; a cellular services 
provider can use its network to provide 
basic services in a particular state. 
Besides, there is unrestricted entry 
into every sector except for mobility and 










ABTO's 


issue 


The New 
Policy Must... 


...have a more efficient 
method of achieving universal 
service goals than the current 


LI 


rollout obligation, which 
imposes heavy entry and cost 
restrictions on players 





...Feassess the logic of revenue 
sharing as the concept will lose 
relevance if licences are unlimited 
and there is no bidding 





...provide a fair migration path 
to all players moving to the 
new regime 















...work out a method of pricing 
and allocating spectrum. As it is 
a limited resource, the licensing 
of spectrum could be separate 

from the licensing of services 


...deal with 
political pressure —— i 


to subsidise basic 
tariffs 















S.C. Khanna 


The ABTO feels the 
licence should 
currently address 
only the mobility 






¥ 


© It will untangle the complexities 
of having separate licences for 
various services 


© It reflects the realities of the 
market where integrated 
player economics are 
becoming necessary 


© Cross-subsidisation of services 
is necessary for creating 
efficient telecom businesses 





limited mobility. So any player can pro- 
vide international or national long dis- 
tance or offer Internet services on pay- 
ment of the required licence fees. Bharti 
already does this. Says IIM-A5 Sinha: “So 
anyone can effectively create a ‘unified 
licence’, except... (that there are) admin- 
istrative problems of dealing with multi- 
ple licences.” Others refer to the issue of 
solving the problems of the entire indus- 
try as a whole. James Abraham of Boston 
Consulting Group says: “By itself, the li- 
cence is a bit of a band-aid solution and 
(has come) a little late. The question to 
ask is what will it do for policy goals?” 
Clearly, if this licence has to be a half- 
decent policy measure, it must be clear 
in its thinking. For instance, has 
Shourie identified a way in which 
companies can migrate to the new 
licence? There are no clear answ- 
ers. Yet the issues here are plenty. 
Will companies have to pay addi- 
¿J tional licence fees in the new 
regime? For integrated players 
like Bharti or BSNL, these are 
not issues. But at what cost will 

a company like Hutchison, 

which provides only one ser- 

vice, be allowed to offer multi- 

ple services? Or will this new 

policy apply only to fresh in- 
vestment in the sector? Also, will 
it discourage foreign players 
from investing in India as they 

may be forced to provide all ser- 
vices in order to survive? And how 

will the migration formula account 
for licence fees already paid? 

Players are also divided on whether 
the migration path should include all of 
telecom or just the mobility issue right 
now. Basic players would ideally like it to 
be restricted to just mobility. At the CII 
summit, when the cellular players han- 
kered for a solution that would cover all 


Unified Licence: Opposing Stands 


© The present policy allows 
convergence in technology 
and infrastructure anyway 


© It is a way of giving basic 
players entry into full mobility 
and is not a proactive policy 
measure 


© It will lead to monopolies 
and predatory pricing, which 
could hurt the consumer 


















COAI's T.V. 
Ramchandran 
The COAI feels it is 
a reactive policy. It 
will wait for the 
migration formula 
before judging it 
























of telecom, ABTO secretary-general S.C. 
Khanna said the unified licence should 
cover only mobility right now. 

Then, there are also issues of pricing 
and allocating spectrum. Both limited 
mobility and cellular players use spec- 
trum, but the method of allocating it to 
them is different. In the case of cellular 
players, the spectrum is auctioned; in 
the case of basic players, it is allocated 
on the basis of a fixed fee. Says Sinha: 
"There is a fundamental asymmetry in 
the treatment of the two services in the 
assignment of spectrum." 

Shourie also needs to tackle the mer- 
gers and acquisitions problem. Last 
week he indicated he is open to players 
holding more than one licence in each 
circle. As of now, if a cellular player has 
1096 equity in a company in a circle, it 
cannot pick up more than 10% in anot- 
her one in the same circle. The BPL- 
IDEA Cellular merger was derailed as 
both players had licences for Maharash- 
tra and BPL could not hive of its Maha- 
rashtra licence. The new policy would 
also allow small players like RPG Cellular 
and Spice Telecom, which have metro- 
specific licences, to exit the sector. 

The migration path issue is where 
the whole house of cards can come tum- 
bling down. It will also test Shourie's 
mathematical as well as diplomatic abil- 
ities to the fullest. The cellular industry is 
in no mood to compromise. They insist 
that some compensation be paid to 
them as the government changed the 
rules of the game mid-way and violated 
the Telecom and Regulatory Authority of 
Indias ‘need and timing clause. It is un- 
likely that the government will return 
the licence fees that cellular companies 
paid. One solution may be to offer a sop 
like removing revenue share. 

Shourie has to weigh his options, or it 
will be back to litigation hell. m 
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ULTIFUNCTION devices (MFDs), or ‘all-in-ones’ 
as their makers like to call them, always seemed to 
have an unbeatable combo of functions: printing, 
scanning, copying, faxing and, sometimes, being a 
telephone. In a single space-saving unit, they were 
what you would think every office would look for. 

In truth, all-in-ones have never really taken off. They 
have been around for over a decade. Initially, they were ex- 
pensive and bulky. Also, only one function would work re- 
ally well, while the others would always be less than perfect. 
But alot has changed over the years. MFDs have become 
good at each of their separate functions. Their bulk has 
been reduced and they almost look cool. Their cost has also 
dropped dramatically. Today, you can have colour copying, 
scanning, printing and the occasional 
fax (if you are still using that) at your 4 
table. Some of the companies that 
make MFDs — Hewlett-Packard, 
Canon, Epson, Lexmark, 
Olivetti, Sharp and Xe- 
rox — believe they will 
sell more MFDs this year. 

I've been working with one 
of these personal all-in-ones 
for the last few months. The HP 
PSC 2210 is the simplest thing 
to use. It has a USB connection, 















so I plug my notebook into it oa ples 
when I want and barely wait a directly aie 
second for the two to recognise digital 

each other. Another few moments cameras, but 
and I have my colour printout of a has no fax 


quality that matches up to standard 
standalone printers. The printer in this de- 
vice is inkjet-based and does a good job. It prints 
at nine pages per minute (ppm) for text and does a good job 
of graphics. The scanner, too, is good — though they are not 
exactly what high-end design professionals would want to 
use (they have other options). The resolution it scans at is 
1,200 x 1,400 dpi. There is an average colour copier — useful 
for everyday routine work. You can also send and receive 
colour faxes, provided there's a colour fax at the other end 
too. This all-in-one also reads memory cards from digital 
cameras; so you can plug that in and print photos directly 
from the card. You can even move the images to your PC 
from here. The PSC 2210 costs Rs 23,750. That is not much 
for something that prints, scans, faxes and copies. However, 
it is a touch expensive if you end up just printing. 

Another personal MFD I saw this month was Canon's 
MPC200. This one also prints from smart cards and directly 
from digital cameras. It prints crisp and clear text — it is fast 


ONE SIZE FITS ALL 


HP's psc 2210: 








MALA BHARGAVA 


at 8 ppm and it takes just two minutes to print a full page of 
graphics. At 4 ppm, the copying speed is not bad either. 
Scanning is at about 36 seconds for a page of graphics and 
text, though at a slightly lower resolution. And it is fairly eco- 
nomical with text printing. This one does not have a fax and 
costs Rs 18,995. 

Both of them make nice compact home or office 'photo 
labs, especially when they are combined with a digital cam- 
era. They are fairly trouble-free if used with care and are 
very, very convenient. 

If they are all that good, where's the problem and why is- 
n't every office and home populated with all-in-ones? For 
one, all-in-ones are ideal for a certain niche. For instance, a 
CEO who is separated from the main network printers and 

photocopiers in an office might find one really 
convenient. It would also fit a small office 

where a small number of people will use 
one function or the other lightly. But 

in other situations, the economics 


copies, faxes, à : ; 
P begin to matter. While the cost of 


prints well. 

The scanner is these devices is falling, the cost 
not good of consumables is not. So, if 10 
enough for or more people in a firm were 
high-end use to use MFDs, the cost to the 


company would be 
greater compared to 
P^ using devices like, 
» say the network 
printer. Plus, if 
you have a multi- 
_. functional device 
that is so handy, 
| you will tend to use it to 
-— output more than you ordinar- 
ily would and that, too, would take 
the cost of the consumables up. For designers or small ad 
agencies, personal all-in-ones would be outrageously ex- 
pensive. They would also not get the kind of quality they 
would need for their high-end, specialised, professional 
scanning and printing jobs. Many potential buyers who do 
not feel they really need the fax or scanner function would 
tend to opt for a good printer instead. 

But some of this may change as all-in-ones get more af- 
fordable and more feature-rich. Already some MFDs like 
the X83 from Lexmark (Rs 11,999) and the HP PSC 1210 
(Rs 10,000) are available. Forlighter home or personal office 
use by three or four people, all-in-ones offer enough value 
for money to make them worth considering. 

Mala Bhargava is with Cyber Media (India) and edits 
Living Digital. You can e-mail her at malab@cmil.com. 
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Arvind Mayar, MD Fedders 
International Airconditioning (P) Ltd., says, 
"the product penetration is less than 2%.” 
Mayar adds air-conditioners are a necessity 
as they have a direct bearing on the work 
efficiency of individuals. 

All of this affords plenty of options for 
the players. Seeing the potential and 
voluminous growth, RAMA  - 
(Refrigeration and Air Conditioning 
Industry) had recently used the services of 
McKinsey & Company for conducting a 
study to examine the refrigeration and air- 


conditioning sector in India. Mainly to 
evaluate the potential for growth, 
understand the barriers to growth, identify 
the levers for unlocking potential and 
suggest initiatives that industry players 
and the association can undertake to 
accelerate growth in the sector. The 
findings peg the current market for both 


the household segment and commercial 


for air-conditioners and 








PROMOTIONS 


product-market scope by aggressively 
pursuing service and export opportunities. 
The study clearly brings out that the proper 
and systematic implementation of these 
initiatives can result in growth rates of as 
much as 55 % in household air conditioners 
and about 20% in commercial air 
conditioning & refrigeration. Another area 
where India can have an advantage is the 
export market. The export and the services 
business, the study says has the potential to 
grow to Rs. 1200 crores and Rs. 500 crores 
by 2007 respectively. 
















































Exports is one area which will make 
rapid strides. Hitachi estimates India, as 
one of the most significant AC markets in 
the world and plans to make India a 
strategic base for Hitachi’s AC business. 
Making the best use of its cost 
competitiveness, Hitachi intends to 
develop India as the export hub of Hitachi 
window type AC worldwide. 

Aiding the growth is the regulations, 
lower tax and duty structure, lower control 
on imports, easier norms for foreign direct 
investment. Therefore, it is not surprising 


that existing marketers are aggressive in 
their approach and new marketers are 


setting foot in the country. But cautions 


Thiagarajan, "The consumer is either 
misinformed or is not educated on the 
entire concept of air cooling within a space. 
Many nuances like understanding his 


requirement and then matching the 
tonnage to it, placement of the air- 


conditioner, its maintenance & after sales 
Service, proper installation, wiring et all go 
along way in providing cool indoors. As 
|.also proper installation facilities in a 
building for air conditioners.” 








Hitachi Home & Life Solutions (India) 
while Amtrex Hitachi Appliances 


bout 1475 of the market share in 
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your business 


do better. 








Packaged AC Visi Cooler 





. Open yourself to a world of customised cooling solutions. 
Solutions that are designed keeping your unique business 
problems in mind. Solutions that save Power. Space. Time. And 


BLUE STAR 
most importantly, Money. Solutions that deliver on aesthetics as Y 


well. Solutions to help your business do better. Much, much bette. BREATHE EASY | 


To know more on how we can help your business do better call any of the numbers below or email us at coolingsolutions@bluestarindia.com 
| 








Window ACs | Split ACs | Cassette ACs | Concealed Split ACs | Packaged ACs | Central ACs Deep Freezers | Display Freezers 


— 


Cold Storages | Ice Cube Machines | Water Coolers | Bottled Water Dispensers | Visi Coolers | Soft Ice-Cream Machines | 


For a free booklet on Comfort Airconditioning or Power Savings in Airconditioning, write to Blue Star Response Management Centre, C/o Blue Star Ltd., 9, Bazullah Road, Chennai 
600017 or email at powersavings@bluestarindia.com For more information, please contact BLUE STAR LIMITED: BANGALORE: Tel: (080) 5584728/5599395 BHOPAL: Tel: (0755) 
5273378/5273379 BHUBANESWAR: Tel: (0674) 2508239 CHANDIGARH: Tel: (0172) 791101/790482 CHENNAI: Tel: (044) 28116668/28116709 DELHI: Tel: (0124) 5094000/5094100 GOA: 
Tel: (0832) 2462756/2461671 JAIPUR: Tel: (0141) 2225963/2225326 KOCHI: Tel: (0484) 2352069/2383139 KOLKATA: Tel: (033) 22480131/22101205 LUCKNOW: Tel: (0522) 
2786172/2787014 MUMBAI: Tel: (022) 56684000/56684100 NAGPUR: Tel: (0712) 2243216/2238788 PUNE: Tel: (020) 6127230/6122307 SECUNDERABAD: Tel: (040) 27842057/27811202 
THIRUVANANTHAPURAM: Tel: (0471) 2720025/2720065 VADODARA: Tel: (0265) 2332021/2332022 VISAKHAPATNAM: Tel: (0891) 2748433/2748405. 
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the organized sector The manufacturing 
facilities at Kadi & Silvassa, is one of the 
seven Hitachi air conditioner facilities 


established worldwide. It relies on its | 


inherent strength of innovation and — 


technological advancement. For the 
household sector, the Hitachi range of 2003 
includes 17 exciting all-new window and 
split models - eight new models of Logicool 
Mu and nine Big Flo models in capacities 
from 0.75 TR to 4 TR. The prices of these 


models range from Rs. 19,000 to Rs. 86,000. | 
The Logicool u launched recently - 
draws inspiration and technology base - 


from the u (Mu) chip launched by Hitachi | 


in Japan last year. As Akira Kamitani, 


Managing Director, explains, "The Hitachi | 


Logicool u range is a perfect example of | 
Hitachi's philosophy to harness cutting- - 
edge technology to offer innovative - 


solutions based on actual user feedback." 
It offers an unique concept first time 
ever in India - an Auto Climate Technology 
- an Intelligent environment control based 
on the geographical location, the weather 
conditions and the time of the day for over 
100 cities in India. The Power Index allows 
the users to know the relative power 
consumption of the air conditioner at 
different settings through the visual 
indication on the control panel. It also 
incorporates patented XHE Technology, 
which increases the cooling efficiency and 
decreasing power consumption by more 
than 100 watts. It offers international 
styling with Graphic User Interface (GUI) 
of providing real time information to the 
user on various AC settings and control 
parameters. The split air-conditioner 
incorporates a panel based on Vacuum 
Fluroscent Display (VFD) technology. The 
Window AC provides information on 
critical performance parameters through an 
Innovative Centre Signal on the front grill. 
For the industrial segment, Hitachi 


provides customized “Intelligent Cooling - 


Solutions". 

Testing the waters for the first time this 
summer in the domestic market is Fedders, 
Mayar says, "the domestic market is 


growing at about 20% per annum of which - 
the household segment seems to be. 


plant in  Himachal 
Pradesh. As  Mayar 
| says, “we have 


growing at a comparatively faster rate.” 
Fedders though a seasoned player in 
the international market is a recent entrant 
in India in clean air technology. There are 
plans to develop India into a sourcing base 
for supply to its existing markets and its 
foray into newer 
markets. The company 
has set up 
manufacturing facilities 
at Dadra with a capacity 
of 300,000 units per 
annum and an assembly 





recognized brand name, 
our products are high 
performing one and cool 
very fast. Our manufacturing 
is our biggest strength." 

The company is in for the long haul. 
Mayar adds, "building brand takes time. 
We are initially targeting the household 
segment. We have just launched the 125 
ton air-conditioner window unit in the 
country meant for the urban dweller. This 
product optimizes on the space, running 
cost and initial cost to make it an ideal 
product for the city bred mobile urbanite." 

The company is offering products both 
imported and produced in India. The 
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Thiagarajan adds, “we are providing 


customized solutions to businesses based 


on their need. We first assess the needs of 


| the business and then air conditioning is 


selected on that basis. It is more of a three 
point programme of optimization on the 
lines 


| 


| 


| of power consumption; quality of indoor 


air and air distribution within the office 
space." 

The being, the 
requirements of every organization is 
different, the need for air conditioning also 
varies. A need based installation lowers 
energy consumption tremendously and 
provides for better working in the long run. 


mantra since 


| Thiagarajan cites an example of a software 
| company where the human load is high 


products combine latest technology in | 
| equally high. At the same time, there is 


providing quiet, efficient air conditioning 
equipped with state of the art compressors 
all meeting the company's stringent quality 
norms. Window air conditioners are priced 
between Rs. 18,250 - Rs. 27,300, whereas 
Split air conditioners are priced between 
Rs. 30,000 - Rs. 39,100/-. On the marketing, 


the company is concentrating on the North - 


and Western regions and should go 
national in a year's time. 

Blue Star on the other hand is focusing 
on the B2B model of providing air 


and the requirement of air-conditioning is 


pressure to bring down energy 
consumption. “We understand this and 
offer solutions of peak time usage & 
automatic shut downs in certain areas 
during non peak hours. Maintenance ease, 


- the installation of fresh air ducts and a host 


of features can be incorporated to make life 
easy for the enterprise." Though the 
company has products for the household 


| segment, the focus is clearly the business 
, segment. 


conditioning solutions to businesses. The | 
. concrete plans to tap the potential. For the 
| consumers it is going to be interesting days 


company with nearly six decades of 
experience in the country is today India's 
largest central air-conditioning company 
with an annual turnover of over Rs. 510 


crores and manufacturing facilities located — 


in Thane, Dadra and Bharuch (Gujarat). 


60 


For the future, most companies have 


ahead with innovative products at 
_ affordable prices. 2 
CHITRA BALASUBRAMANIAM 


Only a few things in life are worth waiting for. 
Cooling doesn't have to be one of them. 
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Nothing cools faster than a Fedders air conditioner. Equipped with state-of-the-art inner grooved tubes, heavy-duty compressor 
and larger coils, Fedders' heat removal mechanism works incredibly fast. And its discernibly superior air-throw system circulates cold 
air better and faster. Of course, Fedders air conditioners also have a host of superior features like healthier airflow, whisper-quiet 
operations, and more. Little wonder that Fedders has been the top choice in USA for over 50 years, and the choice of 
discerning customers in over 65 countries. Because it is perhaps the only air conditioner that respects time. Your time. 


Unbelievably Fast Cooling. 


AIR CONDITIONERS € AIR PURIFIERS x DEHUMIDIFIERS 


FEDDERS is a registered trademark of Fedders North America. Inc 
Head Office: Fedders International Airconditioning (P) Ltd., A-30 Kailash Colony, New Delhi-110048. Phone: 91-11-51730730, Fax: 91-11-51 730743. 
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Penguin Books India 
Pages: 284; price: Rs 295- 
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rooms of luxury eating. 


















_ whoruled this city along with the di- 


| diving into a grimy side street in Laj- 


- their dupattas to be dyed, you know 
..$ this is a chef ofa different cut. It's a 
~ chef who has done extensive re- 
search, a chef who has tried out the 
. regional fare in the official bhavans 
of the state governments and in the 
streets and just about every nook 









who is willing to share more than a 
recipe or two to tickle the palate of 
the gourmand reader. This book is 
potted history, guide (there are area- 
wise listings at the end of chapters of 
the better known dhabas) and 
recipe book all rolled into one. That 
might seem like an unwise colla- 
tion, but, fortunately, it doesnt end 
up as indigestible potpourri. 
O'Brien's culinary sense makes it a 
_ well-balanced offering. B 
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S. with a man, so with a city. A | 
good, but not necessarily the : 

Pa best, way to the heart is through | 
the stomach. In the case of Delhi, it 
is a many-splendoured way, a gas- | 
tronomic adventure that takes in | 
the lingering aromas of ancient al- : 
leyways and tangy cul desacs before _ 
wafting into the elegant dining : 


5. - Charmaine O'Brien, a trained | 
4 chef who runs a catering business, | 
adds generous dollops of history to | 
| 4 this trip through Delhi's eateries to | 
— 7. make the trail a spicy one. Flavours : 
: of Delhi traces the culinary legacy of — 
_ the various dynasties and emperors : 


etary sociology of the | 
different communi- | 
ties which give the - 
capital its distinctive | 
taste. O' Brien hasan | 
eye — and a nose — | 
for detail. Whether | 
she is lingering over . 
the opulence ofthe : 
Mughal table (she | 
has tapped the best - 
reference works) or - 


«ov 4 pat Nagar which serves moong dal ; 
4. pakoras to the women who wait for ` 


and corner of Delhi. It's also a chef 


| better Pepperingthe — 


DILIP RAOTE 
HEN they are not at work, 
Mumbai's municipal sweepers 
look like ordinary middle-class 
women. They wear colourful 
sarees, gold jewellery and wrist- 
watches. Eunuchs are mod now; they are 
moving from sarees to jeans/T-shirts 
and business suits of the kind female ex- 
ecutives wear. And they carry 
mobile phones. 
Prostitutes are 
shedding their coa- 
rseness. They are 
well-attired and 
soberly painted, 
and they carry neat 
shoulder-bags and 
mobiles. | once saw 
a mobile hooked to 
the belt of a 
labourer digging a 
trench. Beggars 
have upgraded 
their marketing skills. In five-star 
areas they implore tourists in German, 
French and Japanese. These are street 
people who attract attention. There are 
others who have to be sought out by stu- 
diously scanning the environment. 
During Ramzan there are probably 
more non-Muslims than Muslims enjoy- 
ing the food at all-night restaurants and 
roadside stalls in Muslim areas. And the 
number of burkha-clad women waiting 
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| OW often have you wondered where 
| good managers would be without 
| good secretaries? How many times 
| have you thought what the pin-up boys of 
| the boardroom would have done without 
| their superefficient Man/ Girl Fridays? 
| Rosanne Badowski provides some clues 
| in Managing Up. Badowski, who was ex- 
| ecutive assistant to | 
| 

| 

| 


| 
| 
| 
| 
| 
| 
| 
| 
| 
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on pavements for their children to 
emerge from English-medium schools is 
increasing. Simultaneously, the city’s 
Urdu newspapers bemoan the decline of 
the Urdu language and culture, 

The son ofthe cigarette-paan vendor 
in my locality is about to go to the US 
where he's got a job. The daughter of a 
lady who sells puja stuff outside a tem- 
ple is preparing for MBA entrance tests. 

Then there are the claims 
one hears. Of a ruffian 
thrashed by autorick- 


shaw drivers in the 

AND MUMBAI good old days — he 
he CHA later became the 
ansition Maharashtra chief 

; minister. One also 


hears of loafers 
who became in- 
dustrialists, build- 
ers, filmstars or fi- 
nanciers, There are a 
million stories like 
these. The plain-looking 
guy nearby may be moving up 
towards billions or falling from a ped- 
estal. Everyone is in a state of transition. 
Mumbai is in transition. The city's mo- 
tto: forget yesterday; yesterday is old hat. 
Not one in 10,000 city dwellers can give a 
15-minute talk on Mumbai's history. 
The vigour, vitality and futurism of 
the city do not come through in this 
book, the third in OUP’s series on Mum- 
bai. The other two are Bombay, Mosaic of 


ited by Sujata 
Pateland = 


book with anecdotes about Weich and his 
team, she explains how she survived dur- 
ing her 14-plus years as the boss's ‘secret 
weapon. She offers tips that are refresh- 
ingly different. For instance, she advo- 
cates impatience as a virtue (to enhance 
productivity), and believes it is good to 
‘have no shame’ but not a good idea to 
run a 'too-quiet office. The book is all 
about creating a productive partnership 
with your boss. It does not teach you how 

to make an average 


Managing The Boss 


former General Elec- MANAGING UP boss good, or ways 
tric CEO Jack Welch, How to Forge an to get him to make 
offers advice on how Effective Relationship decisions that you 
workers lower in the with Those Above You think are right. Nor 
hierarchy can make By Rosanne Badowski is this book a guide 
their relationship Doubleday to getting promoted 

| with their boss work ` Pages: 288; price: $23.95 for reasons other 
cues, than merit, a 
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OF MUMBAI 


Modern Culture and Bombay, Metaphor 
for Modern India. These are academic 
books written largely with awesome se- 
riousness and backed by statistics. 
Editor Sujata Patel sets the tone in 
the introductory chapter. The change of 
name from Bombay to Mumbai “sym- 
bolises the transition from a colonial to 
an indigenous orientation. Contrarily, 
this move was perceived, ... as a chauvin- 
istic act by the Shiv Sena government 
that obliterated historical expressions, 
experiences, and processes which were 
part of the received colonial epoch, but 
were not necessarily stamped by colo- 
nialism. The name change was... erasing 
a multi-ethnic and multilingual cos- 
mopolitanism being nurtured in the city, 
that of a bourgeois class-based moder- 
nity, substituting it with a populist-ori- 
ented ethnic and religious identity.” 
Whatever does that mean? Besides, 
there is a factual error. The Shiv Sena 
ruled in coalition with the BJP. There is 


obvious prejudice, or ab- 
sence of academic objec- 
tivity, against the Shiv 
Sena in this book. The 
Sena-BJP coalition wasn't 
voted to power because of 
its chauvinistic agenda, 
but as a reaction to Con- 
gress incompetence. 
Mumbai has shed its primitive ‘mul- 
tilingual cosmopolitanism' and moved 
to globalism. There is international ar- 





chitecture, international inputs for com- | 


munity movements which include pre- 
serving colonial heritage sites, a rush to 
learn foreign languages, international 
attitudes and T-shirt slogans (‘Access de- 


nied’ on a young woman's bosom), ade- | 
cline of regional language schools and | 


spread of English as reflected in the 
Hinglish of Hindi films and FM radio sta- 
tions, the growing sales of newspapers 
and magazines that make the Mumbai- 
wallahs more informed. And the Shiv 


SUJATA PATEL, head of the sociology department at Pune University, 
teaches contemporary theory and urban sociology. Her books include 
a study of Operation Flood and the Ahmedabad textile industry 








REVIEWS 





Sena has gone national and may even go 
global as attacks on Indian immigrants 
by jobless locals rise in the West. 

But there are some readable and in- 
formation-filled chapters such as those 
on the film world, healthcare, commu- 
nal riots and Dalits. The ones on work 
and poverty are atrocious, though full of 
facts which may be true. Mumbai is not 
about poverty; it is about opportunities. 
Textile workers lost jobs, but their homes 
now display boards offering services of 
all kinds — tuitions, beauty care, etc. The 
former mill workers and their wives have 
become entrepreneurs. If Mumbai's 
poor were offered better locations in the 
hinterland, it is unlikely that they will go 
there. They won't shed the Mumbai 
stamp — it has value even if that value is 
not immediately in sight. 

The seriousness of the book elimi- 
nates anecdotes or examples of Mum- 
bai's humour and dry wit. Even the film 


JIM MASSELOS teaches history at the University of Sydney. His inter- 
ests include modern South Asian history, Indian art and religion. He 
has worked extensively on theories of time and space 





Avoiding The Stickiness Of Knowledg 


The content may not, because INSEAD 
associate professor of strategy and man- 
agement Gabriel Szulanski has stuck to the 
academic tone of his Ph.D. thesis in the book. 
Yet, Sticky Knowledge does not merely 
theorise on the problems companies face 
while transferring knowledge from their su- 
perior performing units (or sources) to other 


T» title of this book sticks in your mind. 


mew STICKY KNOW- 

sticky knowledge | LEDGE 

NEN AP PENEDA By Gabriel 
ee Szulanski 

: T « Sage Publications 

SS pages: 125; 
| m mt racc MEE ages: , 
Ree price: £18.99 


chapters have no anecdotes, an absurd 
lapse. The book may give a wrong im- 
pression of Mumbai to outsiders. Mum- 
baiwallahs will ignore it. * 


comes ‘sticky’: causal ambiguity, or lack of 
understanding of what specific bit of knowl- 
edge distinguishes a superior unit from an 
inferior one; lack of absorptive capacity of 
recipient, or lack of enough, prior, related 
knowledge; and uneasy relations between 
the source and the recipient. Szulanski men- 
tions other reasons like motivation, but em- 
pirically proves the importance of these 
three. By identifying stickiness, managers 
can predict where problems will occur and 
take action, he says. What that action can be, 


units (recipients); it identifies knowledge barriers, or stickiness, 
in a firm that prevent such transfers. Due to the presence of 
such barriers, firms are unable to get optimal revenues from 
the assets they own. Knowledge barriers occur at all stages of 
the transfer process, from the initiation ofthe transfer, to its im- 
plementation, to the process ramp-up at the recipient level and 


the follow-through after the specific aims have been achieved. 
Szulanski narrows on three reasons why knowledge be- 


Szulanski fails to mention. The case studies he refers to, of copy 
machine maker Rank Xerox, retail bank Banc One and US tele- 
phone service provider CENTEL (now part of Sprint), only talk 
ofthe problems they faced. They are also very few; he bypasses 
the efforts by companies like McKinsey to tap uncertain knowl- 
edge. He has left that work for other researchers. » 


PADMA DAMODARAN 
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SEEKING GOOD COMPANY 


The Companies Amendment Bill solves just some ofthe problems of corporate governance 





HE Companies (Amendment) Bill 2003, which has 

been introduced in Rajya Sabha, still has a long way 

to go before it becomes law or before the Companies 

Act, 1956, is repealed. Given the recommendations 

of the Naresh Chandra Committee on Corporate 
Audit and Governance and of the Joint Parliamentary Com- 
mittee on the 2001 stockmarket scam, provisions of the new 
Bill are understandable, even though they may not take us 
closer to the objective of improving corporate governance 
or protecting investor rights. 

Today, a company board can, with the consent of share- 
holders obtained in a general meeting, sell, lease or dispose 
of a subsidiary. No, says the Bill. The board can sell, lease or 
dispose of no more than 20% of the subsidiary's total assets 
or 10% of the company’s total assets in any financial year. 
The Bill will also cap the unlimited powers of investment 
at 20% of the total of the paid-up capital and free 
reserves of a company in any financial year. A 
company that declares dividends by dip- 
ping into its reserves will have to get per- 
mission from financial institutions 
that have extended term loans to it 
and get such proposals endorsed by 
shareholders at the annual general 
meeting. Distributing dividends 
while defaulting on loan payments is 
out. The government can prescribe a 
certain percentage of profits (not ex- 
ceeding 1096) that must be apportioned 
to reserves before dividends are declared. 
If the Companies Act is violated, bank ac- 
counts of intermediaries and persons associ- 
ated with the securities market can be attached. 

There will be penalties for allotting shares if minimum 
subscriptions are not received. Holding companies must 
mandatorily have consolidated financial statements and 
there will be only one investment-company per company 
although it is a moot point why the number of subsidiaries 
should matter when there are consolidated accounts. So 
ownership will become more transparent and diversion of 
funds more difficult. Reserves from revaluation of assets 
cannot be used for bonus issues. There will be professional- 
ism through restrictions on appointment of relatives. Statu- 
tory auditor-company relationships are defined, with stiffer 
penalties for non-compliance. Of course, without changes 
in the Chartered Accountants Act, the role of the auditor 
cannot clearly be defined. The only restriction we have now 
is that auditors undertaking non-audit work (recruitment, 
management services) for a firm in a group are barred from 












audit work for any other group company. So, there is the 
continued possibility of conflict of interest. 

There will be more independent directors with better- 
defined roles. Mandatory physical presence of directors will 
normally be required at board meetings. The onus of prov- 
ing proper fund utilisation will be on the promoter, thus 
breaking the promoter-broker nexus ofthe kind that was re- 
sponsible for the 2001 scam. There will be restrictions on 
loans and deposits extended by companies to brokerage 
firms and a bar on loans to directors. No more will the pyra- 
mid structure — promoters controlling interest through 
small investments in companies — be permitted. Share- 
holders can no longer be given gifts of product samples. Im- 
portantly, there will be a check on vanishing companies. 
The Department of Company Affairs (DCA) has also drafted 

a model FIR for vanishing companies, while a Serious 

Frauds Investigation Office will be set up soon. 

Corporate India will, predictably, be up in 
arms, as it was in 1997, when there was an 
unsuccessful attempt to break the pyra- 
mid structure through a similar Bill. Al- 
though other reforms mooted in 1997 
were implemented, the pyramid 
structure couldn't be touched. Indus- 
try is getting ready to stall the reform 
this time too. But, it must be said that 
the corporate sector doesn't always 
misuse funds through subsidiaries. 
The ploy is to create a maze of associate 
companies. So, there are loopholes. Then 
there are issues such as the links between 
mutual funds and corporate houses on which 
the Bill is silent. Clauses of the Bill need scrutiny now 

rather than a second round of amendments as DCA wants. 

Yet, despite its warts, the Companies (Amendment) Bill 
is the only movement one has seen on reforms. But it would 
be naive to assume that this legislation will end all corpo- 
rate crime, discipline promoters, prevent insider trading 
and market manipulation, and restore investor confidence. 
Corporate governance is about more than the letter of the 
law. What needs to be improved significantly is the record 
on investigation, prosecution and conviction. The Securi- 
ties and Exchange Board of India does not inspire confi- 
dence. Nor does the DCA. Unless there is conviction, inves- 
tors will not believe that the spirit of the law is being fulfilled. 
Interpreted in this light, the 2003 amendment to the Com- 
panies Act is an attempt to improve the legislative frame- 
work and should be welcomed even if industry is trying to 
suggest that the powers of boards are being usurped. B 
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ALL IN THE FAMILY 


IT is unfortunate that 
in India, professional 


managers are still 
given the go by 

when it comes to 
crucial decisions. 


MUKESH KOHLI, Via email 


@ This is exactly what happens when 
Old Economy players enter New 
Economy sectors with the same mo- 
nopolistic mindset of the Licence Raj 
days. This is probably the first time 
that Reliance learnt that “intelligent” 
customers, distributors and com- 
petitors exist. The Ambanis started 
Reliance Infocomm with great hype, 


but they ignored the people who | 


could have made them winners. 





MAKE SCIENCE LUCRATIVE 


The article ‘The Theory Of The IITs’ (BW, 
5 May) is really thought provoking. The 
Indian Institutes of Technology (IITs) 
equip their students with academic and 
general competencies. When these stu- 
dents graduate, they look for avenues 
that offer commensurate rewards in 
academic and material aspects. But, at 
present, they can get these only if they go 
in for either management studies in In- 
dia, or higher studies abroad. Needless 
to say, many succumb to this tempta- 
tion. Hence, the challenge before the IITs 
is to make higher studies in science and 
engineering and R&D in India more 
stimulating and rewarding. 
BALAKRISHNAN 

Cochin 


NAB THE CULPRIT 


This is with reference to your story 'One 
Man Versus LIC’ (BW, 28 April). I admire 
the effort you've undertaken for nailing 
the insurance company for its vague and 
misleading advertisements. While your 
article talks about the Life Insurance 
Corporation of India (LIC), this is true of 


other insurance companies as well. They _ 











CHANGING ROLL OF INE CIHO , 


|Businessworld 


CE LIAN 
a 





Those who went in for the Dhirubhai 
Ambani Entrepreneurs Scheme felt 
that Reliance was making pots of 
money while they were getting just 
peanuts. Had the Reliance Infocomm 
project been backed by the right 
technology/service, proper market- 
ing and competitor intelligence 
things would have been different. 
RAJESH DUGAR 

Via email 


tisements which confuse the customer 
and force him to make a wrong choice. 
AUROBINDO KUMAR MISHRA 

Jalandhar 


LEARN FROM MISTAKES 


This refers to the controversy that 
erupted when the US-based Massachu- 
setts Institute of Technology (MIT) was 
asked to leave and a restructuring plan 
was put in place for the Media Lab Asia 
research project (‘MLA: Start, Launch, 
Destruct’, BW, 26 May). One look at the 
whole affair and one feels that we still 
have not learnt from the failure of the 
Enron project in India. Once again the 


_ judgmental ability of the bureaucracy 


and those managing scientific research 
institutions will come under scrutiny. 

S. SUBRAMANYAN 

Mumbai 


CORRIGENDUM 


In the table on Indian companies in the 
Top 100 patent filings (‘Potent Research’, 
BW, 19 May), we inadvertently missed 
out the names of Biocon and Orchid 
Chemicals and Pharmaceuticals. With 
16 patent filings, Orchid has a PCT rank 
of 17. Biocon has 10 filings and a PCT 


also come out with misleading adver- | rank of27. The omissions are regretted. 
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Design 
The sleek, aerodynamic profile of the Corolla is a treat for the senses. 
With flowing lines. strong styling and exquisite 
contours the Corolla is a tribute to styling perfection. 
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ON THE RIGHT TRACK 


The story on Hero Honda Motors 
(HHML) says that the company 
is paying shareholders more 
than it actually should (‘Is Munjal 
Being Too Generous?’, BW, 5 
May). It compares HHML with 
Bajaj Auto and TVS Motor. The 
author says that these two retain 
more than they pay out while 
HHML does the opposite. The 
author says Honda Motorcycles 
and Scooters India (HMSI), a 
100% subsidiary of Honda, 
Japan, will be favoured by Honda 
over Hero Honda and the divi- 
dends of Hero Honda will fund its 
own competitor after 2004. 

A study of the share price over 
a short period of time to show 
that HHML has eroded share- 
holder value is misleading. We 
should instead take a 10-year 
view of stock prices as long term 
is not six months or one year. Let 
me present the other view. 
ll Over the last 10 years, HHML 
returned greater returns (both in 
terms of share price and divi- 
dends) to its shareholders than 
Bajaj Auto or TVS Motor. The concept 


of paying dividends and not going in | 


for buybacks is actually based on the 
principle that equitable distribution 
of profit is a simple way of rewarding 
shareholders. Alternately, buybacks 
only benefit the exiting shareholders 
and the cash is actually paid only to 
those who seek to exit the company. 
The main beneficiary in the Bajaj Auto 
buyback was the Bajaj family as their 
core holdings were low and had to be 


raised substantively. The buyback was | 


actually an exit option to long-term 
supporters of the Bajaj management 


who needed an exit. A glance at the | 


holdings of Rahul Bajaj and his family 
pre- and post-buyback and the profile 
of those who surrendered their shares 
in the buyback will validate this. 

As far as TVS is concerned, the In- 
dian parent, Sundaram Clayton, pur- 
chased the shares of its partner, 
Suzuki, for just Rs 15 each taking shel- 
ter in the shareholders' agreement be- 
tween promoters. In return, their joint 
venture, TVS Motor Company, waived 
a clause which effectively permitted 
Suzuki to compete and enter Indian 
markets earlier than it actually should 


have. The return gesture is actuallya | 








Hero Honda chalrman B.M. Munjal 


waiver of a non-compete agreement 
which has monetary value to TVS Mo- 
tor Company and Suzuki must have 
paid cash to TVS Motor. Instead, this 
value was exchanged between part- 


ners through the discounted sale of | 


shareholdings between promoters. 
The small investor was given the short 
shrift and the joint venture company 
stands to lose due to this violation of 
the principles of corporate gover- 
nance, Sadly, companies like TVS and 
Bajaj Auto take refuge under what is 
‘good in law’ than what is the right 
principle of corporate governance. 
Munjal did not raise promoter 
holdings in HHML even when valua- 


tions fluctuated. He followed a simple | 
principle — that the original partners | 


in the company are entitled to an eq- 


uitable share of profits and the payout 


must be viewed as reflective of the wis- 
dom of the management and their 
confidence in the future of the com- 
pany. Suresh Krishna of TVS applies 
this principle to his investment hold- 


ings in Sundaram Fasteners. They do | 


not resort to creeping acquisitions or 
buybacks and set their stake in the 
public venture the day it goes public. 


This point is worth considering before | 











arriving at a judgement. 

ll HHML pays Honda, Japan, a 
dividend of Rs 195 crore annually 
while Honda has actually in- 
vested Rs 200 crore in its 10096 
subsidiary. However, it will be a 
long while before HMSI pays 
anything comparable to its par- 
ent. Concurrently, HHML will 
continue to pay a dividend al- 
most equal to the capital of the 
subsidiary. Even greedy business 
entities will think twice before 
they disturb such a successful 
partnership. Honda is obviously 
sensitive to the realities and this 
is reflected in the extension of 
the technical tie-up. Munjal’s 
payout has to be seen as a signal 
to its partner and a strong rein- 
forcement of the Munjal philoso- 
phy of equitable partnership. It is 
silly to assume that Honda has a 
greater share in the success of 
HHML. The partnership has suc- 
ceeded due to Munjal’s leader- 
ship and the commitment which 
he has shown to corporate gover- 
nance. The equitable approach 
to all stakeholders is Munjal’s 
way of furthering success, 

W While talking of the revenues and 
profits of Honda, Japan, the author 
has taken the numbers of the whole 
company, which includes four-wheel- 
ers. If taken separately, the two- 
wheeler business of the global parent 
will be a reasonably scaled-up version 
of Hero Honda and the payout from 
Hero Honda will not be insubstantial 
as the story says. In terms of volumes, 
HHML isa big player and India is a sig- 
nificant market for Honda. The author 
seems to have overlooked this fact. 

lll Another issue raised by the author 


| ison R&D. When the company has a 


strong working arrangement with a 
global partner, why should it pursue 
parallel R&D and duplicate the work 
done by its partner? For TVS and Bajaj 
R&D is a compulsion and they cannot 
do without it. For HHML R&D is a 
choice and the call is based on how 
much the partners trust each other. 
The Munjals have mastered the art of 
making partnerships work. 

SHYAM SEKHAR 

Chennai 


Letters can also be sent to | 
editor@bworldmail.com 
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COVER STORY 


o otar' s Steady Rise 


At Rs 1,200 crore, it is already the second-largest 
after Bennett, Coleman & Company. Given the 
rate at which it is growing, it could soon overtake 
the leader. The implications go way beyond the 
reach, advertising and viewers it gives Star. It 
means a redrawing of the media map not only in 
India, but globally, too, as the single-largest media 
investment into India starts paying off. It proves 
that when you set out to win the Indian market 
with an Indian product, you can get returns, 
provided you are willing to wait. 
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10 INFOSYS ADR What Indian shareholders of Infosys 


need to consider before participating in the Infy offer | 


to sell their shares to US investors. 


10 SHAW WALLACE With the sale of the beer business, 
Vidya Chhabria should be able to control the bicker- 
ing in the family. 


14 DEBT MARKET Why are foreign institutional in- 
vestors rushing to invest in the Indian debt market? 


ECONOMY 


21 COMMENT: ASHOK DESAI Bio- 
tech firms — Shantha Biotech- 
nics and Prathista Biotech — are 
bound to make it big globally. 


22 DISINVESTMENT Immense 
political opposition and a minis- 
ter forced to devote part of his 
time to telecom have taken a toll 
on the disinvestment process. 
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| 28 MANUFACTURING American Power Conversion’s 


Indian subsidiary is its most competitive. 


. 28 HIMALAYA The ayurveda company is going all out in 


its efforts to become more visible. 


40 ESSEX BIOTECHNOLOGY 
Why is Hong Kong-based 
Essex so keen on entering 
the Indian market? 


42 TELECOM The new inter- 
connect regime fosters a 
grey market for ILD. 


46 WIPRO Changing market conditions compel Wipro 
to reorient its HR strategy. 


| 47 INFOTECH IT majors are finding it difficult to retain 


people. What are they doing to tackle the problem? 


TECHNOLOGY 


P. Gelsinger 


chip manufacturer is explor- 
ing avenues for extending sili- 
con power as well as other 
technologies. 








LEAD STORIES = 
® No Guidance 


A few companies in India 
and abroad have stopped 
providing corporate guid- 
ances as they think that it 
may be detrimental to long- 
term growth. Are they right? 


© An Angry Nation 


As more and more jobs 
move offshore, the US ay 
anger towards outsourcing is 
bound to rise. And the resentment 
is likely to include trade 
unions, politicians and 
other champions of 
protectionism. 





4 qQ/: 









56 64-BIT COMPUTING AMD launched Opteron, a 64- 
bit chip, last month to take on Intel's Itanium. Can 
the Opteron become the chip of choice in the high- 
end servers business? 


BUSINESS UNUSUAL 


58 MURREE BREWERY Pakistani 
legislator M.P Bhandaraownsthe | 
country’s only brewery. But, pro- | 
ducing, selling and buyingofalco- LZ 
hol by Muslims is forbidden there. & | 
How does Bhandara handle such 
absurdities in business? 


BOOKS 


64 A LEGEND G.D. Birla was a complex character and 
very few biographers managed to capture the real 
man. Here's a book which weaves the various influ- 
ences in his life into a single readable strand. 
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Star On The Horizon 


ETER Mukerjea comes 

across as a genial man, 

somebody you can spend a 
pleasant evening with. But be- 
neath that easy charm lies the 
heart of a gritty CEO who has 
transformed News Corporations 
Indian operations into a power- TDI VS BIG GE Si 
house of sorts. In a relatively MEDIA HOUSE 
short period of time, Star has be- 
come the country’s second- 
largest media company. And is fast gaining on the No. 1. 





Star's rise in the media business is as much a story of a corn- 
pany's success as it is of a fundamental change in the way 
media is consumed. People are increasingly turning to tele- 
vision to ‘consume’ both news and entertainment. And 
advertisers are only too happy to be where their viewers are. 
In normal circumstances, any company would have publi- 
cised its rise to the top. But Star prefers to keep quiet. After 
all, media is a sensitive business, and Star's foreign origins 
do cause the occasional flutter in government circles. 


Does Star's rise indicate a very fundamental recast of the 
country's media industry? What does it mean for future me- 
dia investors in the country? Will it mean that the business 
of media will become more important than the ownership? 
Media editor Vanita Kohli, who anchored the cover story, 
feels that this is a turning point for media in India. "Star has 
delivered returns in a market that most global media in- 
vestors had stopped taking seriously. It proves that the In- 
dian market rocks, if you have the right soap! For me, that is 
good news. It will mean more investment and excitement in 
the media in the coming months," she says. 


Meanwhile, Corporate India is debating the practice of issu- 
ing earnings guidances. The debate started overseas, pri- 
marily in the US, where the art of announcing a guidance 
and then beating it became a corner room obsession. After 
the spate of corporate scandals that rocked the US, compa- 
nies there seem to be disowning the practice in a hurry. And 
while no such widespread chest beating is yet evident here, 
the recent Infosys guidance experience shows the double- 
edged sword it can be. That story is on page 24. 


Eh 


(AVEEK SARKAR) 
CHIEF EDITOR 
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INSURANCE 


A code, 
at last 








Help may be at hand. This month, 
insurance firms met in Hyderabad 
to thrash out a code for selling policies. 

In a recent story, (‘The Policy Deci- 
sion, 7 April 2003) BW had pointed out 
that agents mislead insurance buyers. At 
the Hyderabad meet, the Life Insurance 
Council, a body comprising the CEOs of 
all insurance firms, decided to adopt a 
standardised format for illustrations. 
Here is what they decided: 

W Agents will now use only authorised 
illustrations to explain an insurance 
product to potential customers. 

ll Along with the policy document, a 
two-scenario illustration painting both 
the optimistic and the conservative 
long-term outlook of the particular plan 
should be submitted. 

li These illustrations will have to be re- 
freshed and the assumptions must be 
revised at least once in a year. 

ll Any reference to past performance 
should be appropriate to the product 
being illustrated and include a state- 
ment that past performance may not be 
a guide to future performance. 

B The illustration should also carry 
statutory warnings on how benefits are 
not always guaranteed. 

Sounds transparent enough? Now all 
that's left is for the firms to actually adopt 
these rules. Right now, these are merely 
self-imposed regulatory measures, but 
IRDA is expected to translate them into 
regulation later this year. he 

SUPRIYA KURANE 


S ICK of ignorant insurance agents? 


INFOTECH 


The 
Infosys 
ADR 
puzzle 


NFOSYS Technologies plans to 
ask its Indian shareholders if they 
will sell their shares to interna- 
tional investors at a premium 
over domestic prices. The aim: 
move up to 4.5% of Infosys shares from 
India to the Nasdaq to improve liquid- 
ity — only 3.25% of Infy’s equity is 
traded there. Should Infy shareholders 
sell? Here are a few points to ponder: 
The arbitrage opportunity: Issuing 
fresh ADRs to increase the float would 
mean unnecessarily expanding the eq- 
uity base as Infy, with $350 million in 
free cash, does not need any more. 






e a —— 
) OH | 
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Since the Infy ADR has historically 
traded at a hefty premium to the Indian 
stock, Infy saw an arbitrage opportu- 
nity. Instead of diluting equity, it could 
take shares from Indian shareholders, 
convert them into ADRs, sell them on 
the Nasdaq and return the proceeds 
minus issue expenses to Indian share- 
holders. They will benefit as they will 
geta price higher than the Indian price. 

From now on, shareholders need to 
keep a close watch on the differential 
between the domestic share price and 
the ADR price (See charts above). In 
December 2002, when Infy announced 


Brewing a frothy deal 


a salvo at arch-rival Vijay Mallya in one smart merger move. On 21 May, 


J UMBO group chairperson Vidya Chhabria has settled family bickerings and fired 


Chhabria and Andre Parker, the managing director of SABMiller Plc, the world's 
second largest brewer, signed a deal in Dubai to combine SABMiller's India business 
with Shaw Wallace Breweries, Chhabria's 29-year-old brewery business and the 
Jumbo group's cash cow. Parker will now get 5096 equity in the new merged com- 
pany for a valuation of $132.8 million, to be paid partly in cash and partly with the 


assets of SABMiller India. 


By giving up control (SABMiller India managing director Richard Rushton will 
head the new company) in the venture to SAB, Chhabria has put an end to her 
eldest daughter Bhavika Godhwani's demand for a four-way split of the $2-billion 
Jumbo group between Manu Chhabria's wife Vidya and her three daughters. Shaw 
Wallace's Komal Chhabria Wazir will take a seat as a director of SABMiller Asia BV. 

Moreover, despite giving away a 50% stake, the new JV (controlling 35% mar- 
ketshare comprising Shaw Wallace's 27% and SABMiller's 8%) comes within striking 
distance of Vijay Mallya’s United Breweries’ 42% share — including leader 
Kingfisher's 25% — of the 72 million cases beer market in India. Chhabria's partner 
SABMiller, too, hasn't taken lightly to UB's advances in its home market in South 
Africa, where Mallya has launched the Kingfisher brand. Ever since it entered the 
Indian market in 2000, SABMiller has captured 896 of the market by acquiring 
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INFOSYS ADR 
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this plan, the ADR was trading at a 70% 
premium over the domestic price. 
Since then, there has been a rerating of 
the ADR and the premium is now 30- 
45%. Shareholders will obviously have 
to base their decision on the premium. 
“Our view is that investors should look 
at a minimum of 10% premium based 
on today's market conditions,” says R. 
Sukumar, chief investment officer (eq- 
uity), Franklin Templeton India. But as 
sources point out, don't forget that the 
entire proposal may fail if the differ- 
ence shrinks substantially. 

Market risk: Shareholders who sell 








will have to submit their shares into an 
escrow mechanism. But at that time 
they will not know the exact price that 
they will get although the lead under- 
writer may guarantee a floor price. The 
actual price will be known only after 
the ADR is sold. There could be a 15- 
day lag between tendering the shares 
and getting the money and the share- 
holder will have to bear the market risk 
during the intervening period. “In- 
vestors should price in the market risk 
while making the decision on whether 
to sell or not,” warns Sukumar. 
Currency risk: With the rupee ap- 
preciating, the realisation of Indian 
shareholders may erode marginally 
during the 15-day lag. “Normally a 15- 
day gap does not entail much of a cur- 
rency risk,” points out Sukumar. 
Domestic fallout: If this offer goes 
through fully, the free float of Infy avail- 
able in the Indian stockmarkets would 
come down from 68% to 63.5% and the 
Nasdaq float would go up from 3.25% 
to 7.7596. Such large-scale purchases 
from the Indian markets will probably 
have a bullish impact on domestic 
share price. Shareholders must, there- 
fore, not ignore the possibility that do- 
mestic prices may climb after the offer. 
It is going to be a tough decision, 
indeed. a 


M. ANAND 





Komal Chhabria Wazir (L) and Vidya Chhabria: Winners of this round 


Narang Breweries, Mysore Breweries and Rochees Breweries. While Mysore 
Breweries brought the Knock Out brand with it, SAB has also introduced its interna- 


tional brand Castle Lager in India market. 


Experts believe Chhabria’s move was inevitable. Says Ambit Corporation's direc- 
tor Sanjay Bansal: “There is a realisation that the business requires greater involve- 
ment and more financial muscle.” The deal brings together SABMiller’s Castle Lager 
and Knock Out brands and its four breweries under the JV. Shaw Wallace, on its 
part, will contribute with brands like Haywards (2000 and 5000), Royal Challenge 
and Kohinoor, apart from the seven owned and 11 contracted breweries. P 
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Vanguard of 
ood tidings 
or bourses 


NDIAN stockmarkets are hoping 
Í that the US-based mutual fund, The 
Vanguard Group, which manages 
$560 billion, would live up to its name., 
It will invest in Indian stocks through 
the Vanguard Emerging Markets Index 
Fund (VEMIF), which manages assets 
of $1 billion. 

This fund tracks the Morgan Stan- 
ley Capital International (MSCI) Select 
Emerging Markets Free Index. VEMIF 
would invest $50 million (Rs 235 
crore), or 5% of its assets, in Indian 
stocks. "When MSCI added India 
(along with Peru and Chile) to the in- 
dex, we had to add it to our fund to 
ensure that it would continue to mirror 
the performance of the benchmark," 
says a Vanguard official. 

The three countries were added to 
the index after they changed rules that 
earlier impeded foreign investment. 

Nobody thinks Rs 235 crore will set 
the Indian stockmarket afire, but it 
could do two things. First, it could in- 
duce the four actively-managed inter- 
national equity funds in The Vanguard 
Group — International Growth, Inter- 
national Value, International Explorer, 
and Global Equity — to invest in India. 
Second, it could restore the confidence 
of foreign institutions that had exited 
India market following US pension 
fund Calpers about two years ago. 
Since Calpers invests only in stocks of 
companies that meet its stringent dis- 
closure and governance norms, many 
investors do not feel safe investing in 
stocks in which Calpers does not. 
"Vanguard will send a good signal 
across Asia," says a market watcher. 

Last year, India outperformed most 
emerging markets for Fils. "Many In- 
dian companies have good cash flows 
that may force them to hike dividends. 
It's the prospect of earning high divi- 
dends on low valuations that makes 
India an attractive story," says an FII 
observer. v 

RANJU SARKAR 
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INFOSYS 


New blood 


NFOSYS Technologies has a brand 

new sales and marketing team in 

place. Last year, Infosys hired as 

many as 140 senior managers in 

the sales and marketing function. 
The result — exactly 50% of Infosys’ 280 
strong salesforce are new recruits. That’s 
perhaps changed the entire DNA of the 
Infy sales team, which is now being 
given new direction by Basab Pradhan. 
The revamp exercise was, however, actu- 
ally kicked-off under former sales head, 
Phaneesh Murthy, and has nothing to do 
with his controversial exit. 

Alot of the new blood has come from 
consulting organisations. That’s hardly 
surprising given that Indian companies 
haven't been very successful in moving 
up the value chain to enter the consult- 
ing business. Take Infy’s case. Only 4.3% 
ofits revenues came from consulting (in 
2002-03). Which is perhaps why it has 
snagged a director of Sapient Corpora- 
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tion, a senior princi- 
pal from AT Kearney 
and a senior client ' 
delivery executive 
from Sun Microsys- 
tems. Infy has also 
wooed a dozen 
people from PricewaterhouseCoopers 
IT business that is now part of IBM, 
more than half a dozen from Accenture 
and Booz Allen Hamilton each and a few 
more from firms like Cap Gemini, Sci- 
ent, KPMG and McKinsey. 

That apart, a number of business 
managers are from banks and financial 
institutions (a vertical which contributes 
close to 4096 of the company's revenues) 
like Citibank and American Express. 
Many of the recruits, especially those at 
the senior levels, have salaries ranging 
from Rs 40 lakh-75 lakh a year. 

As a result, Infy's overall salary bill 


has gone up by 46.32%. Interestingly, | 


Pradhan will lead Infy's rainmakers 











this was higher than the 39% growth in 
its topline last year. 

Other indicators also suggest that 
Infy is on a sales and marketing over- 
drive. Last year, its sales and marketing 


| budget doubled from Rs 129 crore to 


about Rs 267 crore. As a reaction to the IT 
meltdown, that is not surprising. Of 
course, the bulk of these expenses, 
(more than 5096, or Rs 143 crore) are 
salaries and bonus paid to the compa- 
nys sales staff. 

Infy has by all accounts built a strap- 
ping new team of rainmakers. The ques- 
tion is, will they deliver? E 

MITU JAYASHANKAR 









Fil DEBT 
Hot money Another one bites the d ust 
i -— ARLY last week, when WestBridge Capital Partner's Raj Dugar quit the fund, it was a 
: INDIAN DEBT IS HOT | F commen on the state of pure technology entrepreneurship in the country. According 
to investment banking sources, WestBridge Capital tried hard to find early stage tech- 


3000 





nology deals but failed to do so and, therefore, had little choice but to reduce its activity in 
India. This is significant because WestBridge was one of the few funds that was significant 





FII Equity Investments - 


‘in India 





Jan-May 02 Jan-May 03 
Figures in Rs crore pee: A 
URING January-May : 
this year, FII invest- 
ments in Indian debt 


grew five-fold. FIIs are borrow- 
ing abroad in dollars (at as low 
as 2%) and investing in India 
(in T-bills or government secu- 
rities at 5%). The arbitrage op- 
portunity has always existed, 
but it has become more at- 
tractive because the rupee has 
been appreciating against the 
dollar. Expect more FII inflows 
as long as the rupee rises. W 
AVINASH CELESTINE 





SANJIT KUNDU 


in size at about $140 million and at the same time was focussed on doing early-stage invest- 


ments. WestBridge had invested in companies like Strand Genomics, 
July Systems, Tarang and lonic Microsystems. This was a contrarian po- 
sition because almost every single venture capital and private equity 
fund in India had moved away from doing those deals. 

Where does that leave Dugar, one of the co-founders of the West- 
Bridge Capital Partners? He wants to wait a while to figure things out. 
But knowing Dugar's successful stints at Booz Allen Hamilton and Gold- 

man Sachs, he's probably sitting pretty with a few offers. But it has been 
., a hectic three years for the man who took Rediff public at Goldman 
a Sachs even as the technology sector crashed and burned in June 2000. 
~~ Pugarhas always been bullish on India. In fact, at one point he 
à joked that given India's large domestic market, the ideal venture 
capital investment strategy must be to invest in things like Mavalli 
Tiffin Rooms (JP Morgan ultimately invested in the firm) and scale 
them up. "That's where you see a lot of entrepreneurial talent but it is 
not the fund's mandate to do so," he told Businessworld six months 
ago. Hopefully, when he comes back into the market, wherever he 
is, he will have the mandate. HR 
SHISHIR PRASAD 
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eV /spaper wage abattle overa State’ s wage bill igust2 
m in The Indian Express we brought upt the i issue of unpaid salaries toa massive 
! : ‘force of government employees in Bihar. At that pointi in time, the Bihar government 
.. didn't pay heed. Not even when we continued to highlight the real-life stories of 
.. people who had suffered for no fault of theirs. On May 10, 2003, however, our 
ü _ exposure of the bitter truth finally drew dividends. The Supreme Court took notice 
d and ordered the Bihar government to pay the 50 crores that was rightfully due to 
around 40,000 of its citizens. It is yet another instance when The Indian Express 
2 burned over rank injustice, and changed the course of many lives for the infinitely 
c better. Indeed, itis one more chapter in journalism ofi courage. And of course, a clear 
; E indication that it finally pays to read The Indian Express, 
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Par for the Corsa 


FTER plugging the Opel | 
Vectra and the Chevrolet | 


Forrester into the high-end 

(Rs 15 lakh-plus), small-vol- 

ume segment of the Indian 

car market over the last few months, 

General Motors India (GMI) appears to 

be going for volumes with the Opel 
Corsa Sail, which it launched last week. 

Even after seven years and four mod- 

els in India, the company sold just 

around 8,500 vehicles in 2002. That vol- 

umes problem is what the Corsa Sail is 

expected to correct. GMI CEO Aditya Vij 

says: "This (car) will help us double our 





volumes to 15,000 cars a year." 
The hatchback will be sold with two 
engine options: a 1.4-litre and 1.6-litre 


model priced at Rs 4.35 lakh and Rs 4.65 | 
lakh (ex-showroom, Delhi), respectively. | 


"The 1.6 part of the story will be difficult 
to sell as its on-road price would be very 
close to that of the lower C-segment cars. 
The reason they could score is that Fiat is 


not doing well and has vacated some of | 
the marketshare which could be taken | 


up by the Corsa Sail,” says a Mumbai- 
based auto expert. 
But Fiat India is not worried about 


loss of volumes for Palio, which is Sail's | 


closest competitor. "Any car above Rs 4 
lakh will have a limited success as over 
70% of sales in B segment comes from 
cars priced between Rs 3.3 lakh and Rs 
3.7 lakh," says Ananda Mohan Gupta, di- 
rector (commercial) of Fiat India. 

Over 9096 of the Palio's sales come 
from the 1.2-litre version priced at 
Rs 3.69 lakh. The competition in the top 
end of the B segment will intensify once 
Hyundai brings in the Getz in August 
2004. Maruti is also expected to launch 
the Suzuki Ignis soon. 

The next phase will see GM launch- 
ing the Daewoo Nubira and the Matiz, 
albeit under different names. "When 
Matiz is launched, they (GM) will price it 
at the lower end and straddle the seg- 
ment (Matiz: low to medium; Corsa: 
medium to high). This will make it a seri- 
ous player," adds an auto expert. 

RANJU SARKAR 





s Business Standard (BS) close to 

getting a long-awaited foreign di- 

rect investment from UK-based 
Pearson Plc, which owns The Financial 
Times (FT? Rumours to the effect 
have surfaced every now and then, 
ever since the government cleared a 
26% investment in print media. But 
last week, a high profile Pearson team 
reportedly landed in New Delhi to kick 
off a due-diligence exercise. Sources 
expect a decision soon, perhaps even 
as early as next week. It is likely that 
Pearson will pick up the maximum 
permissible equity stake. BS already 
has a strategic content alliance with 
FT and Pearson's investment will 
come as no surprise. 


MAGAZINE OF THE NEW ECONOMY 


Daewoo: The end game begins 


On 17 May, hundreds of Daewoo India 
workers tried to prevent lenders from 
taking control of the Surajpur plant. A 
snapshot of the company's woes. 


April 2002: Lenders recall loans and 
move the Debt Recovery Tribunal(DRT) 


May 2002: The DRT moves to take 


possession of the plant. It appoints a 
receiver to value the assets and asks 
the management to run the plant. 


July 2002: Production stopped 


October/November 2002: The DRT 
orders the sale of assets and invites 
bids from prospective buyers. 


December2002/January 2003: A 
few bids come in but most buyers ask 
for time. The bid process is extended 


March 2003: The Korean manage- 
ment leaves the country and the 
lenders move the court to take physi- 
cal possession of the assets 


17 May 2003: Lenders take posses- 
sion of the assets. 


The Daewoo scorecard now: 


| Current book value of assets: 


Rs 3,700 crore 


|! Total amount due to lenders(18): 


Rs 1,500 crore of which: 
Term lenders: Rs 1,100 crore. Main 


` term lenders are ICICI /IDBI (350-400 


crore each), SBI/Exim bank (Rs 150 
crore each) 


Working capital lenders: Rs 400 crore 
(current assets are pledged to them) 
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Hire more, do less 


Miei STRENGTH OF OFFICERS CASES UNDER SCRUTINY 
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during the Cases of cases 


year 


CIT. Commissioner of income tax 
DCIT: Deputy commissioner of income tax 
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HE more the merrier believes the Income Tax department. In these days 
of rightsizing, it has somehow managed to increase its sanctioned stren- 
gth of employees. Thanks to a Cabinet approval on restructuring of the 
department, the sanctioned and working staff strength of the supervisory, 
assessing and tax recovery officers increased substantially in 2001-02. 
From 6,172 employees, the IT department can today have a staff strength of 8111. 

So does that mean cases are dealt with more efficiently? Despite an increase in 
the working strength of officers who do the actual assessments, the number of cases 
selected for scrutiny has fallen dramatically. Cases selected for scrutiny and 
disposed has been on a steady fall with 2001-02 being the worst year. Disposal of 
cases in absolute terms has decreased in 2001-02 compared to 2000-01. Overall 
backlog has also increased to 45% against 40% last year. In 1999-00 around 1,57,410 
cases were selected for scrutiny despite a much lower staff strength, whereas in 
2001-02 only 83,129 cases were selected for scrutiny. 

As one senior official at the Comptroller and Auditor General's office puts it: 
"The department has sold a lemon to the Cabinet. Now we have more officers and 
less work being done." He argues that the entire restructuring was aimed at giving 
promotions to certain officers and batches. In 2001-02, the search and seizure wing 
of CBDT hardly appeared to have worked. Only 38 prosecutions were launched in 
1999-00. Of these, only 5 were convicted. The total disposal of cases showed a 
dramatic decline from 1607 in 1999-00 to 212 in 2001-02. n 
ANJULI BHARGAVA 





INSURANCE SCORECARD 2002-05 


PREMIUM NO. OF POLICIES SUM 
COLLECTED COLLECTED ASSURED 


24,939,783 


MARKET- 


COMPANY SHARE 


LIC 
ICICI PRUDENTIAL 


BIRLA SUN LIFE 
HDFC STANDARD LIFE _ 


17,748 
91,568 
116, 964 


TATA AIG ~ 
ALLIANZ BAJAJ 


AMP SANMAR 16,344 


Source: Insurance Regulatory & Development Authority 
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The service edge 


N April, Bharat Sanchar Nigam 
(BSNL) added 403,464 cellular sub- 
scribers compared to leader Bharti's 
150,000, reducing the gap between the 
two to just 0.49 million subscribers. 
Manoj Kohli, president (mobility), 
Bharti scoffs: "Numbers don' always tell 
the entire story." But Bharti is ready to 
defend its leadership. It is extending its 
coverage into smaller towns — an area 
where BSNL has an advantage. It is also 
launching value-added services such as 
Around Me, launched recently in Delhi, 
which tracks mobile users as they move 
across areas. So if a user wishes to look 
up, say, Chinese restaurants in the area 
he is in, he can message (SMS) the ser- 
vice with a request. Such location-based 
services (LBS) could potentially fetch 
the cellular firm ad revenues — from 
restaurants, etc.— helping it boost sub- 
scriber revenues. LBS has sparked off in- 
vasion of privacy protests. However, 
Bharti hopes to increase SMS revenues 
from 796 ofsalesto12%in Mumbai. Wi 
RADHIKA DHAWAN 











REAL ESTATE 


Half measures 


AST week the Delhi government decided to cut stamp duty on property 

transactions to 8%, the rate prevalent before 2001, from the present 13%. 

Now, why would the government do it when 80% ofits revenues come from 

stamp duty? Says G.P. Khungar, former director (corporate affairs), Ansal 

Properties: “A high stamp duty results in people understating the value of 
property. It gives rise to black money transactions.... Lower stamp duty could change 
that.” But stamp duty reduction alone is not enough to ensure honest transaction dis- 
closures. As Khungar points out: “The government also needs to amend property tax 
laws. It has to be delinked from the cost of acquisition.” At present, property tax is cal- 
culated on the cost at which the owner bought the property. So for a property bought, 
say, 20 years ago for Rs 1 lakh, the tax is calculated on that cost, while if it is sold today 
for Rs 20 lakh, the property tax will be calculated on the new cost. Not surprisingly, 
there are a lot of disputes around property tax. The Delhi government is amending 
property tax calculation from cost of acquisition method to unit area method — as is 
practised in Patna, Bangalore and Ahmedabad. 

In the West, the property tax collection rate is almost 90% while in India it is 40- 
50%. Also, as Sanjay 
Verma, executive director, 
Cushman & Wakefield 
points out: “The global av- 
erage stamp duty is 4-6% 
while in India, it is 12-14%. 
As far as Delhi is con- 
cerned, there will be no 
impact of stamp duty 
changes in the short term. 
Although, with amend- 
ments in tax rate calcula- 
tions, there could well be 
an impact in the long term 
on disclosures.” 

SHELLEY SINGH 





—Offbeat Napster is dead. Long live Napster — —— 





ley sang in Hotel Califor- 

nia, "They stab it with 
their steely knives/ But they 
just can't kill the beast." Nap- 
ster will again be available to 
music lovers in early 2004. 
Shawn Fanning, the college 
dropout who almost brought 
the music industry to its 
knees by creating the Nap- 
ster file-swapping service, 
must be rolling with laughter. 

Here is what has hap- 
pened. Roxio, a company 
that makes DVD-burning 
software, is buying Pressplay, 
a paid music file-swapping 


' T is exactly like Don Hen- 


network run by Vivendi and 
Sony Corporation, and 
branding it as Napster. The 
deal is worth $40 million. 
Roxio had purchased the 
'Napster' brand name and 
assets in November 2002 for 
approximately $8 million. 







XU 


Ironically, in its current 
avatar, the content will be le- 
gal but the name a tad infa- 
mous. The entire music in- 
dustry cracked down on 
Napster in 2000 and it had to 
face the music. So why does 
Roxio think it can make a dif- 
— = ference? 

|... When Roxio 
commissioned 
a consumer re- 
search on on- 
line music ser- 
| vice it found 
____, that even after 
" : Napster disap- 
2 peared, 97% 


FN 
(t ". 
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of those who took the survey 
thought Napster was the 
leading online music service 
in the world. So, with its 100- 
million consumer base, Roxio 
thinks it can do what no one 
else has been able to do: 
make people pay to down- 
load music and burn CDs. 
Roxio will spend close to $20 
million to promote its version 
of ‘Napster’. Roxio CEO Chris 
Gorog says that while the 
new Napster will not be free, 
it will be 'liberal as well as 
reasonable’. And, perhaps, 
successful as well. 

SHISHIR PRASAD 





DINESH KRISHNAN 
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OW factories have changed. Thirty years ago I used 
to visit factories in the Thane-Belapur belt. They 
used to be blazing hot caverns. One had to pick one's 
way through piles of chains or palettes of cotter pins. 
Workers shouted to be heard over the din. Recently, I 
wentto the "factory" ofShantha Biotechnics, 35 km south of 
Hyderabad. The whole building is air-conditioned. The 
floor is so clean that you can eat off it. The workers, who are 
clad in white coats, work in small groups and do not need to 
raise their voices. If an industrialist of 30 years ago had been 
transported to Vara Prasad's plant, he would have said that 
the man was only playing with being an industrialist. 

Which he is, in a way. Industrialist he may be, but above 
all he is a nationalist. Surprising in an age when our nation 
means Mayawati. It is even more surprising since one of 
Prasad's first jobs was with Andhra Pradesh Industrial De- 
velopment Corporation, whose main activity was to get li- 
cences for relatives of politicians and to give them 
money that they would never repay. Fed up 
with the state-sponsored frauds, Prasad left 
. to work for Hyderabad Batteries. Things 

. went sour, and he left it in 1991. 

He went to a conference in Geneva 
where foreign vaccine manufacturers 
described India as a basket case — a 
country that produced no vaccines 
and wanted them free. Prasad's blood 
has alow boiling point. He decided to 
make vaccines. He went to Genentech 
for the technology. He was made to 
wait for two hours, then told that it 
would cost $100 million and would be 
waste of money because his scientists would 
not be able to absorb the technology in 20 years. 

Prasad decided to prove Genentech wrong. He went to 
development banks for money. When they heard that he 
wanted to break into the market for vaccines, which was 
dominated by multinationals, they thought he was crazy. 
They said, why not manufacture paracetamol instead? By a 
stroke of luck, Prasad was introduced by PV. Narasimha Rao 
to the foreign minister of Oman, who arranged for some fi- 
nance. ICICI followed, and the venture was off the ground. 

Prasad produced a Hepatitis B vaccine in six-and-a-half 
years, with the help of the Centre for Cellular and Molecular 
Biology of Osmania University. In 1997, he took two patents 
for the Hepatitis B vaccine. SmithKline Beecham was then 
selling the vaccine to the government for Rs 300 a shot; 
Shantha offered it at Rs 50. Prasad thought there would be a 
huge market. The world over, 1.2 million people die of He- 
patitis B. A quarter of those infected get liver cancer; of the 
386,000 who died ofliver cancer, five-sixths had Hepatitis B. 





TWO BIOTECH FIRMS 


SHANTHA BIOTECHNICS 
AND PRATHISTA 
BIOTECH ARE PIONEERS 
IN THEIR OWN RIGHT 
AND ARE BOUND TO 
STRIKE IT BIG 


ASHOK V. DESAI 





India has 50 million people infected with Hepatitis B; 2.5 
million die of it every year. Once it damages the liver, it can't 
berepaired. The infection can spread through blood, sweat, 
saliva — 0.0004 ml of blood is enough to infect a person. He- 
patitis B is seven times more infective than AIDS. 

But now Prasad has competition from Bharat Biotech, 
also of Hyderabad, which is offering a shot for Rs 11. Prasad 
is tryingto get the government to set standards for vaccines. 
But he finds the Andhra Pradesh government biased; and 
the Drug Controller is pliable, devoid of resources and de- 
void of authority. So he has gone on to other biological 
products. He patented a process for interferon in 1998; its 
price has come down from Rs 2,500 to Rs 450. He bought 
ABC Laboratories in Madras, which collects algae from the 
sea, spray-dries them and extracts vitamin A, betacarotene 
and spirulina from it. He has bought a company in the US 
which makes human monoclonal antibodies that are used 

to treat various cancers. Although Prasad has a way 
oftaking the difficult road, he is going places. 

Prathista Biotech is not quite there, but 

its way has been equally eventful. It was 

set up in 1998 by Sai Ram, a chemical 

engineer, who was later joined by Ra- 

jesh Sharma, his ex-colleague from 

the Thapar R&D Centre in Ludhiana. 

It produced a plant growth promoter. 

It was successful, so the level of am- 

bition rose. Sai Ram took technology 

from the Central Food Technology Re- 

search Institute for lactic acid and cal- 

cium lactate. The plant costs quadru- 

pled, and the technology transfer was not 

smooth. So liquidity problems set in. To use 

the plant more fully, Prathista took technology 

from the Jammu Regional Research Laboratory for calcium 

gluconate. The learning process from this technology trans- 
fer enabled Prathista to make an animal medicine as well. 

By now, the Prathista plant is the largest in India for cal- 
cium lactate and calcium gluconate; the investment has 
gone up from the initial Rs 4 crore to Rs 35 crore. But the 
market in India is not large enough. So Prathista is exploring 
export markets. But these days, buyers abroad want to be as 
sure ofthe product as ofthe process; they send people to in- 
spect the plant. The Prathista plant failed the inspection be- 
cause the workers were not wearing hats, they were not 
dressed in white overalls, and the pipes did not have the 
right colour. The next time the inspectors come, the bowler- 
hatted workers in uniforms will parade before red and 
green pipes and pass the test with flying colours. 


The author is consulting editor of Business Standard. 
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F you thought that the stockmarket 
will get a much needed boost this 
year from privatisation sales, think 


again. The strong political campaign | 


against disinvestment has been 
steady and systematic. With careful cal- 
culation, the BJP-led National Democra- 


tic Alliance government has ensured | 


that the Indian disinvestment process 
dies a natural death. 

First, disinvestment minister Arun 
Shourie was given additional charge of 
telecommunications and information 


technology. That divided his attention | 


and reduced the time he could devote to 
disinvestment. At about the same time, 


Pradip Baijal, secretary in the disinvest- | 


ment ministry, retired. That has de- 
prived the ministry of his restless energy. 


And finally, the decibel level against | 


the disinvestment of India's premier oil 
companies has been raised to a hitherto 
unprecedented pitch with several court 


cases questioning the move on the | 


grounds that Parliamentary approval is 
required before oil companies that were 


nationalised by legislation are sold off. | 





The courts are in recess and even after | 
they resume, top sources in the govern- | 


ment do not really expect the sales of 


Hindustan Petroleum Corporation | 
(HPCL) and Bharat Petroleum Corpora- | 


tion (BPCL) to go through in 2003-04. 

The disinvestment of HPCL and 
BPCL has raised hackles in Parliament 
and a number of political parties are op- 
posing the sales and employees of HPCL 
have joined in the agitation. "Even if the 
court dismisses the petition, there is no 
saying whether these sales will take 
place this year. Frankly, till the elections 
are over, even if the courts resume work, 
political decision-making will remain in 
recess," Says a top ministry source. 

Says another official: "If you are ask- 
ing me whether the big sales will happen 
and the markets will perk up, maybe not. 











Small sales that do not 
make it to the pink paper 
(financial press) headlines 
will continue anyway." 

It is almost as if a tacit 
go-slow is already in place. 
Ask about any sale and you 
are told that there in no 
rush. Disinvestment min- 
istry sources confirm that 
the Nalco strategic sale 
process has not moved 
since last October (a public 
issue and global ADR issue 
were planned). Officials 
point out that no major sale 
has taken place since that of 


Maruti Udyog in 2002. The sales of many | 


other companies are stuck are various 
stages. Objections have been made by 
other ministries and the atomic energy 
ministry has to be consulted before the 
sale of Engineers India takes place. 


Tamil Nadu-based Hindustan Pho- | 


tofilms and Neyveli Lignite have met 
with local political resistance. The for- 
mer is proposed to be converted into a 
joint venture over the next 6-8 months or 
else it may be closed down. Ministries 
like health have raised objections to 
smaller sales like Indian Medicines 
Pharmaceutical Corporation on the 
grounds that this is the only PSU that is 


doing frontline work in the field of | 
ayurvedic medicines. Nothing is really | 


on the fast track, say ministry sources, 
but work is on at a leisurely pace. "Some 
small sales will happen. Bids for Instru- 


mentation were cleared by the CCD | 


(Cabinet Committee on Disinvestment) 
on April 15,” ministry sources said. Cer- 


tain others sales like that of Rashtriya | 


Chemicals and Fertilisers, and Hindus- 
tan Copper are pending before the CCD, 


while some others like State Trading | 
Corporation and Mecon are soon to go | 


before the core group on disinvestment. 


New bids are to be invited in the case of | 


Shipping Corporation of India. Air-India 


END OF THE 
INITIATIVE 


Disinvestment has died an untimely death, 
asphyxiated by the lack of political will 






ANTHONY LAWRENCE 





and Indian Airlines have been taken off 
the sell-off list completely following a 
Cabinet decision to this effect. The min- 
istry is working on 20-odd smaller com- 
panies and the plan is to hawk off a a few 
of these during this fiscal. But no one ex- 
pects this to add up to much financially. 
"If we reach Rs 2,000 crore this year, it 
will be quite an achievement," says one 
official. Heis working on the assumption 
that the Shiv Sena and Sangh Parivar will 
succeed in delaying the sale of HPCL in a 
year preceding elections. 

So what happens to the disinvest- 
ment target? No one cares about that 
anyway. "The targets have never been 
sacrosanct. Tell me one year when the 
targets have been achieved," says a se- 
nior ministry source. In 2002-03, only 
Rs 3,360 crore was raised against a target 
of Rs 12,000 crore. With the entire pro- 
cess mired in political controversy, the 
second half of 2002-03 hardly brought in 
any money. This year Rs 13,200 crore was 
to be raised through the process, a credit 
for which has been taken in the receipts 
budget for 2003-04. Of course, the strate- 
gic sale of HPCL and a public issue in 
BPCL could help raise a large portion of 
this, but the political will required for 
that will be Herculean. And by the looks 
of it, Hercules, too, is on holiday. € 
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Corporate guidances 
may be doing as 
much harm as good. 
But should they be 
done away with? 
MANISH KHANDURI 


N April 2002, India’s fifth-largest IT 

services firm, the Rs 1629.30-crore 

HCL Technologies (HCLT), decided 

that it would discontinue an estab- 

lished industry practice. It declared it 
would stop issuing earnings guidances 
to investors and equity analysts. Then, 
early this year, the Rs 3,622.69-crore 
powerhouse IT firm Infosys Technolo- 
gies was harshly criticised for, allegedly, 
issuing a key guidance number that later 
proved to be off target. In the same pe- 
riod, the Rs 292.60-crore mid-cap soft- 
ware company Mastek also strayed con- 
siderably from its own estimates. 

When HCIT took its decision to stop 
issuing guidances more than three quar- 
ters ago, many in the investment com- 
munity did not like it. Corporate guid- 
ances, or the forecasts (revenue, 
profitability, etc.) by companies on their 
performance in the next quarter, half 
year or year, are regarded by many as an 
important tool for analysts in forecast- 
ing corporate performances. So, HCLT 
was “effectively” shutting down the flow 
of what is regarded as critical informa- 
tion by the market. Today, HCLT and 
other Indian and global firms are going 
one step ahead by asking a fundamental 
question: is it time to reconsider the 
practice of giving guidances? 

In 2001, when most frontline Indian 
IT firms started providing guidances, it 
was regarded as a positive development. 
Suresh Senapaty, corporate executive 
vice-president, Wipro, sums up the rea- 
sons the best. “Due to the uncertainty 
created by the downturn,” he says, “we 
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OFF TARGET 


Year — Quarterly earnings forecast error*(%) 
1973 | S 

1974 BS 
1975 Bg 
1976 ERN 
1977 ES 
1978 ES 
1979 lm 
1980 EX 
1981 EE 
1982 Bi 
1983 BE 
1984 BB 
1985 BB 
1986 BS 
1987 BB 
1988 BS 
1989 BS 


qase e intende ORES te RESIN PCS mite ice AA pto TRIS EERIE EA RSIS PRR ELAN LIRR SOON OE 








*OEFE = (RE-CE)/RE*100 
RE = Reported earnings 
CE = Consensus estimates 


Source: David Dreman & Michael Berry, Financial Analysts 
Journal, May-lune 199 


thought it was appropriate to begin giv- 
ing quarter-on-quarter guidances." It 
was believed that at a time of economic 
turbulence guidances would give clarity 
to a companys future earnings and also 
‘tie down’ the corporate to a certain level 
of performance. 


SRADENSMETSNOPRERSVN rM Ath I oH on qtetamsccstiqun amas ret pte terii stc eu cavi ean tote 


ARPIT SHARMA _ 


————— 


meeting its guidance. Arun Duggal, chief 
financial officer, HCLT, says when his 
company established the guidance pro- 
cedure soon after its IPO a few years ago, 
it was "...astandard operating procedure 
and part of the process of establishing 
investor relations". But along the line 
HCLT realised that “the benefits of pro- 
viding guidance numbers are outweigh- 
ed by the risks". In short, Duggal thinks 
that while guidance can add to the infor- 
mation flow, there is a very real danger 
that companies can get tied down to 
these numbers, to the detriment of long- 
term growth. Hes not alone. The Rs 799.5- 
crore, Delhi-based NIIT has stopped is- 
suing any guidance. The Rs 248.11-crore 
(income) Hughes Software, also head- 
quartered in Delhi used to give annual 
guidance, but stopped after the World 
Trade Center attacks and now gives only 
quarter-on-quarter forecasts. 

Here's a caveat: Before it stopped the 
practice, HCLT and NIIT were also criti- 
cised because their actual results often 
varied from their guidances. Even so, the 
dangers of the earnings guidance model 
came to the fore after the recent Infosys 
imbroglio. In the last quarter, there was a 
historic and negative deviation between 
a specific guidance number that Infosys, 
perhaps India's most reputed IT com- 
pany, initially gave and the company's 
actual performance. The end result: the 
stockmarkets lost almost Rs 40,000 crore 
in two days as panicked and possibly 
overreacting investors went on a selling 
spree. Companies such as Mastek were 
even harder hit as stock prices fell by 
50% in a day after a guidance went awry. 

There is an international backdrop 
to the debate. In the last eight months or 
so, a host of powerhouse corporations 
including Coca-Cola, McDonald's, The 
Washington Post, Gillette and AT&T de- 
cided to stop the practice of giving quar- 
terly or annual earnings per share (EPS) 
guidance. In part, the intellectual impe- 
tus to this ‘rebellion’ is being given by le- 
gendary investor Warren Buffet (who sits 
on the boards of Coca-Cola, The Wash- 
ington Post Company and Gillette). 

Buffet believes that no company can 
predict accurately what it will earn in the 
next quarter, far less the next year. And 
managements that make such claims 
are deluded, or worse. Also, once a com- 
pany provides an earnings forecast, it 
comes under intense pressure from in- 


| vestors, analysts and the stockmarkets 


That belief now appears to be some- | 


! what questionable. For one, except for _ 


Wipro and Infosys (not counting the re- 
cent controversy), almost every IT firm 
has shown a blemished track record in 





PIE aaah emia cain, 


to achieve those targets, no matter what. 

But, is the same reasoning justified 
for India? Examine the role of two key 
parties in the process: the research ana- 
lyst and the management. Why were an- 
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GUIDANCE 


alysts so angered by the Infosys guida- 
nce last quarter? If it is their job to make 
as accurate a forecast as they can, why 
were they blaming the management? 

It seems that the investment com- 
munity has become more then comfort- 
able with the numbers that companies 
dole out. “Investment analysts make life 
hell for us,” says an executive with a 
prominent IT company, “when they in- 
sist on guidance numbers because they 
are too lazy to make their own forecasts.” 

“Analysts, instead of independently 
ascertaining the earnings model of a 
company... have started using the com- 
pany estimates as the guiding lines for 
their analysis,” says R. Sukumar, chief in- 
vestment officer (equity) at leading mu- 
tual fund Franklin Templeton India. In 
other words, not a few investment ana- 
lysts go by the corporate earnings guid- 
ances instead of independently arriving 
at their own conclusions. When the pro- 
jections are borne out by the actual re- 
sults, everything is hunky dory. But 
when they go wrong, it can have disas- 
trous consequences, as the past few 
months have shown. 

It cuts both ways. As was seen in the 
case of Enron, Tyco and Global Crossing, 
managements put themselves under 
pressure to stick to the guidances, no 
matter that their company may actually 
be performing below par. The end result, 
at least in the case of these three compa- 
nies, was a complete mismatch between 
the true picture and what investment 
analysts were saying. 

So could Indian companies fall into 
the same trap? The short answer, ac- 
cording to marketmen: Yes. The danger 
is magnified when one considers the fact 
that analysts don't get their calls right as 
often as one would expect and, there- 
fore, may place too much reliance on 


HCL Technologies' Duggal now refuses to provide guidances 








company forecasts. While in the 
Indian context there is no avail- 
able information, a study by in- 
vesting gurus David Dreman and 
Michael Berry bears this out (See 
‘Off Target’). In a study on quar- 
terly analysts forecasts between 
1973 and 1990, the duo used 
94,251 consensus forecasts. More 
than 1,500 companies were part 
of this study. The final results: the 
average error in the sample was as 
high as 4496! In other words, even 
the ‘best’ analysts cannot get any- 
where near consistency. 

Says Sandeep Tandon, head of 
equities at Mumbai-based re- 
search firm Refco Sify: "From the 
point of view of corporate gover- 
nance, guidance is a healthy prac- 
tice. But a number of companies 
have either suppressed informa- 
tion while providing an earnings 
guidance or even basically mis- 
guided people." 

Given the current environ- 





Templeton's Sukumar says some analysts are 
now overdependent on company forecasts 





ment, say insiders, the pressure 
on the comparatively smaller compa- 
nies such as Mastek to make repeatedly 
positive forecasts could intensify. Sec- 
ond, as Duggal puts it, "some companies 
in some industries may find themselves 
in a situation like Enron, where the en- 
tire management is geared to meet a 
number". What's worse, the earnings 
guidance practice may be creating a sit- 
uation, market insiders allege, where 
companies are selectively releasing in- 
formation to ‘preferred’ analysts, who, in 
turn, almost never make a 'Sell' recom- 
mendation on the stock. "Go through 
the recommendations of the premier FII 
brokerages,” says a prominent Mumbai- 
based broker, "and you'll find that al- 
most 9096 of their recommendations 
are ‘Buys’.” 
Companies that 








now do not provide 
earnings guidances 
say that they wish to 
ensure that analysts 
focus more on long- 
term corporate ob- 


being obsessed by 
quarterly numbers. 
Fair point. But is that 
the only answer? 
Possibly not. For 
one, the guidance 
process is implicitly, 
in the words of 
Mumbai-based in- 
vestment banker Vi- 
jay Anand, "a step to- 


jectives instead of | 


| 





wards ensuring corporate governance 
and transparency". For another, data 
from the March 2001 Disclosure Prac- 
tices Survey of the US-based National 
Investor Relations Institute (NIRI), 
which does not take a stand on the ad- 
visability of giving guidances, suggests 
that guidance makes for more stability 
in the long term. It was found that cor- 
porates that offered earnings disclosures 
tended to see lesser volatility in their 
stock prices than the companies that did 
not. Finally, it is hard to believe that, in 
the stockmarkets at least, there can be 
something such as too much informa- 
tion. “Eliminating quarterly earnings 
guidance probably won't fix the prob- 
lem,” says Sukumar. 

A few analysts believe that Wipro's 
may be the ideal model of issuing guid- 
ances. Wipro, which started to give guid- 
ances around two years ago, prefers to 
give only the "broad picture" and stays 
away from making EPS or bottomline 
forecasts. And it sticks to making only 
quarter-on-quarter revenue forecasts. 
"We find that this method is the best 
compromise between our comfort levels 
and investors' needs," says Senapaty. 

Finally, It goes without saying that 
the forecast numbers can be massaged 
or even suppressed. But it is difficult to 
believe that guidances are completely ir- 
relevant. In the end, the obvious solution 
may be for investors to take note when- 
ever companies persist in giving out er- 
roneous guidances and then vote with 
their feet. B 
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Global 
Outsourcing 


MANUFACTURING 


3 Leveraging | 
Low Gost 


The Indian subsidiary of UPS 





maker APC is also its most competitive. A case 
study in our series on Global Outsourcing 


RAJEEV DUBEY 


N 1997-98, when the world's largest 
uninterrupted power supply (UPS) 
system manufacturer, the $1.3-bil- 
lion American Power Conversion 
(APC), decided to undertake a feasi- 
bility study for a manufacturing facility 
in India, the company's Philippines 
plant was the most competitive within 
the APC world. The study found that 
manufacturing in India could be a little 
more competitive. A fledgling IT market 
and erratic power supply were added in- 
centives for manufacturing in India. 

By the time the APC India plant came 
up in the Jigni industrial belt near Ban- 
galore in 1999, it was APC's largest leased 
facility worldwide (APC does not dis- 
close details of its capac- 








€— 
| 


ity). And by 2000-01 and 


2001-02, it had become | "Wherever we could 
remove costs, we've 
moved them (the 

products) to India" 


Indias 'largest exporter 
of electronic hardware’ 
with APC outsourcing 
systems worth Rs 162 
crore until last year. 

The US parent has 


Iyer. At least 55% of APC's global busi- 
ness is in North America, 26% in Europe, 
the Middle East and Africa, and 19% in 
the Asia Pacific region. As North America 
faces high cost pressures and accounts 
for over half of APC’s business, India can 
help there. More importantly, the sub-10 
kVA systems account for 85% of APC's 15 
million units per annum sales. Again, 
that's where India is most competitive. 
APC India’s cost edge comes from in- 
digenising nearly all the 100 compo- 
nents (batteries, transformers and the 
like). The Indian plant has benchmarked 
its productivity to that of the Philippines 
one and adopted the high-speed cell 
manufacturing technique from its par- 
ent. But given the high labour involve- 
ment in the production process, APC In- 
dia plans to leverage the 
labour costs to migrate 
more products to India. 
According to APC’s 
feasibility report, labour 
costs were £16-18 per 
hour in Europe, while in 
India, it was only £1. It’s 
an advantage lyer sells 


also migrated the pro- ANAND IYER, hard during his qua- 
duction of a few sub-10 Country general manager, rterly trips to the US for 
kVA systems (in the APC India business evaluation. WM 


350VA-3kVA range) to In- 
dia, making it the largest 
sourcing base for sub-10 
kVA systems. Says APC 
India’s country general 
manager Anand lyer: 
"Wherever we could re- 
move costs, we've moved 
them (the products) to 
India." APC India ships 
products to Singapore, 
Japan, Germany and 
North America, from 
where they are sold to 
other nations. 

"Interest in India is at 
an all-time high," says 


NAMAS BHOJANI 














Climbing 
New Heights 


GINA SINGH 





Company is nursing lofty dreams. 

The healthcare company plans to 
expand and rebrand its 24-strong retail 
chain under the Himalaya Herbal 
Healthcare name in the next one year. It 
is also bringing all its products, includ- 
ing Liv 52, under the same brand name. 

Himalaya refuses to reveal details 
about the expansion. But, basically, it 
plans to take the shop-in-shop route by 
setting up kiosks inside retail chain 
stores. This is to keep overhead costs 
low; the only investment will be on the 
salaries of the trained personnel in the 
kiosks. Himalaya claims to have received 
requests from leading retail chains and 
says itis in the process oftying up with a 
"big retail chain with a national pres- 
ence". Butitis yet to decide on whether it 
will go in for an exclusive tie-up or set up 
stores in different chains. Meanwhile, 
sources say, it has identified five loca- 
tions in Mumbai for its stores. 

The company first set up retail out- 
lets 2-3 years back under the Ayurvedic 
Concepts name. The learnings from that 
experiment have been ingrained and it's 
ready for a fast rollout. The new stores 
will provide 'top-to-toe' solutions for the 
entire household and stock its full range 
of products: therapeutic, personal care, 
pure herbs, nutraceuticals and animal 
health. They will also stock its new prod- 
ucts, like Menosan, for menopause, and 
Party Smart, which helps prevent han- 
govers. The stores will offer personalised 
service on health and personal care is- 
sues through trained personnel. 

The idea is to capitalise on the na- 
tionwide awareness of herbal products. 
The first of the rebranded stores will 
open in Bangalore this week. isi 


Te 73-year-old Himalaya Drug 
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Zee Telefilms’ Subhash Chandra 





DILEEP PRAKASH 





ai w , F . 
Eenadu’s Ramoji Rao 





DILEEP PRAKASH 


SANJIT KUNDU 





peee 1 The ranking has been done based on figures available 
Sony Entertainment's M. Grindon — Sun Network's Kalanithi Maran **Up to December 2001 (From the annual report of the Ministry of 
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In a decade, Star has grown to become the No.2 | 
media house in India. And it could become No1 


VANITA KOHLI 





AA Eher en SEHEN MCA Ae rrr m ABI ASIA PA ACA VS e S AA etr mar MTS PM 





N the summer of 1992, a Chinese trader came to India sell- 
ing almost literally a pie in the sky. Many Indian business- 
men were tempted, the likes of Bennett, Coleman's Vineet 
Jain, Sunday Mail's Sanjay Dalmia, Essel Packaging's Sub- 

hash Chandra Goel and Bombay Dyeing's Nusli Wadia. 

Along with others, they bid for a transponder on ASIA- 

| SAT], a satellite that was already beaming the trader Li Ka 
Shing's Hutchison Whampoa-owned Star TV into India. Li Ka 
Shing, with characteristic oriental ingenuity, figured that if he 
could get somebody here to buy a slot, it would offset some of 
his costs of refurbishing the decrepit old Chinese satellite. So he 
sent son Richard Li to talk to Indian businessmen and get the 
best price he could. 

Chandra bid the highest at $5 million, Rs 15 crore then. This 
amount was reportedly five times higher that what the coun- 
trys biggest media company, Bennett, Coleman, offered. "For 
Bennett, Coleman, it did not make sense because broadcasting 
seemed too risky at that time and they did not want to take the 
risk," remembers a former Times TV official. Times TV then 
used to market television shows and make the odd programme 
for Doordarshan. For Bennett, Coleman, print was what it un- 
derstood, not broadcasting. 

The story did not end there; it had a twist that's just about 
emerging today. In the intervening years, television broadcast- 
ing has grown to become more than twice the size of print; and 


Businesses 


AAA events, music, radio 


theres a new media giant that has quietly emerged. At an esti-. 
mated Rs 1,200 crore (2002-03), Star India has emerged. as the 
country's second largest media house. And given its roug] 
growth rates over the last three years, it could soon displace 

Rs 1,500-crore Bennett, Coleman from the No.1 position. 
fact, it's quite likely that Star could become No.1 as early as ne 
year. (Subhash Chandra Zee Telefilms is, incidentally, also 
big as Star and, therefore, a logical contender for the No.1 slot. 
But media planners argue that leadership in media is not only 
about sales but also equally about reach. There, at 33 million. 
homes (IRS 2002) and with a 3% viewership share in 2002 com- 
pared to Star's 12% and 55.9 million, Zee is yet nota serious 
contender for the top slot. Zee has the revenue size but does not 
have the reach of Star. Conversely, Doordarshan has more - 


reach but 40% of the revenues of Star, which, say planners, t 


makes it on all the parameters.) i 
The implications of Star's rise, however, go way beyonda 
mere upset in the pecking order. At one level, itredraws theme. 
dia map globally to make India (and, perhaps, Asia) look more - 
interesting to global investors. This, feels Star India CEO Peter 
Mukerjea, is crucial. “Because Star is part of a larger media 
company, I think we have an important role to play interpa: 
tionally when India is being referred (to),” he says. Janine Stein, _ 
editorial director of Singapore-based Television Asia magazine, 
agrees. “Star has a material impact on how the rest of the world. 
looks at Asian television,” she says. Both have a point. Despite 
having the world’s largest film industry by number of movies 


Flagship brands 


The Times of India 
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= while 6.1 million people read The Times 











m ado, or the third-largest number of ca- 
le connections globally, India is still not 
considered a serious player in the global 
media business. But the $240 million. 
that Star India is expected to rake in this 
- "year is by far the best evidence that India 
-. could be a lucrative market for global 
<o players, provided you can play the game 
«right. This is particularly important be- 
< cause except for News Corporation and 
= Sony Corporation, no other global me- 
dia firm has a big presence in India. Be- 
-~ sides, increased global attention could 
also be beneficial, given Indias tradi- 
tional strengths in knowledge-intensive 
sectors; it might just provide us with an 
opportunity to emerge as a force to 
reckon with in media. Star's ascent also 
marks more emphatically than ever be- 
fore the shift in reach, power, influence 
and spends away from print. Today, 





Current 
status 


- of India, over nine times the number, 
< 85.9 million, watch Star Plus, according 
- to the Indian Readership Survey of 2002. 
. A Youcould argue that The Times of In- 
dia is a newspaper while Star Plus is an 
entertainment channel. But they fight 
for the same thing — consumer time 
and advertiser money. Indians now 
spend 3-4 times more time watching 
television than reading. Every month we 
^ payon an average Rs 150 fora cable con- 
= nection compared to Rs 30-75 for a 
|». newspaper or two. Thanks to this shift, 
what took Bennett, Coleman over 160 years to build, Star has 
built in a decade. Since the time Richard Li first came to sell his 
satellite, print's share in national advertising spends has 
dropped from over 60% to around 43%. 
Of course, Star's rise also tells the story of opportunities 
— missed and seized in the Indian media business. It establishes 
plainly that Indian publishing companies couldn't see beyond 
-= their regions or languages to reach national or international 
scale. As a result, global media companies like News Corp. and 
Sony, or non-resident Indians like Subhash Chandra have 
— walked away with what is the most lucrative part of the media 
— pie globally — broadcasting and cable. 
zs For most media (Read: publishing) houses through the 
::3980s and 1990s, when broadcasting was taking off, expansion 
was about launching more editions or attempting a different 
language. It is really striking when you realise that there was no 
regulation that stopped private broadcasting into India. It took 
a CNN in 1991 to show that. Even when the opportunity pre- 











_ sented itself, it was rarely taken. Though many print players 


dabbled in software, only Living Media, Hindustan Times 
(Home TV), Business India (BITV) and Eenadu made an at- 
tempt at broadcasting. 

Mukerjea argues that the full scope of broadcasting media 

© hasn't been tested here yet. “We are just halfway there in terms 

_ of penetrating the total overall base (over 80 million) of TV 

homes, so part of my mission is to continue to get more and 
more people connected to television,” he says. 


Yet, ironically, Star is slightly uneasy with the mantle of | 


No.2. Unlike with other products, the impact of Star’s size goes 
beyond plain investment, revenues and marketshare. Star has 


| |Business/ > 
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Star Plus | Star Movies, Star Gold, 
Star World, Channel V, 
National Geographic 


$ No. 1 on ratings, 
revenues and channel 
share with the maximum 
number of viewers 


@ is the breadwinner for the 
company; brings in the 
bulk of the ad revenues 


@ Financially not 
independent 


@ is the ‘driver’ brand for 
Star — other brands ride 
piggy-back on its success 
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@ Plus is too dominant in : @Their contribution to thi 
the Star portfolio topline has to go up 
Star is to derisk i i 
@ Could take a huge revenues 
temporary hit if CAS & 
goes through in its Oe Will earn more from pay 
current form if CAS happens 





the power to entertain, inform and influence 55.9 million peo- 
ple every day. Paradoxically, this has made the Star manage- 
ment here highly circumspect, cautious and extra-sensitive to 
any labels of size or power. After all, its foreign origins still con- 
tinue to cause flutters within the circles of power. 

And create hurdles in its path. For example, Star's applica- 
tion for a licence to uplink from India for its news operation 
was pending with the government for six months. And, just a 
week before its launch, the Union Ministry of Information and 
Broadcasting decided to allow foreign news broadcasters to 
control only up to 2696 of an Indian news telecaster's equity. 
This despite an earlier decision that had clearly allowed 10096 
foreign equity in broadcasting. The government's reasoning is 
that the decision is consistent with the one that allows 26% for- 
eign direct investment in print. (Star is now close to a deal with 
the AV Birla group, the Tatas and other investors for Star News.) 

Interestingly, however, globally Murdoch takes particular 
care to ensure that his channels do not offend sensibilities. In 
1993, when he bought a controlling interest in Star TV from Li 
Ka Shing, he made that famous remark about how satellite tele- 
vision was a weapon against totalitarian governments. It upset - 
the Chinese government. It took Murdoch 10 years to undo the 
damage. But undo he did. From blocking group company 
HarperCollins from publishing the memoirs of controversial 
Hong Kong governor Chris Patten to speaking out against the 
Falun Gong movement, which recently rattled the Chinese 
government, News Corp. makes it a point of being on the right 
side of governments. Ten years after those remarks, Star finally 
launched its channel (besides one in a joint venture) in China. 

In fact, the more consistent accusation against News Corp. 
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Star News Radio 


(for MBPL) 


New channels/ 
businesses 


e Radiocity is in 
Delhi, Mumbai, 
Bangalore and 
Lucknow 


@ Talk radio will 
. form chunks of 
programming 
starting May 
2003 


in October 


news channels to b 
launched soon 


@ Syndication of shows 
to channels in 
Mauritus, Singapore, : 
Canada, etc. 


€ Merchandising 


@ Will add to the 
bouquet but also 
to costs 


e Can be the big 
surprise for 
the topline if 
the payment 
of licence fees 
is reversed 


is that it has led the dumbing down process in media. In India, 
some critics already accuse Star of pandering to the lowest 
common denominator. Some say its soaps makes earlier hits 
from Zee like Banegi Apni Baat or Tara look modern. So while 


Kyunkii Saas Bhi Kabhi Bahu Thi or Kahani Ghar Ghar Kii or 


Des Mein Nikla Hoga Chand keeps women glued to their sets, 
some media critics pan Star for 'regressive' television. Globally, 
News Corp. has a reputation for dumbing dowh media to grow 
viewership/readership and get the ad revenues. Remember 


Sun, New York Post, News of the World, Sky News, Fox News. Of | 


course, the debate over what is good content can go on forever. 

However, prejudice against Star because of its origins is not 
necessarily fair. After all, competitor Sony is no less foreign. But 
over the years, its Indian CEO Kunal Dasgupta has emerged as 
the face of the company here. But in Star's case, though Muker- 
jea runs the Indian operation, the company is still very strongly 
associated with Rupert Murdoch. Most of it has to do with Mur- 
dochs personality. The 72-year-old head of the $15-billion 
News. Corp regularly makes global headlines for his aggression 
inthe media business. His son James comes in every quarter for 
a review, affirming the foreign roots. But Star is very sensitive 
about the foreign tag, especially now. So, despite repeated re- 
quests, Businessworld could not talk to the usually accessible 
James; the company simply wanted to keep the 'foreign' face 
away from the glare of Indian media, 

Many industry watchers also find the issue of origins ridicu- 
lous. “Unlike other MNCs, they have understood India in a very 
short period,” says S. Sriniwasan, co-head of investment bank- 
ing services at Kotak Mahindra. He is referring to Star's ability to 
tune in to viewer tastes. It has been three years since Kaun 
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Banega Crorepati, but Star has domi- 
nated rating charts with consiste 
What has worked for Star, point out ob 
servers, is that unlike a Disney or 
AOL-Time Warner, Star has inve 
huge amounts of money in local 
gramming instead of treating Asiz 
another syndication opportunity. Be 

sides, of course, the Murdoch touch. — 



















"S HERE is in Murdoch a gut-feel for the 
media business, a nose for the 
deals and a vision for the ma 
the future. It is not something thath 
demonstrated once or twice, but ovi 
years in several markets like Aust 
Europe and the most difficult of all, th 
US. His Fox News recently overtook 
CNN and he has just acquired DirecTV. 
the largest satellite platform in the US, 
He thought 10 years back that ASIASAT 1 
was a good deal and paid $825 million: 
for it. His investors were aghast, but he 
hung on. (He and his family own 30% of 
News Corp.'s voting stock). Today, they : 
praise the move. And Murdoch is seen as. 
some sort of a visionary who read the. 
Asian market right. E 
Now transfer some of what Murdoch 
is into his company. Grit, patience, ao 
strange ruthlessness, a clinical sort of. 
determination and a nose formoneyare ..— 
somehow genetically coded into News |. 
Corp.'s operations. Rarely do you see... 
Mukerjea or his deputy Sameer Nair ex- —— 
cited or angry about anything, whether it is multisystem opera- D 
tors switching them off or regulators blocking them. They sim- |. 
ply hang in there and work their way out of every problem. : 
Then there is the News Corp. system. Indian media firmis — 
rarely have access to the kind of systems, learnings ortechnolo- i 
gies that Star has. Before she relaunched Star News, CEO Rav- 
ina Raj Kohli went to almost every major News Corp. marketto co 
see how news works, what is the technology used, what clicks. 
The result is that the viewership share of the new Star News is. 
rising steadily. It is up to 25% from 6% in March this year. 
Again, take the case of Sony's Kkusum and Kutumb, Both. 
these soaps were giving Star Plus serious trouble in the 9-10. 
p.m. slot, one of the few times recently when its leadership 
sition was being challenged. "It took us a year to deala 
them, but we finally decided that we would do it with weekly 
one-hour shows instead of dailies," remembers Nair. That is 
how Sanjivani, Des Mein Nikla Hoga Chand and Kehta Hai Dil, 
Star's current hits on the TRP charts, were born. Though Sony is. 
still strong in that slot its dominance has reduced, Part of the | 
reason these experiments work is because Star's programming 
team has now been sprinkled with planners who think from à 
media buyer's perspective. "The goalis to increase the blue sky 
between us and competition," says Tarun Katial, senior vice- 
president (content and communication), Star. So, says. 
Bagla, senior vice-president, Centrum Finance: "Star's ab 
pre-empt audience tastes and, thus, exercise its control 9 : 
TAM, works far better." E 
All this makes for an even stronger Star Plus. From " ist 
about a couple, the number of hit shows on Star Plus isup to 
over five. The distance between Star Plus and any of it rivals 
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Li Ka Shings Star TV starts beaming Star 
Pius, MTV, Prime Sports and BBC in India 
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1992 2 Zee enters into a JV with Li Ka Shing and 
Zee TV is launched in October 1992 
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1993 " Ka Shing sells over 63.6% of his stake 
: n Star TV to Rupert Murdoch's News 

| Corporation. MTV and BBC move out of the 

| Star bouquet 
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1994 Star Movies goes pay. Becomes the fi rst 
apay channel in India 



































dn July, News Corp. acquires the balance 
Stake in Star NO 


‘Rathi kant Basu, ex- -DD chief, joins Star TV 
as CEO. Star Plus adds Hindi programming 


ESPN and Star TV form an Asian sports JV, 
ESPN- Star Sports 


| 997 P Star World is hived off as a separate 
English channel 


Star News, the fi rst indian news channel, 
is launched with content from Prannoy 
Roy's NDTV 


| 1999| Star and Zee split, Mukerjea becomes CEO 
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Pii Epoch year for Star 


B3 James Murdoch is appointed as chairman ' 
ES and CEO 


Star Plus finally free to become an all-Hindi : 
channel, Launches Kaun Banega Crorepati, 
which becomes a megahit. Other hit shows, 
like Kyunkii Saas Bhi Kabhi Bahu Thi, extend 

the concept of prime time 
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Invests $75 million for a 2696 stake in 
Hathway Cable. Also picks up stakes in 
Several dotcoms | 
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2001 


SEP. 






in revenues. Launches sania in 
Bangalore and Lucknow and buys Indya.com . 
back from Pradeep Kar. Retains minor 
stakes in Baazee.com, Indianproperties.com : 
and a couple of other dotcoms 


JV with UTV to run Vijay TV 






evene er 


Announces break up with NDTV and applies 
for uplinking licence for a news channel 










2002 | 


Radiocity launched in Mumbai 


previ nae den ie rr N edem VAS Nap P ANI Saa RA TIAS 198 PA ctt MOINES OMA rd mi etr eeu MO tone Br nS gor RSNA oe fep hs eta PAPA vtm ie nmn 


Relaunches Star News in an all-Hindi 
avataar, gets LOI for direct-to-home services 


| 2003 | 


Radiocity launched in Deihi 












Peter Mukerjea joined Star India as sales director in 1993 
and became CEO in 1999. KBC happened in 2000 and 
Star's fortunes changed. In three years, revenues shot up 
from Rs 250 crore or so to Rs 1,200 crore. Mukerjea, the man 
who led Star in its journey from also-ran to winner, too, has 
changed. He is far more serious and corporate’ than before. 
Now he shows his 46 years. BW spoke with Mukerjea at 
length about Star' past, present and future. Excerpts. 


W How does it feel to be so close to being India's 
largest media company? 

When we said that we wanted to be India's No.1 media 
company, we were not just saying that in revenue terms. 
We want to be the largest in terms of being in the maxi- 
mum number of homes. 


lll Does the foreign company tag worry you? 

Itis not much ofa worry. At the end ofthe day, we are seen 
and welcomed into most Indian homes that have a C&S 
connection. If they had any reservations, then they 
wouldn't be watching our soap operas. 


lll From an image perspective... 

We are in the media business. That, by itself, is a sensi- 
tive category. The fact that we are leading by a distance 
creates barriers. Plus, there is the Rupert Murdoch tag, 
which keeps coming in and has its own feelings of sensi- 
tivity. For example, if one member of the Viva band were 
to leave, then the headline would read "Rupert Murdoch 
controlled... pop band loses one of its members". A lot of 
this is created by the media, which, for some reason is 
worried about Star being part of News Corp. 


Bi is that the feeling in government circles too? 

I meet people in government from time to time. It is true 
to say they see Star in a certain frame with regard to our 
ownership, but I don’t think they necessarily see us neg- 


seems unbridgeable right now. Even its afternoon soaps like 
Kumkum or Bhabhi get higher ratings than the prime time 
ones on Zee or Sony. That translates into an ad rate that is 7-10 
times more than anything that Sony or Zee can charge for 
prime time. "There is no option for buyers and planners,” reck- 
ons Arpita Menon, director, Lodestar Media. “Simplistically 
speaking, Star is king and you cannot have a media plan with- 
out it (Star Plus)," agrees Madan Mohan Mohapatra, head of TV 
and radio investment for Starcom, a media-buying agency. 

While all this may make Star sound unbeatable, gaining in 
size as it is, the reality is that it could be easily blindsided. For- 
tunes in broadcasting are extremely fickle. Nair, for example, 
says that television programming and viewership in India 
change every 3-4 years. So, unlike Bennett, Coleman, which has 
unquestionably ruled the roost for decades, another player 
with just a few hit shows could easily upstage Star. Zee is almost 
as big as Star (See ‘India’s Top Media Companies’). 

In fact, the experience of the media industry in the last eight 
years or so highlights why Star, despite 30% growth, is still 
somewhat vulnerable. 
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atively when it comes to relating to the consumer. From a 
programming, advertising, corporate governance or tak- 
ing-care-of-local-sensitivities point of view they are comfort- 
able. They were concerned before we launched the news 
channel. (The old) Star News took a particular position on 
Gujarat and other issues. But we told them that we really 
had no editorial control. Now we are looking to create a 
news channel of general interest and not one that has par- 
ticular biases. Bias is a big issue in news. Now that they have 
seen our channel, I think a lot of them are comfortable. 


lil Doesn't it go largely with the News Corp policy of 
being on the right side of governments? 

Honestly, Lam not very familiar with what News Corp. policy 
is with regard to governments. 


E How much damage did Star News do, especially 
when it came to the uplinking permission? 

I dont know whether it was specifically linked to the uplink 
permission but it certainly has a role to play in the negative 
feeling towards Star as a brand. That, per- 
haps, reflects where we need approvals, 
whether itis to do with DTH or news. 


il Why did Raj Nayak's quitting get so 
bitter and public? Did it cause 
damage within Star? 

The Raj Nayak case is sub judice. But its im- 
pact on the company has been positive. We 
managed to get rid of 15-20 non-perform- 
ers in ad sales. That helped a new crop of 
executives to come up. Also, senior execu- 
tives in the company have recognised that 
the company’s desire to retain people is 
consistent with its belief that we provide a 
challenging work environment, reward 
people and live by our agreements. 


In 1995, Zee led the television sweep- 
stakes on ratings, revenues and viewership 
share. That is when Sony came and started 
eating into Zee’s share. By January 2000, 
Sony was leading with a 6.93% viewership 
share according to an analysis by TAM. Just 
six months later, in July 2000, Star re- 
launched with Kaun Banega Crorepati. 
That show and others gave Star a lead that it 
has hung on to tenaciously. In 2002, Star 
Plus led with an over 1296 share against 
5.1296 for Sony and 3.2696 for Zee. Star's 
success simply illustrates the volatility of a market where the 
next big hit could be just around the corner. 

For example, both Sony and Zee have new channel heads, 
Sunil Lulla and Apurva Purohit, respectively, who are experi- 
menting with new ideas and genres. The buzz around Sony's 
new shows like Naam Gum Jayega and Sambhav Asambhav is 
encouraging. The point is, anyone can come, give Indians their 
23 minutes of jollies and topple Star over. 








E What does it mean to become this big in India? 
Because Star is part of a larger media company, we have an 
important role to play internationally when India is being 
referred to as a marketplace with immense opportunity. 


E The goalposts for Star... 
To make all our channels leaders and to ride through CAS 
with as little damage as possible to our business. 


E DTH, radio, Star News... 

I can't comment on DTH because we are not there yet. In ra- 
dio, the long-term sustenance of the business will depend 
on our ability to convince the government on the license 
fees. In a year or two we expect that Star News will be in a 
common leadership position with whoever the leader is un- 
less we are ahead of them. 


E Has the post-KBC momentum slowed down? 

Once you get to No.1, staying there becomes critical. To ex- 
pect another surge would be optimistic. Growth will hap- 
pen, but in short sharp bursts rather 
than in a major push. 





E Are you thinking of an IPO? 

In the current environment I think in- 
vestors would be worried about in- 
vesting in any media business until 
the CAS issue is resolved. An IPO is 
certainly not on my radar screen. 


Er uin 
GURINDER OSAN 





ll Would you like to move on 
now? 

I enjoy what I am doing immensely. 
We are now facing the biggest chal- 
lenge in the last 10 years (CAS). 
There is no reason for me to even 
think about anything else. A 


It could even be a regional player that 
could outsmart Star. It could be Maran’s Sun 
TV that has made life miserable for Star Vi- 
jay in Tamil Nadu. Sun has been eyeing the 
Hindi market for some time now. Or, for that 
matter, it could be Bennett, Coleman, which 
has said that it would like to start a channel 
and is a dangerous competitor in terms of 
scale and its relationship with advertisers, 
both of which it can leverage if it wants to 
put its might behind a channel. Remember, 
of the five FM stations in Mumbai, Bennett, 
Coleman's Radio Mirchi is the only one that bothers Radiocity. 

Clearly, given where Star is today, the challenge before the 
company is not whether it can displace Bennett, Coleman, but 
whether it can emerge as the unquestioned leader in media. 
For its part, Star sees the challenge slightly differently. The com- 
pany does not aspire to become the country’s No.1 media com- 
pany, but it definitely wants to be a leader in the broadcasting 
business. (It has no print aspirations.) However, given the way 
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second-largest media 
company is not a mys- 
tery. Unlike the reclusive Sa- 
mir Jain, James Murdoch's life 
is an open book. He is usually 
accessible and doesn't mince 
words. When he took over as 
chairman of the Star Group 
in 2000, he was an enthusias- 
tic, genial sort of a 27-year 
old. Like any Harvard drop- 
out, he did his own thing. He 
set up Rawkus, a music com- 
pany that specialised in rap- 
metal bands. Hed dabbled in 
cartooning a strip called Albrecth the Hun. (His anti-hero 
preferred literary pursuits to the more violent Hun pas- 
times.) He did not exactly cover himself with glory on his 
first assignment with News Corp. as the person in charge 
of its Internet operations. (Most of the $300 million invest- 
ments he championed were reportedly written off re- 
cently.) Finally, in December 1999, dad Rupert asked him 
to "think about China". It was a choice that drew smirks 
and the fear that the team in Hong Kong would get upset. 
Nothing like that happened. 

On his first trip to India after taking over, he was one of 
the most fun interviewees we had in a long time. He was 
intelligent, irreverent and guileless. But that has now 


I man who runs India's 
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the broadcasting part of the media business is growing, it fol- 
lows that the market leader there will also emerge as the No.1 
media company. 

It is possible that Star could indeed emerge as the unques- 
tioned leader. But it will not be easy. For starters, it will have to 
maintain its scorching pace of growth. Take any of the busi- 
nesses the company is in today, and you can see the obstacles. 
Radio, where Star operates by marketing Radiocity for Pramod 
Mittal's Music Broadcast, is doing alright, but is bogged down 
by high licence fees. "There is no question mark over Star's 
commitment to this business," says Sumantra Dutta, COO, Ra- 
diocity. But, “if there is no revenue-sharing, we will have to take 
a call on which markets to exist in," says CFO R.S. Narayan 
grimly. While the Star-backed Space TV did get the letter of in- 
tent for direct-to-home television a couple of weeks back, it will 
be years before everyone agrees on the technology and inter- 
operability, and the business takes off. 

In vernacular broadcasting, despite two years of efforts, Star 
Vijay has yet not made headway in Tamil Nadu against Sun. 
Then, both pay and advertising revenues of Star are in immi- 
nent danger if CAS goes through in its current form. "CAS is the 











changed. The Murdoch we met last year was a man trans- 
formed. He has now morphed into a 30-year-old who is 
an authority on the broadcasting business across Asia. 
From the ratings for Kasautii Zindagi Kii last night to the 
intricacies of the latest regulations in China, India or Tai- 
wan, Murdoch makes it his business to be on top of it all. 

You cannot quiz him on Star's business in Asia unless 
you have done your homework. He had grown in years, 
but, more importantly, in knowledge, understanding and 
his sheer grasp of the business. There is an added streak 
— maybe it is arrogance or maybe he is just more careful 
and circumspect about what he says in the minefield that 
is Asia. Something you say in India could upset the Chi- 
nese and something you say in Hong Kong could upset 
someone who matters in India! 

However, it hasn't only been all work and no play. He 
retains, thankfully, his enthusiasm, his curiosity and his 
sense of humour. He is what he does, the successful, ag- 
gressive chairman of a company that turned around un- 
der him. Though many in Hong Kong circles whisper that 
chief operating officer Bruce Churchill is the man respon- 
sible for the Asian success, there is an equal number of 
those who swear by Murdoch. 

Earlier, most international magazines dismissed 
James as the heir managing New Corp.'s Asian (and, 
therefore, less exciting) business. Elder brother Lachlan 
was clearly anointed heir. Now there is talk of James, too, 
being in the reckoning. That is a small measure of the 
power of the Indian market. * 





way forward; there is no doubt about it," thinks Tony D’silva, ex- 
ecutive vice-president (distribution). However, it is the lack of 
preparation in the market that is bothering Star. If all the four 
metros are not fitted with operational set-top boxes by 15 July, 
Star stands to lose a chunk of its viewership and, therefore, ad 
revenues. To save its ad revenues, if Star decides to go free-to- 
air temporarily, chances are it will lose pay revenues, a good 
3096 of its topline. Many new launches, including that of Star 
Kids, are on hold till CAS is through. 

Star will also need to derisk its revenue streams and reduce 
its dependence on broadcasting and on Star Plus. "I don't think 
there is a risk involved with being dependent on broadcasting, 
as it is not a saturated market. But there is a risk involved in be- 
ing dependent on Star Plus. That is why it is important for us to 
strive for leadership in all categories we are in, whether it is 
English movies, music, sports or news," says Mukerjea. 

Then, of course, there are issues of becoming complacent. 
Media buyers point out that success has bred a tinge of attitude 
in the company. But those are, maybe, tactical asides. Star has 
proved that the Indian media market has huge potential. And is 
ready for change. E 
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As per ABC July-December 2002, Businessworld's combined" circulation in 8 major 
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Businessworld advertisement rates (effective June 1, 2003) 
COLOUR OPTIONS 











Space Option Rate 

(Rs) Bleed (cms.) Non-Bleed (cms.) 
Full Page Colour 2,20,000 
Full Page Colour (Opening Page) 2,50,000 
Back Cover 4,16,000 26 X 19.2 23.5 X 16 
Inside Front Cover 3,27,000 
Inside Back Cover 3,27,000 
Double Spread 4,40,000 
Inside Front Cover + Page 3 5,23,000 
1st DSC (Inside Pages) 4,76,000 26 X 38.4 23.5 X 35 
Centre Spread (Colour) 5,35,000 
Centre Spread (100 GSM Art Paper) 6,18,000 
Front/Back Inside Gatefolds (3 pages) 9,81,000 26 X 37.2 23.5 X 34 

+ 26 X 18.5 + 23.5 X 17 

Front Reverse Gate Fold (2-pages) 8,32,000 26 X 37.2 23.5 X 34 
Half-page Double Spread 3,25,000 13 X 38.4 11.5 X 35 
Half Page Horizontal 1,61,000 13 X 19.2 11.5 X 16 
Half Page Vertical 1,61,000 26 X 9.5 23.5X8 
Horizontal Strip (Specified pages only) 1,07,000 6.5 X 19.2 5X 16 
Single Column 1,07,000 26 X 6.5 23.5 X 5.5 
Double Column 1,66,000 


26 X 12.5 23.5 X 11 


BLACK & WHITE OPTIONS 


Full Page 


1,49,000 


Double Spread 2,97,000 
Half Page Horizontal 1,07,000 
Half Page Vertical 1,07,000 
Single Column 71,000 

Double Column 1,19,000 
Half Page Double Spread 2,20,000 


FPC National + One Regional Run 
FPC National + Two Regional Run 

Two Regional Split (any split of choice) 
Top 5 Metros 

Top 8 Metro Split 

Subscription Copies (All Issues) 


26 X 19.2 
26 X 38.4 
13 X 19.2 
26 X 9.5 
26 X 6.5 
26 X 12.5 
13 X 38.6 


23.5 X 16 
23.5 X 35 
11.5 X 16 
23.5 X 8 
23.5 X 5.5 
23.5 X 11 
11.5 X 35 


APPOINTMENTS 


Full Page Colour 
Full Page B&W 

Half Page B&W (H/V) 
Half Page Colour 
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Defined Select Runs Rs 5 per unit 

North Split 90,000 2nd Floor, Express Building. 

West Split 1,00,000 9-10. Bahadur Shah Zafar Marg. New Delhi-110002 


South Split 1,00,000 
East Split 72,000 


Ph: 011-23702171; Fax: 011-23702061 
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SHISHIR PRASAD 


HE burns ward of Bhatia Hospi- 
tal in Mumbai is not a place for 
the squeamish. Among the mul- 
titude of disfigured hoping for 
deliverance, there is only pain 
and trauma. Given that most ailments 
trouble us, why are we talking specifi- 
cally about burn injuries? Because in this 
case, unlike for other ailments, as the in- 
tensity of burns goes up, sensation gets 
reduced. The patient does not feel the 
pain as most nerves that carry sensory 
data are destroyed. Consider the case of 
Katy — we'll call her that — who has 
been admitted with more than 3096 
burns. This means that the top two lay- 
ers of her skin have been destroyed. Ini- 
tially, Katy won' feel anything. But in 48 
hours, she will be, in the words of a doc- 
tor, ‘like a petri dish. Her body will be a 
repository of infections of all sorts. And 
because the skin is all gone and the ar- 
teries have been razed, there is very little 
chance that her skin will grow back. Katy * 
is on a hope and a prayer. 
Katy does not know 
Patrick. But Patrick knows 
many like her. Patrick is 
Patrick Ngiam, the CEO 
and managing director of 
Essex Biotechnology. Es- 
sex specialises in making 
growth factors. These are 
proteins that bind to re- 
ceptors on the cell surface 
and help activate cellular 
proliferation and/or dif- 
ferentiation. Many growth 
factors are quite versatile, 
stimulating cellular divi- 
sion in different cell types, 
while others are specific to 
a particular cell type. The 
growth factor that Essex 
makes works on a wide 
variety of cells. While, nor- 
mally, such growth factors 
have to be either extracted 
from humans or animals like cows, Es- 
sex uses DNA technology to make it in a 
laboratory with more than 95% purity. 
The importance of biotechnology here 
can beunderstood in this bit of statistics: 
usually, it takes 1 million cattle to manu- 
facture 1 mg of pure growth factor, while 
Essex makes 360g of it annually. This 
pure growth factor is then used to make 
products that help healing of eye cells, 
skin cells and even stomach cells. 
Founded in 1998, Essex trades on the 
Hong Kong Stock Exchange and has a 
turnover of $4.5 million (see 'How Essex 
Has Fared So far’). Essex is entering the 
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Essex Biotechnology's ne ane could help 
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Ngiam is waiting for the Drug Controller General of India's approval 





Indian market with its products for 
burns and corneal applications. The lat- 
ter is of help to patients who have under- 
gone a cataract operation. The company 
is unique in the sense that it has an inter- 
esting business model that leverages on 
biotech research at Chinese universities. 
Also, it is one ofthe lowest cost produc- 
ers of growth factors in the world. 

A caveat here: Essex is in talks for a 
marketing and distribution arrange- 
ment with some Indian majors and its 
products, though approved in China, are 
yet to receive approval in India. Only af- 
ter the Drug Controller General of India 
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gives its nod can Essex go 
sell the drug in India. 

Doctors feel that if 
growth factors were avail- 
able, they would be of im- 
mense help to India as 
they will help in faster recovery. Also, In- 
dia has the highest number of diabetics 
in the world and, typically, they heal 
slower than normal patients and could 
do with help on the skin regeneration 
front. The same holds true for the 2 mil- 
lion or so cataract patients treated annu- 
ally in India. And most importantly, 
those with burn injuries. According to 
the World Health Organization almost 
50% of the burns mortality happens in 
South East Asia and more than 1.5 mil- 
lion people suffer moderate to severe 
burn injuries in India alone. 

Ask Ngiam why India and he will say: 


MAGAZINE OF THE NEW ECONOMY P 40 Y BUSINESSWORLD 2 JUNE 2003 


BUSINESS | ESSEX BIOTECHNOLOGY 





















_ESSEX BIOTECHNOLOGY 


OLUTION 


treat ailments from burns to cataracts 


MARKET SIZE 


“TECHNOLOGY 


|! Glial growth factor 2. 
j | neuregulin. 


| technology 


omg | Diversified medial tech- 
b | nology, tissue engineering 
» | | technology in nerve sys 


| Human. mesenchymal 


APEUTICS ING, jstem elis 


“because it is like China”. What he means 
is that a large number of people suffer- 
ing from each of the ailments men- 
tioned need help at affordable prices. 
“After China, India has the largest popu- 


lation and, since we already address | 


these segments in China, India is logi- 
cally the next choice. Other countries in 


Asia like (South) Korea and Malaysia, | 


too, are important, but in terms of vol- 
ume — and my business is volume-led 
— India is the most important,” says 
Ngiam. But India is a price-sensitive 
market. Can the Essex business model 
support that sort of pricing? Ngiam is 
_ sure that Essex can do this. 

... ..How? This is an interesting story. 
IV Ngiami is actually an electrical engineer 
Ae va onde to AEn his computer 
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China.” And while the computer busi- 
ness crawled, the Chinese government 


was impressed by his entrepreneurialin- : 
stincts. "They sent me a bunch of | 


biotechnologists with some ideas," he 


says. The Chinese wanted Ngiam tohelp | 


them commercialise the biotechnology 
research being done in Chinese univer- 
sities. "So I had to sit down and write a 
business plan for the scientists," says 
Ngiam. His business plans must have 
been good because last year Essex got al- 
most 500 different projects to commer- 
cialise but it selected only 60. 

Such an arrangement suits Essex. For 
one, it reduces R&D costs. Ngiam says 
that while it takes almost $200 million to 
take a drug though the clinical trials in 
the US, in China, the costs are just $5 
million. "Since my main market is 
China, it makes sense to commercialise 


MALD NHDIa ARI AMAA p i reu iv IHW 


pun inn patients with both | 
; epidermis and dermis damage 








the product there, put cash into the 
company, and then roll into other mar- 
kets," he says. Growth factor was se- 
lected due to the market conditions. Cell 
regeneration is needed everywhere. 





Ngiam says: "We first started with a skin 


application of the product. It is easier to 
get approval of something that remains 
outside the body. Once we were sure of 
the skin application product we moved 
to the corneal cell regeneration prod- 
uct.” Essex will have to adopt pretty 
much the same approach in India, 

"We propose to have a simple 
arrangement. There is no point for us ta 


ship the product to India. That would. 


just increase costs. Initially, we would 
want to start with a marketing and distri- 
bution tie-up and scale it up to full-scale 
manufacturing as we go along,” says 
Ngiam. He is also willing to add a sweet- 
—1 ener to the deal. The In- 
dian company would, 
through Essex’ sales and 
distribution network in 
| 1,200 hospitals across 
| China, get access to the 
j Chinese market. "China 
| isa large market and Ir- 


want to sell their prod- 
ucts there, Since it is a 
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says the differentiating 
factor will be the price. 
The expert believes that 
normal skin grafting 
techniques cost about 
Rs 30-40 per 10 sq cm and that treatment 
has to be within the Rs 250- 1,000 range. 
Similar thoughts are echoed by the leg- 
endary G. Venkataswamy of Aravind Eye 
Hospital who is better known as Dr V. 
"Most operations we do cost approxi- 
mately Rs 3,000. The post-operative care 
should certainly be much lower than 
this," he says. While Essex is tight-lipped 
about the prices that it would want to 
sell in India, its China market prices are 
definitely below Rs 400 per vial. Sources 
in the pharmaceutical industry say that 
at these price levels, Essex products have 
a chance of not only attacking the seri- 
ous burns and corneal cell repair mar- 
ket, but they could even be a threat to 
over-the-counter products like Burnol. 
Now only if Essex could get the rele- 

vant approvals quickly, Katv cone 
have to suffer much. E 
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Foreign carriers (AT&T, MCI, etc.), calling 


card companies, Internet telephone 
operators convert voice into IP form 


and send it to India via satellite or optic 


fibre lines 
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The grey market for international calls is 
thriving under the new interconnect regime 


RADHIKA DHAWAN 


EMEMBER that friendly neigh- 
bourhood telephone agency? 
The one that connects you to 
your child in the US for just a 
fraction of international call 
charges? Boy, is he on a roll these days! 
The grey market in international long 
distance calling has always been a prob- 
lem for legitimate international long dis- 
tance operators (ILDOs). Now, it's gotten 
worse. And the new interconnect user 
charge (IUC) regime announced by the 
Telecom Regulatory Authority of India 
(Trai) is unwittingly responsible for it. 





In January 2003, the Trai came up 
with an interconnect regime that laid 
down the basics of what operators must 
pay each other to connect calls. Incom- 
ing and outgoing international calls, too, 
were covered under this regime. 

However, over time, the new rules 
have had ILDOs like Videsh Sanchar 
Nigam (VSNL) and Data Access frothing 
at the mouth. The reason: the new reg- 
ime has made it more lucrative for small 
players to set up a grey market operation 
for international telephone traffic. 

This illegal trade flourishes largely in 
incoming calls as most people still hesi- 
tate to dial international numbers due to 


Local call 


"Grey market operators use IP. 
routers to tap international calls, 
bypassing VSNL's gateway. MTNL 
reads such calls as local calls 
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the high rates. It is difficult to fathom the 
exact number of illegal calls coming into 
India, but some estimates put it at aro- 
und 1 billion minutes, or 30-50% of the 
total telephone minutes coming in. For 
major countries, the numbers are sho- 
cking: about 25% ofthe calls from the US 
and 75.696 of those from Canada come 
through this illegal route. VSNL estima- 


| tes that an astounding 59.33%, or nearly 


six out of every 10 calls, from a major 


|, economic nation is routed illegally. 


With around 1 billion minutes lost to 
illegal traffic every year, that's a Rs 100- 
crore loss to the ILDOs and a Rs 500- 
crore loss to the fixed service providers. 
Legal operators fear that it's just going to 
get worse. 

Before getting into the genesis of the 
problem, let's look at how an interna- 
tional call is routed. Take a call coming 
from the US, originating at the AT&T 
network. This call passes through the 
VSNL or Data Access gateways. VSNL 
hands it over to basic service providers 
like Bharat Sanchar Nigam (BSNL) or 
Mahanagar Telephone Nigam (MTNL), 
which then terminate the call at the con- 
sumer' end. AT&T pays VSNL for termi- 
nating the call in India and VSNL shares 
this revenue with BSNL or MTNL to 
make sure the call is completed. So 
where's the problem? 
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TELECOM 


The trouble lies in the anomaly 
of the new tariff structure. Prior to 
the new IUC regime, the cost of ter- 
mination was Rs 4.40 per minute for 
MTNL and about Rs 7.17 for BSNL 
in the eight key cities of Delhi, 
Mumbai, Hyderabad, Chennai, 
Bangalore, Ahmedabad, Kochi and 
Jalandhar (these account for most 
of the international traffic in the 
country). Plus, there was a 30% dis- 
count offered on these rates, which 
resulted in the termination charge 
being Rs 3.08. The cost of terminat- 
ing a local call at both operators was 
just Rs 0.40 per minute. 

Under the new regime, MTNL 
charges Rs 0.50 to terminate a local 
call and Rs 2 to terminate a national 
long distance call. However, an in- 
ternational call is terminated for 
Rs 5.50. Now, if the MTNL network 
can be fooled into thinking that a 
call is a local call instead of an inter- 
national one, it works out to a saving 
ofRs 5 for an operator. And there lies 
the genesis of illegal trade. While 
earlier, the difference between the 
cost of termination through the legal 
channel and the illegal one was Rs 2.68 
(i.e., Rs 3.08 minus Rs 0.40), now itis Rs 5 
(Rs 5.50 minus Rs 0.50). In other words, 
the margins have almost doubled. 

And wait, the arithmetic only gets 
better. Falling equipment prices have 
made it easier to set up an illegal opera- 
tion than ever before. All the grey market 
operator needs is a small IP (Internet 
Protocol) device to capture this incom- 
ing international call and route it to the 
fixed line operator. So, for a call termi- 
nating in Delhi, he uses the local router 
to send the call to MTNL Delhi. Hence, 
he pays only local dialling charges and 


WHAT THE INDUSTRY WANTS 


THE DEMAND 


9 Correct the imbalance between local and 
: ILD termination charges 
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® Increase vigilance on local leased lines 
: ona 24/7 basis 
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® Deploy security and monitoring 
; equipment at ISP gateways 
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€ Inform foreign carriers of the security 
i risks of transferring international calls 
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9 Penal action for grey market operators 
: (under the National Security Act) 
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Rs 0.50 for termination. He also needs a2 
Mbps leased line from an Internet ser- 
vice provider (to gain access to the inter- 
national calls), a Cisco router and a voice 
gateway (AS5300 with voice cards). Says 
an executive at an ILDO: “This is pretty 
basic stuff and can be fitted together by 
any average network engineer.” 

Now since the IUC has almost dou- 
bled the margins of the grey operator, he 
can, in turn, offer the foreign carrier — 
all those hundreds of calling card com- 
panies perennially scouting for lower 
settlement rates — better rates to carry 
their calls into India. The current rate of- 
fered in any of the eight key cities varies 


WHO TAKES ACTION 


xt Internet service providers on 
: their respective networks 


oe => Department of Telecom. (DoT) 


Trai through the Federal 
Communications Commission 


Data Access' Ray: "High termina- 
tion charges encourage arbitrage" 


between 5 cents and 6 cents per 
minute compared to $1.45 for legal 
termination on carriers like VSNL. 
That is all the more impetus for the 
foreign carriers to terminate traffic 
illegally. Says Siddhartha Ray, man- 
aging director, Data Access: "As the 
cost of legal termination increases, 
so does the arbitrage opportunity." 
In a presentation made to the 
Trai urging it to take action, one 
ILDO presents the following case. 
Take a look at the economics of a 
grey operator as against that of an 
international licence holder. For an 
average ILDO, the cost of carrying 
international traffic is about Rs 7.24 
(15.2 cents) per minute. This in- 
cludes the Rs 5.50 termination 
charge, security equipment costs, 
licence fees and other operating 
costs. The cost of an average grey 
i operator, on the other hand, is just 
Rs 0.85 per minute (1.80 cents) that 
includes the termination charge of 
Rs 0.50 (since the calls are disguised as 
local calls), the bandwidth cost and the 
switch cost. That’s an advantage of 
Rs 6.39 per minute for a grey operator! 
Hence, an average grey operator, 
handling about 500 minutes per day and 
offering a settlement rate of 5-6 cents per 
minute, can easily net revenues of 
Rs 1.05 crore annually. No wonder, de- 
spite the fact that agencies keep raiding 
these operators, they just keep coming 
up like weeds. Says one senior official in 
MTNL: “The margins in this business are 
second only to (that of) the drug trade.” 
That's pretty serious. And, for the first 
time, the Trai has set up a committee to 
look into the problem. A number of is- 
sues are being considered, like removing 
the anomaly between local and interna- 
tional termination charges and better 
vigilance while giving out the leased op- 
erator licences (See ‘What The Industry 
Wants’). A Trai official refused to com- 
ment on what this committee would 
come up with. While it could rebalance 
the tariffs, that would hit BSNL and 
MTNL the hardest as they account fora 
majority of international traffic. Another 
is increased vigilance on the bonafides 
of those asking for leased lines, or the 
calling patterns of the grey operators 
(most have a disproportionately large 
share of calling minutes). At any rate, the 
intent to resolve must be serious enough 
if the solutions are to be effective. Be- 
cause, someone out there is making just 
alittle too much money. 
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Visit us at www.icfai.org/icpe ^ 
or Prospectus and Online Registration 
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SHWETA VERMA 

HEN 28-year-old Sourav Ku- 
mar joined Wipro two years 
ago, he was warned that he was 
getting into just another back- 
end programming job. He was 
also told that programmers in Wipro in- 
variably remained just that — back-end 
techies. Most of them never got the op- 
portunity to become front-end project 
managers who interact with clients and 
act as consultants to customers. 

These days though, Kumar and 
about 1,000 other engineers like him are 
being given lessons in interacting with 
clients and sorting out project problems 
independently. Wipros HR division is 
working overtime to nurture their lead- 
ership abilities, improve their customer- 
interfacing skills and turn them into 





brand ambassadors for the company. 

Blame it on tough market condi- 
tions. Till a few years ago, when there 
was no scarcity of software contracts, a 
Wipro software engineer was expected 
to be merely a code-cutter hired for his 
cost-effectiveness and English-speaking 
abilities. Now the expectations are much 
higher. "If I say we want to move up the 
value chain, it might sound like a cliché. 
But we have come a long way from the 
body-shopping days. We can no longer 
expect to get more business with the 
same set of skills," says Ranjan Acharya, 
corporate vice-president (HRD). 

Wipro had set out on a major trans- 
formation exercise about a year ago and 
the results have already started trickling 
in. Over 1,000 employees have already 
undergone various transformation pro- 
grammes on power consulting, leader- 
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ship, customer-facing skills and behav- 
ioural skills, besides the regular techni- 
cal training sessions. Laxman Badiga, 
chief executive, Talent Transformation, 
Wipro, says: “As a result of this, we have 
been able to increase our business with 
existing customers. We have struck 
some big deals, including Nationwide, 
Charles Schwab and Farmers, where we 
were competing with the Big Five." 


Training: Changing Needs 


Although Wipro has always been a train- 
ing-oriented company, earlier most of 
the training programmes were focussed 
mainly on technical skills. As a result, the 
company managed to create a techni- 
cally strong workforce adept at cracking 
codes, designing solutions and meeting 
almost any programming requirement. 
But when it came to client-facing inter- 
actions, the techies were at a loss. They 
lacked the communication skills and the 
confidence to interact with a client or 
advise him if he went wrong. 

Raghunath Thali, head (SCM prac- 
tice), says: “When I joined Wipro about a 
year-and-a-half ago, I was startled. The 
company is supposed to have some of 
the best brains in the country, but these 
techies lacked some very basic quali- 
ties.” With a 10-12 year sales and market- 
ing experience in various MNCs, Thali 
has always worked in the front-end. So it 
was hard for him to imagine that people 
who could design terrific programmes, 
could have poor presentation skills. 

Apart from technical training in the 
earlier days, Wipro conducted a few soft 
skills programmes. But those were rudi- 
mentary at best. For instance, there was 


„One on cross-cultural training, which 


s conducted before sending an em- 
ree for an overseas project. "This 
nd of an orientation was surely useful 
h basic understanding of a new geogra- 
ny and its culture. But it wasnt eno- 
" says Thali. People like Thali, who 
worked on the front-end earlier, are 
lelping design these programmes. 


“e For Business 


Not that Wipro is to blame for focussing 
y on technical training in the old 
ys. At that time clients were wary of al- 
owing an Indian company to interfere 
their business. They would define a 
task and get it done according to their 
specifications. But as their confidence 
increased, their demands also started 
increasing. They wanted the vendor to 
give ideas, advise them and participate 
more in designing the solution. For this, 
one would have to interact more with 
functional heads. “Till the time the inter- 
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action was restricted to the CIO, techies 
could manage. But when it came to deal- 
ing with others, they weren't comfort- 
able," says Thali. 

If these software engineers were to 
play the role of project managers, they 
would have to handle everything — 
from conceptualisation to the final de- 
livery. Rituraj Kulshrestha, associate 
consultant, Wipro, says: "Most of these 
techies are too focussed on technology 
and are not able to appreciate the busi- 
ness side." He says domain knowledge 
helps in understanding the business of 
the customer. And Wipro wants to build 
that kind of knowledge in its people. 

The onset of an economic downturn 
coupled with increasing global competi- 
tion forced the company to look for busi- 
ness opportunities with higher value. 
Despite its reputation in software engi- 
neering, lack of consulting experience 
made it tough for Wipro to compete with 
the Big Five consultants. To move up the 
ladder, Wipro had to develop those ca- 
pabilities. It hired people with consult- 
ing backgrounds and acquired compa- 
nies to bring in domain expertise. But it 
had to deal with the techies it already 
had. "We don't have a culture of hire and 
fire. So it was essential for us to reskill our 
existing employees," says Badiga. 


Will It Work? 


Wipro has devised various methods of 
assessing the effectiveness of these pro- 
grammes — taking feedback from em- 
ployees, indirectly assessing their 
knowledge and behaviour before and af- 
ter the programme and measuring the 
contribution to ROI. Wipro's HR devel- 
opment team says that these initiatives 
are already showing positive results. 

It is, however, too early to say 
whether the impact will trickle down to 
the entire workforce. So, far only about 
6-7% of the employees have gone 
through this exercise, while the com- 
pany aims to cover at least 20-25% of 
them. Obviously, the ones picked up so 
far were the best of the lot. Whether the 
company can transform the rest of them 
still remains to be seen. " 
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The Retention Game 


As life in IT gets tough, HR managers are 
working hard to keep turnover rates low 


SHWETA VERMA 





profits, conservative forecasts... 

As the Indian IT industry passes 
through testing times, IT profession- 
als are facing the brunt of the belt- 
tightening. The days of fat pay 
cheques, quick promotions and fre- 
quent salary hikes are over. Freebies 
and employee welfare facilities have 


IR ING growth levels, falling 


taken a hit and the significance of 


stock options has gone down. 


Some are looking at it as rationali- | 


sation. But IT professionals are dis- 
appointed. Dealing with low emplo- 
yee morale is becoming a challenge 
for HR managers of Indian software 


majors. "HR managers have to re- | 


work their strategies so that they re- 
volve around retention based on en- 
vironment, work satisfaction and 
overall development rather than 


salary hikes,” says Rajnish Kohli, as- | 


sociate, HCL Perot Systems. More- 
over, the best people in Indian firms 
are being poached by MNCs that 
have bases in India. 


HR TOOLS AND PRACTICES IN THE NEW SCENARIO 


What's out... 
@ ESOPs 


@ Across-the-board salary hikes 

















& Mass recruitment of freshers 


0 Freebies (subsidised/free snacks, 
. transport, utilities) 


6 Retention through lucrative 


@ Permanent employment oe 
6 One-size-fits-all hiring S 

6 Focus only on programming skills 
6 Single core competence — — 

ə Easy access to the US 

@ Demand for Indian techies abroad 


Job enrichment, better exposure 
and training initiatives are some of 
the means companies are adopting 
to retain employees. Kohli says: “We 
worked around the theme of making 
the office a fun place. We emphasise 
on the overall development of the 
employee and give him feedback on 
his strengths.” SAP India also has a 
talent management programme and 
is trying to build a culture that fosters 
a work-life balance. Wipro is provid- 
ing front-end client-handling oppor- 
tunities to software engineers. 

Many companies admit that | 
apart from communicating more | 
with them, they have little idea about 
how to deal with low employee 
morale. For instance, Infosys chief 
mentor N.R. Narayana Murthy addr- | 
essed employees on how the com- 
pany is coping with changing eco- 
nomic conditions. The idea was to | 
deal with employee dissatisfaction. _ 
Whether such measures help pacify 
the concerned minds or not, the fact 
remains that things will not be the 
same for Indian IT professionals. Ni 








What’s in... 


@ Salary freeze and cuts 





@ Performance-based salary hikes 





6 Selective recruitment of 
experienced candidates 





@ Pay for facilities 


* Retention through job enrichment 





6 Outsourced support functions 

€ Contract employment 

6 Recruitment of the ‘perfect fit’ 

@ Focus on domain experise 

e Multitasking 

@ Sleepless nights over visa concerns 


ARPIT SHARMA 


@ Indians seen as threat by localities 
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RAVI SHAH 


ON Valley, a region in Pennsyl- 
vania, US, housed the steel 
empire that Andrew Carnegie 
built. Carnegies company, 





fore it collapsed in 1980 and had 31,000 
workers at its peak; today, it employs just 
a little over 4,000. U.S. Steel was the 
heart, soul and body 
of Mon Valley. 

"We had a diverse 
population," says one 
resident whose family 
moved there in the 
1920s. "We all got along 
together — kids of all back- 
grounds. We were all steel- ‘ 
workers' children. I learned to 
do the polka down there 
on llth Street at the 
Polish Club." | 

And then the 
party stopped. Lay- 4 
offs happened, jobs © 
disappeared. Jobs 
moved to offshore locations and 
steel imports from other coun- 
tries began to rise. 

From a robust and bustling 
region, Mon Valley has now be- 
come a ‘ghost town’. Unemploy- 
ment rates are startlingly high, 
sometimes above 10% in some 
Mon Valley towns and the popu- 
lation has significantly dimin- 
ished. This economic labour ero- 
sion was replicated in various 
flavours across the US and fun- 
damentally changed the nature 
ofits steel industry. 

Is offshore outsourcing or off- 
shoring creating a similar impact 
on the US service industry and, if 
so, what does it look like? What 
changes — good, bad and ugly — 
will we, on both sides of the At- 
lantic, witness in the near future? 

“Over the next 15 years, 3.3 
million US service industry jobs 
and $136 billion in wages will 
move to countries like India, Rus- 
sia, China and the Philippines. 
The IT industry will lead the initial 
overseas exodus,” says a Forrester 
report (See ‘Number of US Service 
Jobs Moving Offshore’). This rep- 
resents a significant micro as well 
as Macroeconomic impact on the 
US economy. 


The ITES Industry 


According to the National Associ- 
ation of Software and Services 


/ 
| 
| 
j 


\ 


MAGA 


U.S. Steel, lasted a century be- | 


YY, 


BN 


`~ 





Companies (Nasscom), the IT-enabled 
| services (ITES) industry in India is ex- 
pected to grow by 65% to Rs 11,700 crore 


growth is expected to come from ser- 
vices related to call centres, and transac- 



































spanning industries like 


mortgage. These indus- 
tries represent billion- 
dollar markets and are 


| 
f 
^x M" prime for offshoring. 
a 4 Value chains in | 
these industries are 


characterised by a num- 
ties that are manual and 


ported by technology as their 


back-office operations; by 


these corporations can get 


($2.3 billion) in financial year 2003. This | 


tion and data processing, | 
| see fundamental shifts in the way busi- 
banking, insurance and | 





ber of processes and activi- | 


repetitive in nature, and sup- 





offshoring these activities, : 


an attractive return on investment. For 
many whose product lifecycles have 
reached maturity and who are struggling 
to boost profit margins, this is a low 
hanging fruit. (See 'Nature of Services 
That Can Be Offshored’.) 

As offshoring gathers steam, we will 


ness is done around the globe. "The cus- 
tomer does not care whether the call 
centre representative is sitting in Detroit 
or Delhi. As long as he understands the 
voice at the other end and answers are 
provided accurately, he will be satisfied. 
Offshoring also allows the onshoreor- 


| ganisation to offer... higherdevels of ser- 


vice than those bein? offered... (now) ata 
lower,cost,” says Michael Skolnik, vices 
president, Wipro Technologies. 


RN V core platiorm.--Corpora: The Cost-Benefit Analysis 


tions also expend a lot of | 
money on maintaining | 


To understand the impact of offshoring 
on the US economy, one needs to sepa- 
rate the short- and the long-term effects 
of offshoring as well as isolate the macro 
from the microeconomic changes. In 
the short term, the single most impor- 
tant factor driving offshoring decisions 
is cost savings. (See 'Cost Savings: 
The Main Driver.) 
> Financial benefits stem 
from leveraging labour wage 
\ differentials at similar skill 
levels in different geogra- 
phies. These may be 
augmented by the 
nature of the 
processes outsou- 
rced. Of the 700 service 
job categories in the US, 
550 will be affected by 


As more and more jobs move 


offshore, the US anger towards 
outsourcing is bound to rise 
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offshoring in the near future. An 
analysis by McKinsey & Company 
shows that the ITES market is likely 
to touch $142 billion in 2008. This 
is against the current cost of $532 
billion for these services. The dif- 
ference of $390 billion is the net 
saving the US economy can expect 
from offshoring. This will have a 
huge economic impact: tangible 
dollar savings leading to value creation 
for shareholders and, ultimately, affect- 
ingthe common man. 

This is the direct result of companies 
being able to leverage labour pools from 
different parts of the globe based on the 
most efficient use of resources. Hence, 
an organisation like GE can have its R&D 
centre in the US, production base in 
South-east Asia and back-office in India. 
This distributed model helps create 
firms whose operations are streamlined 
and who have a low cost base. 

"One of the fundamental facts about 
business in a free market economy is 
that production travels based on the 
principal of lowest cost. This dynamic, 
which has played itself out in the manu- 
facturing sector, will now get repeated in 
the services industry, says Matthew 
Halle, vice-president at QCSI, a health- 
care solutions provider. 

While the benefits of offshoring, 
both tangible and intangible, are quite 
evident, the society has to bear certain 
costs during the transition of jobs. These 
costs may have a greater impact only in 
the short term; once the macroeco- 
nomic adjustments have taken place, 
they should no longer be an issue. The 
social and economic costs of offshoring 
can be classified into three broad areas: 
displacement of labour, reduced con- 
sumption by society and a lowering of 
the wage structure. 

The first consequence of transferring 
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work offshore is that locals will lose em- 
ployment. Social repercussions will fol- 


2015. 


low the economic ones. Two factions are | 


especially likely to lose jobs: workers 
possessing high-end skills (e.g. the IT 


labour pool) and those engaged in rou- | 


tine, clerical and administrative tasks. 
The other result is a reduction in 
consumer consumption. Beyond a cer- 


tain level, unemployment increases af- : 


fect consumption. From a supply stand- 
point, the labour force is not utilised to 
its fullest and, hence, potential produc- 
tive capabilities are not realised. Mean- 
while, consumption goes down due to 
fallingincomes and decline in consumer 
sentiment. With 3.3 million jobs (cater- 
ing to 1% of the US population) headed 
offshore, the absence of spending may 
affect certain areas or communities. 
This is already evident in the Silicon 


Valley, where unemployment has risen | 


from a low of 1.896 in September 2000 to 
almost 8%. Businesses are feeling the 


impact of having less money in the area: | 


stores are closing and about 25% of com- 
mercial property lies empty. 
The third impact of this phenome- 


non is a decrease in wage levels in sec- | 
tors that can be potentially offshored. So | 


far, white-collar globalisation has only 





made a dent in US salaries. In 2000, se- | 


nior software engineers were paid up to 
$130,000 a year; the same job now pays 
around $100,000. Entry-level computer 
help-desk staffers would obtain about 


Illustrations: NIRMAL SHARMA 


$55,000 then. Now they get as little 
as $35,000. 


The 'American Backlash' 


The social cost will, in turn, mani- 
fest itself in various forms. The so- 
called American backlash' is likely 
to be a multi-headed monster, 
with politicians, trade unions and 
individual champions of protec- 
tionism all part of it. The most 
prominent, so far, has been sena- 
tor Shirley Turner's New Jersey bill, 
which proposes a ban on govern- 
ment agencies contracting with 
offshore service providers. 

"First they took blue-collar jobs to 
China, Mexico and elsewhere. Now 
they're taking middle-class jobs to other 
countries," US representative Bernard 
Sanders of Vermont told a local newspa- 
per. This echoes the sentiment of many 
politicians today. What started with the 
New Jersey bill has now spread to four 
other states (Maryland, Connecticut, 
Missouri and Wisconsin) and an addi- 
tional three states have joined the band- 
wagon since. "Given the state of the US 
economy, this is a very emotional issue 
for many people and, unfortunately, 
subject to a lot of posturing... by politi- 
cians. In the long run, so long as... com- 
panies are under pressure to cut costs, 
politicians will not be able to prevent 
this tidal wave," says Girish Nadkarni of 
The VIEW Group, a private equity firm 
specialising in investing in US firms that 
outsource to India. 

The primary trend that will deter- 
mine the extent of the backlash in the 
next 2-5 years is the strength (or lack 
thereof) of the US economy. 

If the US economy continues to go 
downhill, companies will come under 
greater pressure to show profitability. 
Then, offshoring will not only be attrac- 
tive, but also necessary. The bear market 
is already pressurising firms to reduce 
costs. (See ‘US Economy In Trouble’) 

The other outcome of a soft econ- 
omy is high unemployment. Any addi- 
tion to current unemployment levels 
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Cost Savings: The Main Driver | 
By outsourcing, companies save costs on scale of operations, technology, demand | 
management and labour arbitrage. However, as they also pay for BPO vendor . 
margins and contract management, the overall saving is 30-3 5% ; 





100 







90 30-35% 
19-20% o cost ' i 
80 : 1-5% reduction 
: |e Consolidation ET. nee i 
z ue | e Standardisation : pricing 
& 60 | 
T E e Lean overheads | EL SLAS e Of 
> RN eI ; 
8000 e Automation | : shoring 
$ 40 | Digitisation | : 
V o3 e áo Laem 
a 2 Reduce labour Manage Reduce 
20 content consumption — labour 
10 better cost 





Pre-BPO cost — Scale Technology Demand Labour 


P nsqehtuudens E DEP EERAREYZRyh*ATENUTERSAApuuFwAaT AA EAv reu mptuer A hA tee eem re mevrmuams mmm 





ee ee a mem 


Minimum | 





Sourcing Target . 


BPO 
structure mgmt. arbitrage vendor contract cost 


Source: Evalueserve 


——(— ——T 


due to offshoring will receive high visi- 
bility. “Offshoring... (could) completely 
change the landscape of the service in- 
dustry. But... with unemployment in- 
creasing, dont expect these decisions to 
be popular with the American people," 
says Kim Noyce, a project manager with 
alarge health insurance company. 

If that happens, the backlash from 
unions, politicians and the like will get 
stronger as unemployment is a key polit- 
ical and economic agenda. In the short 
term, we will see three major trends (See 
‘Near-term Impact’). "The current senti- 
ment... is likely to adversely impact... 
only... US entities receiving financial as- 
sistance from federal or state govern- 
ments. Those that do not receive such fi- 
nancial assistance will remain free to 
outsource. The adverse effect of any 
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state measures impeding outsourcing to 
India will, therefore, be minimal be- 
cause large BPO customers generally are 
not affected by such measures," says 
Anand Pathak, a mergers and acquisi- 
tions and outsourcing specialist with 
Pathak & Associates, an Indian law firm. 

Who wins the battle, only time will 
tell. But history may shed some insights 
into the likely outcome. 


The Manufacturing Experience 


The US economy faced a similar situa- 
tion in the 1980s. In order to trim costs 
and increase global competitiveness, 
American manufacturers outsourced 
operations to offshore locations with 
cheaper labour pools. Between the 
1950s and now, the manufacturing in- 





structure | 


dustry lost 5 million jobs, of which 2.5 | 
















Services That Can Be Offshored 


million have been lost since 1998. 

Asone can see in 'US Manufacturing 
Jobs (1946-2002); there are two phases 
in this decline. The first took place in the 
1980s and was in traditional manufac- 
turing (like automobile and steel) and 
the second, since 1998, was primarily 
technology-related due to the emer- 
gence of the South Asian tigers. While 
the number of jobs lost in both phases 
was about the same, the resulting back- 
lash in each was very different. 

The first phase saw a large number of 
protests by unions and trade workers. 
The United Auto Workers (UAW) union, 
which governs workers employed with 
the Big Three automakers, arose during 
this phase as did many others. But the 
second phase was markedly different as 
offshore manufacturing had established 
itself as a best practice in business. 
Hence, opposition was minimal. 

Can we draw insights into the dy- 
namics of offshoring based on what we 
have seen in manufacturing? The an- 
swer seems to be in the affirmative. The 
current situation appears to be similar to 
the events that took place during Phase 
One of the manufacturing job decline — 
protectionist legislation, trade union in- 
volvement, employee propaganda, and 
the like. The outcome, too, is likely to be 
the same. Just as American manufactur- 
ers did not stop going offshore, there is a 
slim chance that the backlash will make 
a significant dent on Indian business. 

"Witness the huge economic surplus 
because of outsourcing manufacturing 
to Mexico, East Asia and China — this 
surplus was partly responsible for the 
high growth, low inflation. The resources 
that were freed up... were profitably re- 
deployed in new sectors such as IT, 
biotechnology, etc. You only have to 
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contrast Europe and the US to better un- 
derstand the significant advantages that 
US is building because... (of) off- 
shoring,” says Rajeev Ahuja of EurIndia, 
a private equity firm based in the UK. 

One may not be able to draw any in- 
sights from the second phase of the job 
losses though, as the economy was very 
healthy at that time. Displaced workers 
found it easy to get new jobs. This may 
not hold true today. Hence the backlash 
can be along drawn out affair. 

"The American backlash is classical 
‘isolationism’ Global free trade... will el- 
evate the economic well being of every- 
one. A rising tide raises all ships,” says 
Chris Adams, an offshoring consultant 
with Renodis, a business advisory ser- 
vices company. History, too, has been 
favourable to the Indian agenda. Three 
years ago, the US Supreme Court ruled 
against a Massachusetts state law, which 
proposed to boycott companies trading 
with Myanmar for alleged human rights 
violation in that country. 

Yet, the backlash is very real. India 
Inc. needs to understand its dynamics to 
nip the issue in the bud. 


What Can India Do? 


Nasscom has taken the first step 
by engaging the services of pub- 


22 


lic relations firm Hill & Knowl- = 
ton. It is also working closely 218 
with US trade organisation, the — E, 
Information Technology Associ- £ 
ation of America (ITAA). Nass- — ^ 14 


com is also touting the $8-billion 
savings that the banking and fi- 
nance sectors have made till 
date due to offshoring. Many 
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such business cases need to be devel- 
oped as the backlash intensifies. 

Nasscom is but one cog in the wheel. 
What India Inc. needs is a coordinated 
effort on multiple fronts. The Indian 
government will have to be one of the 
key stakeholders. So far, it has pledged 
Rs 5 crore — a paltry sum, given the size 
and nature ofthe undertaking required. 

What is really needed is a strong ex- 
change of dialogue and communication 
between the bureaucrats of the two 
countries. US legislators can shape the 
outcome of the backlash; a strong cam- 
paign aimed at them will help the cause. 

This is already happening, but not to 
the extent required. Organisations like 
Nasscom, the external affairs ministry 
and ITAA need to be more proactive in 
identifying potential states, local unions 
and trade bodies that can pose hurdles, 
and coming up with a coordinated strat- 
egy. (See ‘Fighting The Backlash’) 

India must also coordinate with 
trade-related bodies in the Philippines, 
Jamaica, China and other nations vying 
for a share of the offshore pie to put up a 
united front against the backlash. 

But the onus falls on the offshore ser- 
vice providers to take up the issue with 
their clients and develop a value propo- 
sition that transcends this backlash. “We 
are striving to build a firm that will last 
well beyond... any potential backlash. 
Ninety per cent of our professionals are 
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graduates of the IITs or top-flight MBA 
schools. We expect our value proposi- 
tion to eventually supersede any near- 
term negativity,” says Alok Aggarwal, 
chairman of BPO company Evalueserve. 


in Conclusion 


it is still too early to say what the final 
outcome will be. What is evident is the 
impact on workers in both countries. 

Displaced workers will need to retool 
themselves for higher-skilled jobs. From 
an economic perspective, the US will 
now have a new workforce with superior 
skills and their contribution to the econ- 
omy on a net-net basis will be higher 
than what it currently is. A change in the 
curriculum in universities and technical 
colleges may also be in the offing. 

On the other hand, it will also help 
workers in low-cost countries gain expe- 
rience and companies can offer services 
higher up in the value chain. Education 
levels, too, will improve dramatically. 

With significant ramifications on the 
balance of power, politics and labour 
economics, offshoring is already creat- 
ing its mark in the business 
world. As the industry is in a 
nascent stage of its evolution, 
these will be interesting times 
for those who are part of the 
game as well as those watching 
h si the exchange of rallies between 
; | thedifferentcontestants. — 8B 
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Ravi Shah is New Horizons 
Consulting's principal consultant 
on BPO practices related to the 
healthcare and insurance sectors. 
He is based in Madison, US. 
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HERE are compa- 

nies that are known 

for their research 

and development 

(R&D) activities. 
There's Lucent Technolo- 
gies, for instance, and Bell 
Laboratories. Theres IBM, 
General Electric and Xe- 
rox Corporation. And, in 
recent times, even Mi- 
crosoft Corporation has 
built up a reputation for 
R&D. But Intel Corpora- 
tion? Rarely, if ever, do you 
think of the world's largest 
maker of semiconductors 
as a research company. It 
is not that Intel is not in- 
novative. It does a lot of 
R&D, but with a small 'R' 
and a large ‘D’. Blue sky re- 
search is something Intel 
is not famous for. 

Yet, even as most com- 
panies cut their research 
budgets ruthlessly in the 
months following the tech 
bust, Intel actually ex- 
panded the scope ofits re- 
search to some new areas. 
The company’s primary 
goal remains making 
faster and faster micro- 
processors, but some of its researchers 
are probing other problems too. 

For example, how can it combine 
light-based and silicon-based technolo- 
gies? How can it use silicon to probe 
DNA (deoxyribonucleic acid, the basis of 
life)? It has been trying to figure out 
whether it is possible to put radio trans- 
mitters and receivers inside a chip. 
These are directly related to its area of 
business. But there are some problems 
that only indirectly related. For instance, 
‘How do you take care of the elderly?’ Or 
‘Can we support those with declining 
cognitive abilities?. Or even ‘How can 
the silicon help irrigate farmland?’ 

Combining light with silicon would 
give us faster optical networks. Making 
silicon work with DNA may some day 
help us detect the onset of major dis- 
eases like cancer years in advance. 
Putting radios inside chips would enable 
devices to be always connected. And so 
on. Emerging inside Intel’s research labs 
is a whole new world that takes comput- 
ing prowess into completely new areas. 
As Intel chief technology officer (CTO) 
Pat Gelsinger said at a recent Intel Devel- 
oper Forum (IDF) at San Jose in the US: 





“We are extending Moore's Law to a level 

most of you never considered possible." 
At recent IDFs (at San Jose in Febru- 

ary and Bangalore in April this year), 


Gelsinger and his team gave the world a | 


glimpse of things to come, as well as of 
the challenges before Intel if it has to 
make its vision come true. 

Take "extending Moore's Law". The 
law says that every two years micro- 
processors will double their processing 
speed while their prices would halve. 
Many in the industry think Moores Law 
cannot hold much longer. With chips 
operating at speeds of 3 GHz today, 
power management, for one, has be- 
come a serious issue. As more and more 


transistors are packed into a chip, they 


consume more power and generate 
more heat. And surmounting the sheer 
physical barrier will not be easy. Intel is 
working at several levels to solve this is- 
sue (some of these technologies were in- 
corporated into the new Centrino 
processor), but that is another story. 
Problems of making faster micro- 
processors is just one of the challenges 


facing Intel today. The more interesting | 


research is the one that tries to take 


E od 
Gelsinger: Pushing the frontiers 





The world’s largest chipmaker looks for alternative 
products through which it can extend silicon power 


Moore's Law into entirely new domains. 
With PC microprocessor sales levelling 
off as handheld devices and mobile 
computing gains currency, Intel needs 
new markets and new users for the mi- 
croprocessors it makes. 

Intel insiders are extremely fond of 
the following statement. If Moore's Law 
had held for the travel and tourism in- 
dustry, they say, the cost of travel from 
New York to Paris would have dropped 
from $900 in 1978 to one cent (50 paise) 
now. The travel time would also have 
come down from seven hours to one- 
fourth of a second. But Moores Law 
would never hold in the travel industry, 
so this comparison would remain just 
that. But the law just might be of rele- 
vance in some other industries. The best 
way for Intel to find new uses for its mi- 
crochip is to bring other technologies 
into its ambit. For Intel, this means get- 
ting the microprocessor to do jobs tradi- 
tionally done by other devices. 

There are technologies like optics 
and biotechnology that are at least as 
powerful as silicon technology. If they 
could somehow be combined with the 
last, that could open up entirely new 
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worlds. Intel would also have new mar- 

kets to tap. The company is well on its 
-way, if one believes what its executives 
say. There are interesting milestones on 
the route as well. 

Intel has spent its entire life trying to 
shrink transistors. This talent for shrink- 
ing can be useful in many other fields. 
microelectromechanical systems 
(MEMS), for example. MEMS are made 
of silicon anyway, but unlike micro- 
processors they are (miniature) ma- 
chines with moving parts. Manufactur- 
ers have not yet learned to make totally 
reliable MEMS devices. This is where 
Intel comes in. 

With its expertise in process 
technology, Intel could make 
MEMS systems more reliable 
than they are now. But Intel's in- 
terests go beyond process tech- 
nology. Several decades of sili- 
con knowledge would let the 
company shrink MEMS devices 
into smaller and smallersizesuntil — 
they can be put anywhere. , 

Smaller and more flexible wire- — ,* 
less building blocks, ` 
miniature refrigera- 
tors inside chips, 
and silicon can- 
tilevers are 
things that In- 
tel engineers 
talk about. All 
these, however, 
are just the tip of 
the iceberg. 
The power of minia- 

turisation is enormous. "When you con- 
tinue to miniaturise," says Rudra Pratap, 
MEMS researcher and associate profes- 
sor at the Indian Institute of Science in 
Bangalore, ' 'you reach a point where de- 
vices can be put anywhere. " Not only 
that, such devices in silicon would let 
you do what is called batch processing: 
make thousands or hundreds of thou- 
sands in one batch; it brings down the 


cost of production dramatically. 


Once MEMS proliferate, as they are 
expected to in a few years, Intel could be 
one of the main beneficiaries. And the 
company has more tricks up its sleeve. It 
has a major initiative called radio free In- 
tel, a project aimed at providing wireless 
connectivity in the microprocessor itself 
instead of a separate RF (radio fre- 
quency) device. Once you use the chip to 
provide radio connectivity, Moore's Law 
comes into play, according to Intel. 
Which means that the cost and the size 
keeps diminishing as we go. 

Intel has probably taken the first step 
with the Centrino processor, which gives 
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Life Sciences 

"nal Chips of the future 
by intel will be able to 

identify a piece of DNA, 

resulting in cheap 

diagnostic kits 


Optical Technology 

Currently optical networks 

are bulky. Single chips 

performing this function 

will reduce cost and size 
w significantly. 


ND 
ES 


MOOR 'S LAW 


NIRMAL SHARMA 


wireless local area network (LAN) con- 
nectivity. The Centrino is not a chip; itis 
a platform that has a chipset and a wire- 
less LAN connectivity in addition to the 
processor. What Intel wants to do ulti- 
mately is make the processor do the en- 
tire job. It sounds wonderful, but there 
could be a few hiccups on the way. 

The wireless LAN standard 802.1 1a is 
not popular in the US. There, most peo- 
ple use 802.11b, but it remains to be seen 
how popular even that would become 
because consumers might prefer to use 
other technologies like GSM, GPRS 
(General Packet Radio Service) or 3G 
(when it arrives) for wireless connectiv- 
ity. You could put those also in the chip, 
but there may be too many standards for 
Intel's liking. Would Intel's choice be- 
come the standard? 

While we wait for an answer, Intel is 


busy combining another communica- . 


tion technology, optics, with silicon. Op- 
tical networks have now become ubiqui- 


tous, but they have a big problem. All the 


equipment in the network other than 





thus reducing size 





| the fibre: — “the clair sourc 


| amplifiers, 
receivers... — are bulky and expensive. 

Can Intel put all of them inside a single 
microprocessor? 

- Intel has a major. research pro- 
gramme that tries to merge silicon with 
photonics. The idea is to control optical 
signals — light, in layperson's language 
— in silicon and without moving parts. 
Once you fabricate the optical devices 
in silicon, they shrink. You could then 
also use silicon manufacturing, assem- 
bly and packaging methods to produce 
devices that are cheap. "We could pro- 
duce optical filters and fast switches 
in silicon at very low prices," says 
a confident Frank. Spindler, 

vice-president of Intel's cor- 

porate technology group. 
Intel publicises all such 
research at the IDFs. Ulti- 
mately Intel's foray into such 
markets holds no surprise. Op- 
tics, MEMS and radios are not 
entirely unrelated to the semicon- 
*, ductor business, But do we expect 
*,  tofinda social scientist at Intel? 

A Eric Dishman, principal 
investigator of In- 


" ] tels proactive 
Electronics health research, 
Any device which studied 
receives and transmits speech com- 

signals (e.g. radio) will < munication, 
be made of silicon chips, English and 


drama. He re- 
ceived a Ph.D. in 
communication. 
His job at Intel is to un- 
derstand people and their needs. 

Dishman looks at the needs of the el- 
derly in particular. And they need help. It 
makes good business sense, too, as there 
are a large number of them around. For 
example, in the US at present, the num- 
ber of people older than 65 years is 35 
million. About 3096 of the elderly who 
are not in old age institutions live alone. 
The number of old people will reach 80 
million by 2050. Can silicon help? 

The world of the elderly, as Intel 
imagines it, would have a large number 
of sensors that monitor their activity and 
offer advice when needed. The televi- 
sion in the drawing room can remind 
them to take their medicine or lock the 
door. The microwave in the kitchen can 
ask them whether they wanted lunch or 
tea. Says Dishman: "Those with cogni- 
tive decline often get distracted and for- 
get what they were doing." 

Older people may not live alone in 
India, but they would also need help. In- 
tel would one day get inside Indian 
homes as well. B 
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AMD pits the Opteron against Intel s Itanium. 
Who will win the 64-bit computing war? 


SHELLEY SINGH 
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NTEL Corporation, the world’s lar- 
gest maker of microchips, is watch- 
ing the progress of Advanced Micro 
Devices’ (AMD) new 64-bit chip 
Opteron. Launched last month, the 
Opteron competes with the Itanium, In- 
tel's 64-bit chip, and the desktop version 
of the Opteron is expected to hit the 
market by September this year. 
Considering that 64-bit chips are ca- 
pable of immensely greater processing 
speeds than the commonly-used 32-bit 
chips available in the market, the former 
are being considered crucial where high 
processing speeds are critical, like han- 
dling large databases or multiple appli- 
cations. Says Oracle India's managing di- 
rector Shekhar Dasgupta: "The input- 
output speeds are better on 64-bit chips. 
They help access data faster, reduce la- 
tency and increase bandwidth. (The rea- 
son for) migration to 64-bit (technology) 
is compelling." 
But there is one difference between 
the Itanium and the Opteron that could 
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give the latter an edge. In it, AMD has 
combined its 32-bit Intel-compatible 
technology with 64-bit features, This en- 
sures that the Opteron, based on x86 ar- 
chitecture, will not require rewriting the 
current software that works on the 32-bit 
technology. Intel’s Itanium, on the other 
hand, uses an entirely new system that is 
incompatible with existing software and 
requires current code to be rewritten. 

Intel has been working with compa- 
nies to build an infrastructure and sup- 
port base around the Itanium, but price 
and convenience remain the biggest 
blocks to the proliferation of Intel's 64- 
bit chip. While the Opteron costs $285, 
Intel had priced the Itanium at $1,500 at 
launch. Though it has cut prices, users 
still find it expensive to migrate to Ita- 
nium as the cost of transferring business 
applications to Itanium is also an issue. 
Says AMD India’s country manager San- 
jeev Keskar: "We'll target medium to 
high-end enterprises. Our selling point: 
a 64-bit chip compatible with 32-bit chip 
at the latter's price point.” 

With the growing demand for more 
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processing power and 
memory, the 32-bit solu- 
tions are reaching their 
limit as they can address 
a maximum of 4 Gb of 
memory. Managing 
databases, for instance, 
can be done better with 
more memory. The same 
goes for computer ani- 
mation in films like Lord 
of the Rings or Star Wars. 
The software used for 
animation in these two 
films required address- 
ing more than 4 Gb data 
sizes. A 64-bit chip can 
address up to 18 exe- 
bytes of memory (1 exe- 
byte = 1 billion Gb). 
When the first 32-bit In- 
tel chip was launched in 
1985, the average PC used 1 Mb of mem- 
ory. "Itanium caters to a distinct market 
requiring highly scalable applications — 
large banks where data grows by the 
minute or scientific calculations," says 
Vijay Keshav, industry solutions man- 
ager (Asia-Pacific), Intel. 

A Hitachi Data Systems spokesper- 
son says that the number of people re- 
trieving data from a server has gone up 
five-fold, calling for use of faster proces- 
sors. Storage capacity requirements 
have also gone up. For instance, Life In- 
surance Corporation is planning 25 ter- 
abyte (Tb) (1 Tb = 1,000 Gb) data sys- 
tems to store all information on its 
policyholders, while VSNL, HDFC, ICICI 
Bank, Infosys Technologies and Oil and 
Natural Gas Corporation have require- 
ments ranging from 1-200 Tb. 

As Inteland AMD slogit out, PC mak- 
ers are aligning themselves too. IBM, 
Sun Microsystems and Microsoft have 
backed Opteron, while Hewlett-Packard 
has unveiled Itanium-based products. 
IBM says it will make Itanium-based sys- 
tems, but will continue to support AMD, 
even as it stepped up efforts to promote 
its own 64-bit chip, Power, saying this 
will spearhead its high-end server family. 

Meanwhile, the two chip majors are 
readying for a battle of unequals. For the 
first time, Intel (Revenues: $26.8 billion 
in 2002), might take on AMD's (Rev- 
enues: $2.7 billion in 2002) Opteron by 
producing a similar chip should the 
market for Opteron grow. Given that de- 
veloping a product like this could take 
up to two years, it is not yet clear whether 
Intel has kicked off this project or al- 
ready has a chip of this type. This might 
be plucky AMD's best chance to chal- 
lenge mighty Intel. a 
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MURREE BREWERY 


USINESS, not politics, Minoo Powner Bhandara will tell you, is the art of 
the impossible. Since he is both politician (of some standing) and busi- 
nessman (of an unusual kind), the Pakistani legislator obviously knows 
what he is talking about. For, businesses don't get as difficult or as 
bizarre as Bhandara's Murree Brewery. The 142-year-old brewery, in 
which his family has a controlling stake, is the country's sole brewery, an advan- 
tage that he might well hold in perpetuity. But a monopoly beyond the dreams 
of most capitalist enterprises is no cause for celebration for this suave member of the National As- 
sembly. Murree Brewery operates in a country whose Islamic creed forbids the production, sale, 
consumption and even handling of alcohol by Muslims. That effectively puts 97% of Pakistan's 145- 
million population beyond the pale of his business. 

So, Bhandaras exhortation to "Eat, drink and be Murree" falls flat on a nation that allows only its 
religious minorities to drink and sell alcohol. Exports are also banned as that, too, is equally unIs- 
lamic. Bhandara is a Parsi, hence he can continue running the brewery his family bought from the 
British in 1948. But why do the authorities allow this anachronism to continue? The answer is taxes. 


Alur rre Wremer " 





“There isa lotof revenue to be extr acted from alcohol,” says awry 





Bhandara, who pays around $1 million in taxes to the various provincial governments. A bottle of 
Murree Beer starts out at Rs 50-65 (57.46 Pakistani rupees make a dollar) but adds more than 75% 
to the cost through a series of taxes that starts as manufacturing duty and steadily escalates with 
sales tax, vending fees and retail sales taxes. In the black market, the Murree beer commands as 
much as Rs 120 a bottle while Murree liquors (whisky, rum, vodka and gin) sell for Rs 400-600, most 
of it going to middlemen. Competing with Murree is a host of cheaper smuggled liquors and, of 
course, hooch, which periodically kills a sizable number of those forced to quaff the illegal stuff. 
Its Gujarat on a large scale, a Gujarat where the liquor business floats on a tide of hypocrisy and 
a thriving black market. Although there is prohibition in what was once Mahatma Gandhi's state, 


P 
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M.F Bhandara manages Pakistan's business absurdities 
with rare panache, finds Latha Jishnu 





smuggling is rampant; a farcical permit will ensure there is no shortage of liquor — at a price. 

. Unfortunately for Bhandara, the number of official liquor vends in his country have come 
down sharply in tandem with the rising taxes. Murree Brewery s production is down to 18,000 hec- 
tolitres of beer — a third of its highs in the mid- 1970s and a fraction of its peak in 1945. Its output of 
liquor is down to 250,000 cases. This includes the premium Millennium Reserve single malt (12 
years) that finds a place of honour in Jim Murray's The Cornplete Book of Whisky. 

The only initiative that Murree has taken to make a mark abroad is a licensing arrangement 
with a small brewery in Austria to produce a pleasant golden lager for the legion of curry houses in 
Britain. Helped by a catchy slogan, ‘Have Curry With Murree, it sells around 45,000 gallons a yearin 
that country, jostling for table space with UB group's Kingfisher beer in Asian eateries. For the rest 
though, it's a pretty laidback operation with subsidiaries, Murree Glass at Hattar, which turns out 
glass bottles and containers, and Tops Food & Beverages (juices and preserves), taking the turnover 
to $10 million. 

It is, on the whole, a goodly figure given the absurdities that Bhandara has to battle at every 
turn. Fiction helps to a large extent. His publicly-traded company's audited statement claims that 


dividends paidto Muslim shareholders come from int 
on the companys bank deposits and notion 


But that's a polite subterfuge; the interest is simply not large enough to allow such payouts. 

Then there are the political whammies that can knock out his enterprise quicker than an edict 
from the Islamic Ideology Council. (The council is responsible for the alcohol ban and other allied 
matters.) When prime minister Zulfikar Ali Bhutto introduced a total ban on liquor consumption 
^ in 1977-78 as part of his campaign to woo the fundamentalists, the brewery's production began to 
decline. And no political head of government since has been kind to Murree. Some, in fact, have 
been openly hostile or predatory. “Nawaz Sharif (the prime minister ousted by Pervez Musharraf in 
1999) attacked my business and Asif Zardari (husband of former premier Benazir Bhutto) used all 
the coercive powers of the state to get me to sell my stake in Murree.” | 

These run-ins have left Bhandara with a bitter taste of civilian rule. "Dur democratic years were 
marked by huge corruption, coercive tactics and political cockiness," observes Bhandara. These 
were, ironically, dictatorial regimes that rigged elections and became enormous engines of corrup- 


: tion. Conversely, "All military r ule have been enc C 
. demo CraCy — more liberal, less comp 


s rating of the country's presidential generals, Bhandara puts Musharraf at the top ("the 
st in living memory"). Ayub Khan was nepotistic. Zia-ul-Haq turned a blind eye to the cor- 
iption of his sons and Yahya Khan was "clean as a whistle". It was with honour, therefore, that he 
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served as minister for the minorities and later as adviser on Sikh affairs in the Zia-ul-Haq adminis- 
tration. He had no party affiliation then. 

Two decades down the line, Bhandara continues to view the politics of his country with some 
dismay although he claims he prefers democracy, even sham democracy, to military rule. Yet, he 
cannot be shaken in his belief that army rule is far cleaner than civilian rule. Even though there was 
a great deal of corruption in the army during the Afghan War, the defender of the army top brass 


eming feature: the Corruption took place at 
ense of the US treasury and with their tacit approval, whereas 


the political corruption of the 1990s was "at the expense of our poor treasury"! Not surprisingly, 
Bhandara insists that Pakistan "hit its lowest point during the time of the Bhutto-Zardari duo". 

Zardari, who was subsequently jailed on corruption charges, was, by all accounts, a canny, 
grasping businessman and he obviously saw a great potential in Murree Brewery despite its share 
prices dipping sharply — down to Rs 27 from an all-time high of Rs 105 two decades ago — on the 
Karachi Stock Exchange. Bhandara is an altogether different breed. He surrounds himself with 
Murree memorabilia of another century, savours the vintages that he produces, but appears to 
have taken only an intermittent interest in the affairs of the brewery. "I am a completely political 
animal," confesses the 65-year-old, who is now with the Pakistan Muslim League (Qaidi Azam), the 
largest party in the ruling coalition. 

Although his Oxbridge accent and westernised Parsi background might set him apart from the 
political hoi polloi, Bhandara is nevertheless a true blue politician whose views are increasingly 


beginningto count. It’s NOt merely on account of his 
hip with Musharr af, who lives across the road from Murree 


Brewery and is reported to enjoy its fine single malts. Nor is it because he tends to be a vocal mem- 
ber ofthe National Assembly where he campaigns for the efficient conduct of parliamentary busi- 
ness. Bhandaras opinions — they appear in regular newspaper columns — matter because they 
articulate the views of a nation tired of decades of conflict and keen on resolving the Kashmir issue, 
honourably and permanently. 

Sharply argued and as lucid as his conversational style, Bhandaras writing is not the kind one 
would expect from the CEO of a brewery. The fluid style appears to be a family talent — acclaimed 
novelist Bapsi Sidhwa (of Ice Candy Man fame) is his sister — while the views are those ofa political 
pragmatist. And he believes it's high time the two countries got on with the regular business of de- 
velopment instead of allowing themselves to be bled by a mindless conflict. 

In India last week, as a spokesman for the goodwill delegation of Pakistani parliamentarians, 
Bhandara was called upon time and again to delineate the ‘other side's’ views on the volatile Kash- 
mir question. Not all his tact and urbane manner, however, was proof against controversy — or the 
open hostility to his team in some quarters here. There were misleading reports, unnecessary con- 
troversies and a trivialisation of the larger issue of bilateral relations, thanks to the hawks in the BJP 

Bhandara, like his fellow parliamentarians, is not unduly upset although there was general dis- 
appointment over the failure to meet with deputy Indian prime minister L.K. Advani as hoped for. 
But he intends to soldier on with his political agenda however naive or impossible it might appear: 
first, to get Pakistan to end all support for terrorísm and second, to seek UN assistance for under- 
taking serious talks with India. However, if India is bent upon rejecting negotiations, then Pakistan, 
he believes, should abrogate the Shimla Pact. "But our hands have to be clean if we are to get the 
world on our side." 

Otherwise, the choice for Pakistan in the end, predicts Bhandara, is civil war or a war with India. 
“I think a civil war is a better option for us." 

Strong words indeed, but they come from a man with strong convictions. And however much 
he may ruffle feathers back home, M.P Bhandara (as he likes to be known) believes it has to be said. 

Besides, there is a special lightness of spirit that he expects as a peace dividend. Kingfisher, he 
says warmly, is a fine beer. But that's no reason why Indians should be denied "Murree with their 


curry". Here's a toast to that. w 
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: " Who is the brand ambassador for Christian D Dior watches in India? 
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4 i Which of the following media companies has launched a new fashion channel called Trendz? 
(a) Zee-Turner (b) NewsCorp (c) AOL-Time Warner (d) Viacom 


9. Which leading business house has forayed into film-making with the company, Applause Entertainment? 
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(a) Satoru Iwata | (b) Stelios Haji-Ioannou (c) Don Imus (d) Richard Branson 
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A. ACOVE (Assessing Care of Vulnerahl le Elders) is a publication of which pharmaceutical company? 
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Answers to AMITY BIZQUIZ # 86 
Who will host the reality show, Mr Personality, for Fox Network? Monica Lewinsky 
Which company owns the toothpaste brand Babool? Baisara 
Who was the founder of Wendy's who appeared in more than 800 commercials for his fast food chain? Dave Thomas 
. Which lady is behind ‘The Harmony Show’ organised in various cities in india? Ting Ambani 
. Gerald L. Phillippe, Ralph J. Cordiner and Reginald H. Jones were CEOs of which company? General Electric 
. Which business family is a joint venture partner in Aviva Life Insurance? Burman 
. In the field of HR management, what is the Lev and Schwartz model used for? Human resource accounting 
_ Which television celebrity owns Independent Media, a company that produces news and current affairs programmes? 
Rajat Sharma 
9. This French physician, who visited India in 1665, labelled Chandni Chowk in Delhi as the most important commercial centre in the 
Fast. Francis Bernier 
40. Who owns the Sun network of television channels? Kalanithi Maran 


Winners of AMITY BIZQUIZ # 85 


1. Sanjay Shukla, Delhi 2. Phani, Secunderabad 5. Anuradha Ganesh, Gurgaon 4. Hasan Nabi, Lucknow 5. Arvind Kothari, Mumbai 


8. Rajiv Kumar Dogra, Kottayam 7. Gayu, Hyderabad & Mumtaz Ahmad, Azamgarh 9, N. Ravishanker, Bangalore 10. Suresh Kumar Rao, Mumbai 
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REVIEWS 


BOOK WS T W 
COOKIN' THE BOOKS 

Say Pasta la Vista to Corporate 
Accounting Tricks and Fraud 

By Don Silver 

Adams Hall Publishing 


Pages: 188; price: $15.95 


ON Silver pass- 
[: the written 

CPA examina- 
tion and practised 
law for over two 
decades before 
turning to writing. 
So this personal 
finance columnist 
and author knows exactly what 
crooked companies do with their 
books — with or without the help of 
auditors. Written at the level of the 
Sunday funnies, a couple of hours 
with this book will give you some 
idea of the techniques employed by 
the likes of Enron and WorldCom. 
The book's sections include a ‘Brief 
History of Cookin’, ‘Four Corporate 
Recipes for Cookin’ the Books’, ‘10 
Ways Corporations Cook Revenues’, 
‘10 Ways Corporations Cook Exp- 
enses’ and ‘A Financial Self-Defense 
‘Menual”. The chapters are bite- 
sized: 2-5 pages each. Silver's story- 
line for this work of fiction is a cor- 
porate chef's advice to his son that 
will at first seem too basic. But hold 
on. The style is funny and the exam- 
ples are so sharp that readers can 
assimilate the best practices of cor- 
porate fraud. An excellent course 
even for non-investors. w 








MEDHERB 


Green Pages - India 2003 

Edited by Janak Raj Rawal 
Rawal Publishers & Distributors 
Pages: 370; price: Rs 795 














BRINGING GD OUT 


MANISH KHANDURI 


E took the Birla name to the fore- 
front of Indian business families 
of the 20th century. He was a top- 
notch businessman and industri- 
alist, founder of the Federation of 
Indian Chambers of Commerce and In- 
dustry, the most important pre-Inde- 
pendence contributor to the Indian Na- 
tional Congress, close 
confidante of Mahatma 
Gandhi and Val- 
labhbhai Patel 
and, later, public 
defender of In- 
dira Gandhi's 
Emergency. Yet, 
the man popu- 
larly remem- 
bered as the 
builder of the 
Birla — mandirs 
(temples), pre- 
ferred to keep his 
personal life out 
of the limelight. And, typically, 
when Ghanshyam Das Birla wrote his 
memoirs (In The Shadow Of The Ma- 
hatma) in 1953, they revealed more 
about Gandhi and less about himself. 
But that isn't the only reason why 
Medha M. Kudaisyass The Life And Times 
OfG.D. Birla distinguishes itself from the 
fare that passes for corporate biography 
today. For one, the book avoids the ha- 





SHOCK AND AW! 


Joke Book 
Roli Books 
Pages: 95; price: Rs 99 





THE LIFE 
AND TIMES 


giography of the recently published 
family histories of the Godrej group. For 
another, it has a perspective and objec- 
tivity that is seldom found in Indian 
books ofthis genre. 

G.D. Birla, who began life in Pilani 
and ended it near Piccadilly Circus in 
London, was a complex character, and 
Kudaisya's account successfully weaves 
the various influences in his life into a 

single readable strand. In the 

initial chapters, she traces 

Birla's rise to the fore- 

front of the new busi- 

ness elite, his cham- 

pioning of Indian 
entrepreneurship 

and his foray into 


OF G.D. BIRLA 


By Medha M. political life. She 
Kudaisya describes how 
Oxford University Birla, a canny busi- 
Press nessman, foresaw 
Pages: 434; the rise of the Indian 
price: Rs 850 political class and was 

quick to identify him- 


self with different facets of 

it. Thus, Birla was a disciple of 

both Madan Mohan Malviya, a Hindu 

nationalist, and Mahatma Gandhi, anda 

patron of others like Lala Lajpat Rai, who 

writes of his guilt at living at “the ex- 
pense of friends like Birla”. 

Particularly interesting are the parts 
that deal with Birla’s slow fall from grace 
in the post-Independence Nehruvian 
years and the resultant loss of stature in 









Eu 


Partly ceutributed by George A Bast amd 


dia's medicinal plants, covering unani, 

ayurveda and siddha systems. It has data on medicinal 
plant exports, regulatory frameworks and an entire section on 
Isabgol, which accounts for 63% of these exports. It is a com- 
prehensive listing of dealers/suppliers/traders, exporters and 
manufacturers. It also lists cultivators (many of whom have 
only addresses, no phone numbers), extractors and R&D cen- 
tres. India is yet to systematically tap the growing global inter- 
est in natural therapies. Exports are erratic; they fell from Rs 
279.36 crore in 1998-99 to Rs 195.5 crore in 1999-2000, but 
shot up to Rs 315.77 crore in 2000-01. The directory should, 
hopefully, bring more consistency in this field. ES 


Hiss: a first. A directory on trade in In- 





across the world, US president George W. — sm 

Bush is a joke. Sometimes of the belly- 
shaking, artery-busting kind, but more often the finger-point- 
ing, derision-filled type. It was about time somebody 
crammed all the assorted Dubya chuckles and malapropisms 
into a book and tried to parlay them into a fortune. Although a 
certain Nelson David beat them to it with George (Dubya) 
Bush Joke Book: Uncensored, the publishers of Roli Books have 
done an alright job. Except for a forced foreword by Suhel Seth 
and an equally unnecessary afterword, the jokes pretty much 
make the man. And that's probably about as close as the world 
will ever get to understanding George W. Bush, the most pow- 
erful caricature in the universe. m 


Pec: a whole legion of Bush-bashers  . ,.,, m 
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FTHE 


. political affairs. Perhaps this fall was in- 
.. evitable: Birla was more a Sardar Patel 


. protégé than a friend of Nehru’s. More- 
over, Nehru’s socialist philosophy could 


, or focussing too much on an em- 
__ Ployees needs and losing sight ofthe 
: organisation's needs. 


 olutionary since the relevance of 
-stress-free environments has gained 
| CUHeDey aA i domi eee a i 


ES 





hardly have endeared himself to one 
who was the quintessential business- 
man with a capitalist's vision of eco- 
nomic and social growth. 

But his declining stature in political 
affairs did not did not quite get in the 
way of Birla's efforts to expand his busi- 
ness. In fact, notes Kudaisya "when 
Nehrus rhetoric of... socialism was at its 
peak, Birla's business empire expanded | 
considerably". The canny entrepreneur 
was investing in tea and textiles through 
aseries of acquisitions oferstwhile Euro- 
pean companies. His companies ex- 
panded and diversified into cement, 
chemicals, rayon and steel tubes and, 
thereby, consolidated the fortunes ofthe 
Birla family for the next half century. 

After Nehru's demise, Birla enjoyed a 
brief period in the political limelight 
with the next two Indian prime minis- 


REP drie nitat AA. 





MEDHA M. KUDAISYA is an assistant pro- 

fessor at The National University of Singa- 

| pore, where she teaches civilisational stud- 
ies. Her research interests relate to South 
Asian biography, business history, and reli- 
gious and cultural practices. She has writ- 


ten on modern South Asian history 
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n business metropolises of | 


nformed the business leaders that he 
soliciting donations for their support. In his characteristically 


arrogant manner, Desai made It clear that he wouldnotapproachbus- ^. 
< inessmen individually and that those present should submit, on their own um 

Initiative, lists of those who wished to contribute, along with the amounts _ 
"they would give. Many businessmen promised to help straightaway. 


ters, Lal Bahadur Shastri and, for a while, 
Indira Gandhi. Birla had supported 
Gandhi in her ascent to political power, 
but they fell out soon over the latter's so- 
cialist leanings. In Parliament, Chan- 
drashekhar, later to be prime minister 
himself, led a series of attacks on the 
Birla family and their businesses. The 
present defence minister George Fer- 
nandes, then a fiery trade unionist, even 
accused Birla of using his association 
with Gandhi to make his mark in busi- 
ness and politics. The 
communist government 
of West Bengal later 
joined in the attack. | 

The knives were out, | 
and by 1970, Birla had 
more or less moved out of 
public life. His last years 
would be spent in seeking 
spiritual and religious so- | 
lace, in writing and in 


d 


e eA LOAN RRO Bm fA OEMS td A rR WDE NSA HAC eB ee met 


carving up the business for the next gen- 
eration, The last wasn't easy; the author 
says that Birla avoided spending time in - 
Kolkata because of "fear of discontent 
(in the family) over the division of the 
spoils and a feeling of inability to handle 
such a situation..." 

Birlas was a panoramic life and this 
book does some justice to the story ofa . 
great businessman. Kudaisya's biogra- 
phy is a serious work of scholarship, not 
least because she is the first researcherto 
have been given unrestricted access to 
the Birla private papers. But the reader 
gets the feeling that the businessman in 


G.D. Birla has, for the most part, given. D 
way to the political backer and phllan- — 
thropist. Our only other grouse is about =- 


the author's writing style and preserita- 
tion. This is largely influenced by her 
doctoral thesis on which the book is 
based. If only professors would write ini à 


|! less academic way... 





In Search of The Happy Workplace 


IN The Joyful Organization, the authors make a simple point 
on corporate cultures: that workplaces should not be places 
where employees watch the clock to start having a life. 

The authors argue that companies need to balance three 
concerns — that of the employee, customer and the com- 
pany. They argue that a successful organisation is not neces- 
sarily healthy. The initial part of the book deals with reasons 
which might skew the balance — excess servility to the cus- 
tomer (yes, there is such a thing!), 
excess emphasis on financial goals, 











| The concepti is by no means rev- 





NM THE JOYFUL ORGANIZATION 
' Understanding organizational 
< health, diseases and joy 

-By Manohar S. Nadkarni, Imre 
_ Lovey with Eszter Erdelvi 
Response Books 

Pages: 266; price: Rs 380 
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discussion on how organisations can achieve such a work en- 
vironment. Instead the focus is on six reasons why organisa- 


tions can be less than fun places. Here, too, there is more of i E 
the obvious like battling workaholism or minimising entropy : 


among teams. These reasons are dramatically broken up into . 
‘disease’, ‘symptom, ‘causes’ and ‘origin’. It seems that the au- 
thors hope that the ‘cures’ will emerge from this detailed dis- 
cussion of the ‘disease’. The creation of this dream workplace 
is dealt with in one last chapter. : 
The writing style is jargon-free but the anecdotes tend to | 
border on the amateurish (the section on making people mat- 
ter is illustrated by the authors’ ob- 
servation of Mumbai beggars and 
peoples reaction to them!). Feeling. 
overwhelmed? Read this book for - 
re-instating some basic truths of 
life, Sort of a 'Chicken. Soup fort 3 
Work Soul’ 








RADHIKA DHAW 
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Special Feature 


Senior Citizen's Achievement 


bacus was popular in ancient China as a 
tool for calculation. Much later, research 
showed that the abacus method helps develop 
the right side of the brain. The Universal 
Concept in Mental Arithmetic System (UCMAS) 
is a successful abacus education programme 
that helps children calculate fast and 
accurately. Meant for the children for 4 and12 
years of age ,Mr R.M Hadpad of Mumbai 
started a centre in Juhu with 7 students .A year 
later around 1500 students are being trained at 
UCMAS centres in Mumbai. He hopes to set up 
more centers and train more children in 
gem: Maharashtra and Goa. 
The aim of the program 
is to provide a compete 
education in an 
interesting and lively 
way so as to develop the 
child’s concentration, 
Mr R.M Hadpad creative thinking, 
memory power, observation, imagination, and 
visualization skills. At UCMAS, children are 
taught to calculate by placing the abacus on 
one's lap or the table and manipulating the 
beads. The abacus method is also used to teach 
blind children to count. Shreya Metha who is 
in level IV ,her father Mr. Sanjay Metha 
proudly says that “Mental maths has improved 
my daughters skill amazingly .She has 
improved substantial interest in Maths and she 
does her class Maths with great ease and 
speed”. At UCMAS, children of the age group 
4-12 work together and compete with each 
other. This helps children face real life 
competition head on and meet deadlines. 








ational Institute of Management :The 

NIM is legally established by the lokseva 
foundation and registered under Maharashtra 
Government Act of 1950 to impart quality 
education in Management through open and 
distance learning. The courses at NIM teach 
business practices to the participants 
to improve their organizations 
productivity, profitability and g 
employee relations. NIM is the ae 
first one to introduce Fast Track in ~ 
one year one of the top B- School in 
correspondence Education having 
15 branches all over India with a student 
database of more than 14,000 
students. DirectorMrAbhishekDhariwal.www. 
nimonline.comTel:28 196660. 










Mr. Abhishek Dhariwal. 


Emerging Concerns in 
Higher Education 

ayanand Institute of Education 

Management & Research, (DIEMR), 
Panvel, Navi Mumbai organized a National 
conference from 10th to 11th May 2003,at 
Hotel Tulip Star, Mumbai. Eminent speakers 
deliberated on the above theme. Discussions 
ranged from impact and opportunities of 
Globalization, Corporate Governance and 
Accountability, to academic content and 
processes. Padmashree G.P.Chopra-President, 
DAV Managing Committee emphasized that 
the initiation of the DAV movement at the 
hands of Maharshi Dayanand was a major 
landmark in the field of Indian education.On 
the issue of adopting technology in 
education,he informed the fraternity that the 
amount of knowledge added in 40 minutes 
today was equivalent to the contents of 24 
volumes of an encyclopedia.Speaking on the 
issues of the need for an alternative to the 
tradition forms of teaching,he said that rapid up 
gradation of knowledge and skills were 
necessary. Mr.B.P.Khandelwal,Director- 
NIEPA education services,reminded the 
educationists present that under the GATT and 
WTO guidlines,education services has been 
defined as ‘business’.This to most Indian 
educational institutions may be a culture 
shock. But,he felt that there was no harm 
running educational institutes as profit-making 
venture provided there is no compromise on 
culture, moral and ethicalvalues.Dr. 
K.B.Kushal,Director-DIEMR and eminent 
educationist stressed DIEMR’s futuristic 
inclination of bringing out a ‘cosmic change’ 
and stressed that today , Institutes cannot 
remain passive providers of education but have 
to become adept at adapting and adopting 
education practices that lead to national 
reconstruction. DIEMR with its initiatives such 
as this conference, is committed to build a 
national movement towards educational 
reforms.DIEMR endeavors in enabling 
institutions to intensify their thrust towards all 
round excellence through intimate, interactive 
dialogue on essentially important issue related 
to contemporary education. 


Product Watch 
leading business house in India with 


diversified operations in Telecom and 
Consumer Electronics. "Electrocon Group of 
Companies." was formed with a view to bring 





FULFILL YOUR DREAMS WITH OUR... 


€ HOUSING LOANS 


@PERSONAL LOANS € CONSUMER LOANS 
€ WOMAN ENTREPRENEUS LOANS 


Billboarc 


world-class quality telecom products to th 
reach of Indian customers. Their telephones, 
Electrocon Series Phones" are sold under tt 
brands " Etel " and " Inditel ".Its present rang 
of products include; Basic phones, Speak 
phones, Auto caller / Auto redial phone 
Caller ID phones, 46 / 49 Mhz Cordless phon: 
and 900 Mhz Cordless phones. It also plans : 
launch many hi-tech products based on GS: 
and CDMA mobile technology very shortly at 
subsequently IT related teleco 
products. With the recent changes 
the Indian Telecom industry, tl 
company has taken a step ahead 
launch the products like GS 
interface, FWT (Fixed Wirele 
Terminal), GSM and CDM 
Payphones and an array of hi-tech innovati 
products for the first time in India. 


EC-1020 








nergy Conservation is a prime necessi 
for our country. Due to depleatability 
stocks of coal, natural gas and oil, coupled wi 
huge investment in establishing new pow 
stations, there is a constant rise in energy co 
BEL Lighting has introduced the INTELU 
Energy Efficient Lighting Control System 
Italy, which is achievable without sacrificii 
the illuminance standards - simply to utili 
available daylight, compensate for lamp lum 
oh e | : . A. depreciatit 
BEE Lighting an low 
em light leve 
- during Nor 
Occupancy. Durii 
the last few yea: 
thousands of squa 
meters of Lighti 
Control have be 
installed in Europe, U.K, Australia, Ne 
Zealand, India. Energy Management f 
lighting involves the maintenance of wo 
place, and reduction in energy usage 
achievable from regulation of lighting 
response (1) Compensation of daylight.( 
Compensation of design difference. ( 
Compensation of the ageing of the lamps .( 
Lower light level during non-occupancy .( 
Reduction of air conditioning load. INTELL 
works efficiently with all type of lamps li 
High Pressure Sodium, Metal Halide, Mercu 
Vapour, Incandescent, Halogen, Fluoresce 


and Compact Fluorescent lamps wi 
STANDARD MAGNETIC BALLASTS. 










Regional Office: Western Region Maker Tower ‘F’, 14th Floor, Cuffe Parade, Mumbai-400 005. 
Tel.: 22189189/22189286/7/8 Fax:22181739 Visit us at www.obcindia.com 
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UNIVERSAL CONCEPT 
MENTAL ARITHMETIC SYSTEM 
2 Do you have a child between age group of 4-12 years? — 
2 Do you know anything about Brain Development of child? 
2 Do you know how to improve the overall Academic Proficiency of your 
child in school in all subjects? | 


2? Would you like your child perform arithmetic calculations faster than a 
calculator? 





y H the answer is YES, COME & JOIN 


“DISCOVER THE GENIUS WITHIN” 
> 
Enquiries of Franchisee/Course Instructors / Admission of Child 
solicited for UCMAS, an Internationally recognized and ISO 9001 - 2000 
certified Malaysian Academy renowned for its quality training using the 
"Abacus method. a 
Universal concept in Mental Arithmetic System, UCMAS, has proved | 
successful in 32 countries worldwide including USA & UK and provides 
alucrative business opportunity in Maharashtra, Goa, U.P. & Nepal. 
Committed persons who wish to achieve something in the field of 
childrens education ate requested to get in touch with us at: 

257, Green Acres, Vidyanidhi Marg, JVPD, Juhu, Mumbai - 400049, 
Tel: 26202675, Telefax: 26703245 Email: ucmasmhmf@roltanet.com 
Mobile: 9821715279 / 9821712167 / 9820545106. 

CORPORATE OFFICE, CHENNAI: 044 - 26180468 /2396 /4083. 


CENTRES: Borivli W: 28994292, Kandivli E; 28421801, Malad W: 
989226336, Goregaon E: 9820545106, Andheri E JB Nagar: 26202675, 
9821715279, Juhu: 26202675, VileParle E: 26823754, Kalyan: 95251 2300429, 
Thane - Vasant vihar : 9820605247, Thane - DAV: 9422093505, Mulund W: 
25928094, Ghatkopar E: 25153742, Chembur E: 2321354, Anushakti Nagar: 
25565130, Vashi: 27579122, Nerul: 27579122, Nerul - NRI Complex: 
37114903, Nagpur - Wardhaman Nagar & Ramnagar: 0712 2683426. 





SETTLE 
IN AUSTRALIA 
Excellent Job / Business 
opportunities on. Migration. 
Student/Gen.Skills/Business 
* Excellent opportunity for 
students Study & Settle 
* Degree-4 yrs. W/Expr. 
* Diploma-6 yrs. W/Expr. 
x Own Business/Senior Executive 
Free Counselling 


Franchisee- Auz Life International 
Registered Migration Agent 
Call: 022 25399743/ 020 4455089. 
e.mail: yashoverseas(@yahoo.co.in 









SPECIALISED SERVICES FOR 


Express To & Fro Services 
















"Ar: HORE 


between Mumbai-Delhi 





Haryana-Punjab-Mumbai. 










Export shipments to 











Bangladesh with Custom 
Clearance. 

Export / Import container 
movement all-over India 


1t attractive rates 


- 








àansport & Warehouse Contractors 
H.O. : Virwani Ind. Est., 
B-115/117,Goregaon (E), 

, Mumbai - 63. 
4.:(022)56936633/56981841/ 
5698 1842/3 Fax: 56981844 
E-mail : blrindia@vsni.com 






| Hello on (91)02226603996 or 9820078 
; email:bombayman@vsni.com 

i Detailed Info at: 
http:/lemailindiatimes.corn/ brief 
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hers Has granted y Posuive Porson 
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mi omn SATIRE Xl n TIN nru Chamier lavet RA sreribygs i ifs ike 
Plot no, 267/268, Sector -10, New Panvel, Navi Mumbar-d16 KE: 
Tel: 2749 0492 Telefax | 022.2746 6820 
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com Website: www.nimonline.com | 


corifealion. $- 
No, OCIS 


MANUFACTURERS & EXPORTERS 
| CASTORS PVT. LTD. dou 
Tel: (81-22) 26873625,26874456,56921721 Fax:(01-22) 26873580 /26074638 | | 
. Email rexelloQvsni.com visit us at: www.asiansources.com/rexello.co, : 
217: ver rexellocastors.com PM 





Buy a Cheap Chinese phone, 1 
if vou are sot & Quality Concious INDIAN, | 
If not, buy Xnditel phones 


(Inditef phones are manufactured in India) 
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.. T79, the Indian prime minister is in the autumn of 
| his political career. But, before he bows out, he 
| wants a last stab at greatness — that grand gesture 
that will fetch him mention as one of Indias 
AME WA political stalwarts. The recent peace overtures 
p made towards Pakistan, iffollowed through smoothly, could 
fetch him such encomium. The people of India and Pakistan 
_ have had enough of the acrimony that has come to define 
.... bilateral relations. By reaching across the border, Atal Bihari 
___. Vajpayee has indeed touched the right chord among the 
_. common people. He has also been able to convince the 
_. - hardliners both within his party and without that extending 
-= the olive branch to Pakistan is the smartest thing to do. And 
it is in India’s best interests. 
Alas, if only such steely resolve coupled with political 
flair were evident in the area of economic reforms. The 
.. recent overtures to Pakistan only endorse that if 
the prime minister is convinced of a course 
' of action, he follows it through in a deter- 
mined fashion. Of course, the PM 
chooses to display resoluteness in the 
area of diplomacy, not in business 
and economics. 
The contrast couldnt be more 
acute. Barely a fortnight ago, a meet- 
ing at the PM's residence resulted in 
<- BSNLslashing the fixed line to mobile 
call rates that the telecom major had 
-only recently raised. The rates were re- 
duced from Rs 3.60 per minute to Rs 1.20 
per minute. Additionally, the number of free 
^... callswasraised from 30 to 50 in urban areas and 
-from 50 to 75 in rural areas. And while it could be ar- 
- c gued that the hike was excessive, it was, after all, a business 
<- < decision for BSNL. So why did the PM have to interfere in 





CS -the workings of a company and, in some sense, dictate the _ 








pricing of its goods and services? ‘Elections round the cor- 
ner, is the standard answer. Thanks to which the politicians 
are rolling back any decision that is seen to be even re- 
. motely unpopular. - 

A Soon after the BSNL news came another clanger. De- 
spite mighty announcements, the scope | of Cenvat for pow- 
. erlooms has been diluted. The rationale behind the move? 
< Again, elections round the comer — — 

Then came the news on disinvestment. As our story on 





| and Bharat Petroleum. Between the two of them they were 


MAGAZINE OF THE NEW ECONOMY 





" page 22 argues, the disinvestment initiative, which gota fil- | 
— lip sometime earlier this year, isäs good as dead now. This 
includes the truly big-ticket ones of Hindustan Petroleum. 











ANTHONY LAWRENCE 





supposed to fetch the government Rs 10,265 crore. In fact, 
some optimists felt that if sold smartly, they could bring in 
much more. 

But now, even Arun Shourie, who pushed the cause of 
disinvestment with messianic zeal and never missed an op- 
portunity to broadcast its benefits, has thrown his hands up 
in despair or submission. VAT has already been pushed 
back, labour reforms appear to be headed nowhere, Indian 
Airlines and Air-India have been pulled out of the disinvest- 
ment process.... The list of reforms stalled is truly endless. 

Why? Once again, elections round the corner. 

Yet, the same elections round the corner haven't come in 
the way of the prime minster (also the Bharatiya Janata 
Party leader) trying to achieve peace with Pakistan. After all, 
it could be argued that if the supposedly hard-to-sell re- 

forms process jeopardises the party's chances next year, 
so can its Pakistan strategy. Sure, it is generally ac- 
cepted that India and Pakistan should make 
peace, but another Kaluchak can swing 
the sentiment pendulum the other way. 
And what's stopping any of the jehadi 
groups, which have little love for Indi- 
as ruling party, from mounting an at- 
tack closer to the elections to particu- 
larly embarrass the government. 
Unfortunately, the difference in 
approaches — one in which the 
prime minister follows his own mind 
boldly and ignores all opposition and 
another where the same man (and mind) 
meekly submits to even the mildest opposi- 
tion highlights one of the biggest weaknesses of 
our political system: political leaders are just not in- 
terested in economic issues. The attention they give to 
them is superficial and intermittent. 

Thatisa pity, because until India's political leaders learn 
to give economics its due, India will not attain the greatness 
she aspires to, and her citizens will not improve their living 
standards. In fact, with every passing year, the goal that the 
prime minister himself has set — of making India a devel- 
oped nation by 2020 — -will slip further and further away. 
What is worse, even as India dithers on the economic front, 
neighbour China i is increasing the economic distance with 
us, potentially altering the security environment of the re- 
gion for the worse. — ^. 

Here's hoping that Vajpayee will devote as. DENTS atten- 





tion to economic issues as to political ones. Future genera- 
tions will accept his position in the history books far more 


easily then. E 
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[EXERCISE CAUTION 


AS long as India- 
| makes sure it does 


not go the Argentina 


way, a strong rupee 
shouldn't cause 
much worry. 


KRISHNA REDDY, Hyderabad 












Bl Since it appears that the economy 
will have to gear itself to a strong ru- 
pee in the long run anyway (How 
long can the Reserve Bank of India 
hold up the price of the dollar?), 
maybe itis time to allow a full float. 
RISHI SAXENA 

Bangalore 


W The economics of the rupee vis-a- 
vis the US dollar is simple. If some- 
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WASHING DIRTY LINEN 


Infosys Technologies is again in the 
limelight, but for the wrong reasons 
('Sex, Lawsuits And Breach Of Trust, BW, 
26 May). The out-of-court settlement in 
the sexual harassment case and the 
statements made by both the parties are 
so unbecoming. Despite the fact that the 
company had settled the messy sexual 


harassment suit against its former em- | 


ployee Phaneesh Murthy out of court, 


the controversy continues to rake up | 


dust for the simple reason that Murthy 


:"n————— 





had the courage to take legal recourse to | 


retrieve his 26,000 shares, which Infosys | 


is withholding. Also, Murthy set up a 
company that would directly compete 
with Infosys in the business process out- 
sourcing (BPO) space. This episode has 
definitely sullied the reputation of In- 
fosysand its market value is slipping. Itis 
actually a war between two personali- 


ties, one who is an aggressive dealmaker | 


and the other a cautious player. 
G.S. RAO 
Bangalore 


FORGET ABOUT VAT 


The chaotic state of affairs regarding the 


introduction of value-added tax (VAT) 


| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
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| Letters can also be sent to 
|| editor&bworldmail.com 
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price, I would buy it. So, the demand 
for Mercedes cars will go up. The dol- 
lar has been overvalued. So, when 
major economies shift their trade to 
currencies like the euro, it shifts dol- 
lar-denominated export to euro-led 
export. And that lowers the demand 
for the dollar and its price. 

KANNAN 

Via email 


i 
| 
| 
| 
| 
| 
one offers me a Mercedes at cost 
i 
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and how different states view it has been 
brought out very clearly in the story (28 
Definitions, One Single Word’, BW, 26 
May). Ifevery state sees VAT from its own 
blinkered perspective and implements it 
in the manner best suited to it, the whole 
exercise would be futile and a waste of 
money. Perhaps, they should just con- 
tinue with the present system. 

C.V. SURI 

Secunderabad 


POPULIST MEASURES 


As the story ‘End Of The Initiative’ (BW, 2 
June) points out, what makes good eco- 
nomic sense is often sacrificed at the al- 
tar of political populism in our country. 
If India is to become an economic super- 
power in the days to come, several hard 
decisions will have to be taken. For this 


| we need a strong-willed government, 


and not one which repeatedly back- 
tracks in the face of opposition from po- 
litical parties which have their own 


| vested interests. 


SIDHARTH BALAKRISHNA 
Via email 
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COVER STORY 


é o Uncertainty Rules 


1 Ifthe government implements CAS (Conditional 
Access System) in its current form, chances are that 
you will not watch your favourite soap after 14 July if 
you live in Mumbai, Delhi, Kolkata or Chennai. The 
decision to mandate the use of conditi- 
onal access systems seems ill- 
thought out. With 6.7 million 
households involved in the 
metros, things will be messier 
than ever. The lack of agreement on 
everything from pricing to technology and a 
total lack of preparedness 
makes that certain. So who 
benefits from CAS? Certainly 
not the consumer. So why 
should it be implemented? 









To watch these saas-bahu capers (above) 
after 14 July, you will need a set-top box (right) 





4 LETTERS TO THE EDITOR 
25 BIZQUIZ 


44 CASE STUDY Should the govern- vingitand isit sustainable? 
ment be in business at all? Or is it 
the domain ofthe private sector? M 24 COMMENT: OMKAR GOSWAMI The information 
technology sector in India will continue to grow — 
66 EDITORIAL there is no doubt about that. However, profits may 
be a different story altogether. 


BUSINESS 


33 BANKING Four banks have decid- 
ed to share their ATMs instead of 
developing networks on their 
own. A look at how the new sys- 
tem will work. 


ECONOMY TECHNOLOGY 


22 STOCKS Since last December, banking stocks have 
been on a sustained march despite a flat capital mar- 
ket. What are the reasons for this rally? Who is dri- 





IN THE NEWS 


8 US BACKLASH A flurry of activities in the US could 
stir up public sentiment against Indian IT and ITES 
companies there. 


10 FINANCE MINISTRY The ministry gears up for yet 
another restructuring exercise. But one thing is clear 
it will not result in any downsizing. 














20 GLOBAL DEFLATION The Indian 51 THAT'S IT: MALA BHARGAVA 
economy has not yet been af- In just seven years, India has 
fected by the deflation that’s hit | reached the figure of 10 million 
other parts of the world. Japan, | mobile phones. Its two-way, 
Hong Kong, Taiwan and Germany interactive nature and features 
face a major risk. And even like SMS will really make the 
though India is in the low-risk cat- mobile phone the definitive 
egory, can it keep itself insulated? information device. 
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LEAD STORY 
€» Elections Ahoy! 


The elections are more than 
a year away but the BJP is 

already anxious. The impend- 
ing assembly elections in four 
states are also causing it much 
worry. It has taken several populist 
decisions in recent times. But it still = 

has to tackle infighting. z272 - 


30 STALLED REFORMS The 
elections have already put 
economic reforms in low 
gear. The liberalisation 
process is suffering as the 
government seems to be 
avoiding measures that 
may be justified, but are 
unpopular with the voters. 















SPECIAL 


52 INFRASTRUCTURE FINANCE Is 
the tide finally turning? Several 
factors are prompting lenders to \\‘ 
look at this opportunity. 


62 AIR-INDIA Air-India pensioners have 
finally succeeded in stopping the 
company from backtracking on the 
pensions it promised. 


BOOKS 


64 EMBRACING NEW TECHNOLOGY Since technology 
as a driver of strategy is a fairly new idea, very few 
guidelines exist for managers. But here's a book that 
discusses the implementation of new technology. 
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Imaging: SATYAJIT DATTA 
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The Problem With CAS 


S I sit down to write this ege 
Ar: it is still not clear MHINNESA TT RH 

whether the controversial | Understandin 
Conditional Access System | 8 
(CAS) will finally be imple- 
mented by 14 July — the original 
deadline. In fact, it is not even 
certain whether it will be imple- 
mented at all. Certainly, it has 
run into fierce political opposi- 
tion — not just from the Con- 
gress, but also from within the BJP itself. Understandably, a 
number of BJP leaders are of the opinion that forcing televi- 
sion viewers to fork out some Rs 4,000-7,000 (for buying set- 
top boxes) is going to cost them a lot of votes. Last week, 
even the prime minister was forced to ask the Ministry of In- 
formation and Broadcasting to ensure that the interests of 
consumers were protected. 














Certainly, the way this government has gone about the 
whole conditional access issue so far leaves much to be de- 
sired. As a system, conditional access is far superior to what 
is being followed in the country today. It is also the system 
that is followed in most countries around the world. 


/ Tt is simply that the government's current proposals 

regarding CAS make no sense at all. I use the word 

‘current’ here because there are already indications that 

/. the government will review the whole plan and modify it. 
(Ifthey don't drop it completely, that is.) 


Media editor Vanita Kohli explains in our cover story this is- 
sue exactly what is wrong with the government's CAS pro- 
posal. She also explains who will gain and who will lose if 
the current plan is implemented. 


Of course, as I said earlier, the CAS proposal could well be 
put on hold by a jittery government unwilling to alienate 
voters. A number of political and economic decisions have 
already fallen prey to this fear. On page 28, contributing ed- 
itor Arati Jerath points out why the BJP is so worried. And on 
page 30, you will read about the economic decisions that 
could well remain on hold till the parliamentary elections 


next year. 
Eh 


(AVEEK SARKAR) 
CHIEF EDITOR 
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IRDA CHAIRMAN 
A tough act 
to follow 


- WF" RIVATE insurance companies 
Di: received the announce- 
ment that revenue secretary 
Chillapilla Satyanarayana Rao, 60, 
will succeed N. Rangachary as the 
chairman of the Insurance Regulatory 
and Development Authority (IRDA) 
with cautious optimism. They hope 
that Rao, like Rangachary, will not 
yield to ad hoc demands by the gov- 
ernment and will stick with the policy 
of promoting the insurance sector. 
For the last six months, a number 
of names had been doing the rounds, 
among them that of United India In- 
surance Company chairman and 
managing director V. Jagganathan. 
Private insurers feared his appoint- 
ment would mark a major shift from 
the existing IRDA policies. Going by 
- his impeccable record, the private 
firms need not worry about Rao. But 
they remain apprehensive that he 
will not emulate Rangachary's stand 
against the government's attempts 
to wrest greater control of the IRDA. 
Rangachary had refused to cede to 
the demand that IRDA deposit its 
Rs 100-crore collections into the Pub- 
lic Account of India. " 


— GINA SINGH 






US RESTRICTIONS ON INDIAN INFOTECH 


Appeasement 


agenda 


AN Nasscoms lobbying 

contain the damage that a 

series of developments in 

the US has done the Indian 

infotech sector? In recent 

times, four US states (following New 

Jersey) planned laws barring outsourc- 

ing government work to developing 

nations and, last week, the US House of 

Representatives considered imposing 

visa restrictions (See 'Beating the L-1 

logjam’). Also, Bank of America staffer 

Kevin Flanagan shot himself after he 

heard that he had lost his job because it 
had been outsourced to India. 

Nasscom does not expect a back- 

lash, but has mounted a massive fire- 

fighting initiative to allay US fears — its 

interactions with US senators have in- 





cial services and insurance (BFSI) sec- 
tor's costs are 7-10% lower than (that 
of) Europe because US BFSI compa- 
nies saved $6 billion in the last four 
years offshoring to India. But, in the 
same period, they also added 125,000 
new jobs." There is more to the Nass- 
com pitch. The 170 Indian IT compa- 
nies in the US employed nearly 60,000 
people paying $810 million in 
taxes — federal and local. 
The Indian IT company 
employees bought 
goods and ser- 
vices worth 
$1.2 billion 


creased to 7-8 daily, from 7-8 every mM 


quarter, a year ago. 
Nasscom vice-president Sunil 
Mehta argues: “The US banking, finan- 


Beating 
the L1 
logjam 


HERE was a time when the In- 
dian software industry had trou- 
ble getting business out of the 


US. They now have trouble getting peo- 
ple into the US. A Bill to curb the use of 


L1-B visas was introduced in the US | 


House of Representatives on 19 May. It 
seeks to bar employees of Indian com- 
panies sent to the US on L1 visas from 
working at client offices. It also seeks to 
limit the number of L1 visas that a 
country could be issued every year. 

But Nasscom is not worried. "The 
impact, if any, will be seen in the next 2- 
3 years. Also, the Indian IT industry is 
not the only one to be affected — only 
45,000 out ofthe 3.25 lakh L1 visa-hold- 
ers in the US are Indians," says Sunil 





rÀ, ro 
V" 


Illustrations: ANTHONY LAWRENCE 


Mehta, vice-president, Nasscom. 

But Mehta may want to consider 
the following facts. About 33% of the 
32,416 L1 visas issued so far in 2003 
went to Indians, up from 20% in 2001. 
That's because the onsite work being 
done by Indian firms has been growing 
steadily. The visa restriction will defi- 
nitely hurt if the L1 logjam happens. 

The accompanying chart on In- 
fosys and Wipro shows how extensively 
Indian companies have been using the 
L1 visas. While a few companies like In- 
fosys have used it only for legally al- 
lowed intra-company transfers, many 
use it to get past the H1-B visa hurdle 
(used to place programmers at client 
sites). There are a limited number of 
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and paid nearly $300 million towards 
social security in 2001. "Why talk of a 
backlash?" asks Mehta. 

"Silicon Valley is as dependent on 
Bangalore as Noida is on New York. We 
buy about 2.5 million PCs every year 
from American companies as also soft- 
ware worth about $1 billion," he adds. 

A few weeks ago, after the New Jer- 

sey law, eFunds, a banking 
transaction process- 
ing firm, withdrew 
12 jobs outsourc- 
ed to India. The 
$75,000 per job 
per month or 
$900,000 savings 
it lost will be sub- 
sidised by the gov- 
ernment. Will the tax- 
payer agree to pay 
this if jobs 




























stay home? Sujay Chohan, vice-presi- 
dent and research director (BPO), 
Gartner, asks: "How will Nasdaq and 
Dow Jones react if firms say that their 
costs are three times higher than com- 
petitors because they didn't offshore?" 

Many like Daksh eServices CEO 
Sanjeev Aggarwal believe that the 
business case for offshoring is too 
strong. Daksh itself added two new 
clients last month. US companies like 
CommerceOne outsourced work to In- 
dia, saying the option was to either 
shut shop or be competitive by off- 
shoring work. 

"BPO is growing in a recessionary 
period. When the US economy im- 
proves there will be no hue and cry,” 
Chohan adds. Only small players may 
ultimately be hit, but Gartner expects it 
will now take Indian companies longer 


` to clinch deals. 


Nasscom may have thought thro- 
ugh its case pretty well. But as Arun 
Maheshwari, managing director, CEO 
and president, Computer Sciences 
Corporation (India), says: “An em- 
ployee who has been laid off won't 


_ think about his employer's bottom- 


line, but ofhis own well-being." That 































| à & is why Nasscom had better 
2 €A beeffective. Sy 
a SHELLEY SINGH 

H1-B visas — 

expected to drop | VISA USAGE BY INDIAN IT SERVICES COMPANIES 

from 95,000 a year ^ INFOSYS =~ p WIPRO =~ 

to 65,000, while L1s a aa | } F Dec 2002 | 

ii he eg T 2,072 jg 726 

strictions. Also, H1- in Mia IE | de A 

Bvisasrequirethe ||! 364 | 812 288 | 1,004 | 

applicant to have a Tas NES | —lDWEEM ie reti 

bachelor's or high- di du mor 73% | 72% | 67% 42% 

er degree and en- ‘Tayo eT ll 1 

tails a $1,000 fee for aS d /0 0 | 28% | 33% 58%, 

training American q[‘tlvises Rg. | 20"* | |e 

workers. So the 3 No.ofvisasas ge 4e | moie 

chances of less- £|% of employees 15.4% 20.5% | Bes 13.7% 





qualified, poorly- 
paid programmers 
entering US under the L1 visa is high. 
That is why the US clamoured for a bill. 

Can India do something about it? 
"No. Granting visas is a sovereign right. 
And no developed country, even under 
the World Trade Organization, has 
consented to free movement of work- 
ers across their borders, even tem- 
porarily," says Vaibhav Parikh, associ- 
ate, Nishith Desai Associates. "I think 
Indian firms have created many more 





Source: Company data 


jobs because of outsourcing as op- 
posed to lay-offs. So, we should con- 
vince legislators and senators that any 
restriction on Indian companies’ abil- 
ity do business in the US would, in the 
end, hurt the US economy," says 
Vikram Jaipura, president (US opera- 
tions), Mphasis BFL. Lobbying among 
the decision-makers may be the only 
way out. a 

SHISHIR PRASAD 






us-64 
Fund frenzy 


 ereis one incentive for the 

H government to become a 

hard-nosed mutual fund 
manager. On 1 June, the US-64 — 
restructuring will be complete with 
investors being issued Rs 10 bonds 
that will pay an annual interest of 
6.75%. If the restructured US-64 
earns more, the government 
(because of its ownership of UTI-I) 
will pocket the gain. "Since the 
government owns it, all the losses 
and, by that logic, all profits belong 
to it," says Dhirendra Kumar, CEO, 
Value Research, a mutual fund 
research company. 

It won't be easy for the fund 
managers at the US-64. At the 
current net asset value (NAV), there _ 
is a shortfall of Rs 4 per issued bond. - 
US-64's NAV has to grow at 18-20% 
annually over the next five years to 
earn returns in excess of what the 
government is bound to pay. Is that 
possible? It is tough. The best 
balanced fund (funds that invest in 
both equities and debt — something 
that US-64 has also done) earned 
29.69% last year, but the average 
fund returned only 4.5%. However, 
the best balanced funds returned 
21.68% over the last five years. So, if 
US-64 shows a best-in-the-class 
performance consistently, it can pull 
it off. "But for government to earn 
an upside, the market will have to 
rise from the current level of 3,000 to — 
more than 5,000," says Kumar. So 
don't be surprised if the next few 
budgets are market friendly. * 

SHISHIR PRASAD 
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éjà vu 
at North 
Block 





O what if he didn't use any of Vi- 
jay Kelkar’s recommendations 
on tax reforms, finance minis- 
ter Jaswant Singh has hired him 
again — this time to advise him 
on restructuring the finance ministry! 
Ministry sources say the idea behind 
the exercise is to see whether jobs are 
being replicated and, if so, to merge and 





had submitted a voluminous report on 
expenditure reforms. Yet, he is not part 


ofthis panel. Instead, there is former ex- 


penditure secretary, C. Ramachandran 
(recently returned from the Asian De- 
velopment Bank), as a member. 


B.P Mishra, additional secretary (expen- 


diture), is the member secretary. 
Not that asking Geethakrishnan 


contacted him in Chennai, he said that 
even if he had been asked to be part of it, 
he would have declined. Geethakrish- 
nan felt that zero progress has been 
made on his 10-volume report. Given 
the pressures on the government, he 
said he would be delighted if even 50- 
6096 of his recommendations were im- 
plemented. On the new panel, he said: 


consolidate responsibilities. But that 










would have changed matters. When BW 


"They may even be able to implement 








doesn't mean that the the suggestions since secre- 
denizens of North Block taries and senior officers are 
should start worrying, what- THE SWELLING RANKS members." 
ever Kelkar might have to say Estimated 2003 | The fact that a committee 
about downsizing. In fact, Department of 24.097. 25.543 | 25.558 | may be repeating a job alre- 
government staff strength es- Economic Affairs ' | ' | , ady done by the Expenditure 
timates for the finance min- Department of R E R e | boon saemnenbends ER TAASRERE | > -oo dtbheevacuasteanwnaveas | Reforms Commission (ERC) 
istry for 1 March 2004 confirm | Expenditure 996 1,091 | 1,092 | is not bothering anyone. (To 
this (See ‘The Swelling ER a o o a o — o 5| : be fair, the ERC looked at the 
ae ). The be tt ex- AE of 126,706 | 134,464 | 134,799 | cae cow nm 
pected to go up by 348 per- vasevssrseonenssasesstoaiessses Rega... MH SRI ME--ReR adm | and Economic Affairs in detai 
sons during the year. Indian Audit | | | andnottheentire ministry.) 
Arestructuringexerciseis | and Accounts 29087 02,0891 OROBO | Oficials were also reluctant o 
not something new to North =| Department of 2375 | 2.375 share the terms of reference of 
Block. Earlier, former finance - Company Affairs ’ ' the committee. » 
secretary K.P Geethakrishnan € i | ANJULI BHARGAVA 
VENTURE CAPITAL 


The biotech angels are here 


VERY biotech start-up in India will tell you this: Indian 

venture capitalists don't fund companies at an early 

stage of development. But now there is hope for the 
mostly long-gestation and capital-intensive biotech sector. 


Last week, the APIDC-Venture Capital (APIDC-VCL) was 
launched in Hyderabad as India's first early-stage biotechnol- 
ogy venture fund. APIDC-VCL is a joint venture between the 
Andhra Pradesh Industrial Development Corporation (APIDC) 
and Ventureast, a venture capital firm. The Rs 150-crore, 10- 
year fund has commitments of Rs 35 crore, of which Rs 15 
crore is from the Andhra Pradesh government and Rs 10 crore 
from Life Insurance Corporation, the first insurance company 
investment in a venture fund. The board has already en- 
dorsed three projects for approval by its investment commit- 


tee. Silico Insights, based in 
Boston and Hyderabad, will 
use informatics tools and a 
large tissue lab to identify 
disease-causing genes and 
proteins. Genomica Design, 
based in San Diego and Hy- 
derabad, will use informatics tools to improve the success rate 
of candidate drugs and also make the molecule for the cus- 
tomer, if necessary. Genotypic Sciences, based in Washington 
DC, will do genotyping as a service. Says APIDC-VCL manag- 
ing director Sarath Naru: "All the companies have strong ser- 
vices components and the potential to develop products." Ni 


P. HARI 
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Watch this space. —— — 
You'll see the most technologically advanced fleet in the sky. 

With new aircraft being added every month. 

Like the new Airbus 340-500 which flies further than any other aircraft. 
Or the new ultra-spacious Airbus 380 double decker in 2006. 

After all, when you fly Emirates, you fly 

the latest planes before other airlines have them. 


Keep discovering. 


Emirates 


w.emirates.com Over 60 destinations worldwide 





For more details contact your local travel agent or Emirates in Mumbai : 2879 7979, Delhi : 2332 8080, 
Chennai : 2822 3700, Hyderabad : 2332 1111, Cochin : 1-600-444345 (toll free). Discover frequent flyer benefits at www.skywards.com 
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THE TATA GROUP change in focus in the group companies. There's a realisation 
that we must measure up with the new business world," says a 


senior executive. "There's a change in the culture and mindset 
ser | i which has helped us achieve the performance. It started with 
Tata Steel and Telco, and is spreading to other group firms,” 


adds another executive. 
Tata Engineering achieved net profits of Rs 300.11 crore for 
e T O T i | | a i | C e the year ended March 2003 against a loss of Rs 53.74 the year 
before. "It was a combination of disciplined clean-up of bal- 


ance-sheet, focused cost reduction and 
LL those who had said 'Tata to new launches which helped us turn 
A Ratan Tata, say hello instead. Many 
of his group companies have posted 


around,” says V. Sumantran, executive di- 
excellent results: Tata Engineering (Telco) 


rector (passenger cars), Tata Engineering. 
Even Tisco is likely to post its best-ever 
has upped its profit before tax (PBT) by 
Rs 1,000 crore, from a loss of Rs 500 crore 


results, thanks to better price realisations, 
three years back to a PBT of Rs 510 crore; 


better product mix, and lower process and 
interest costs. “Once you come to the cold- 
Tata Chemicals improved its net profits by 
55%; Tata Telecom by 18%; CMC by 85% 


rolled (CR) stage, it’s a question of what 
steel you produce, and not tonnage. There's 
and Nelco by 124%. Tata Steel (Tisco), too, is 
expected to report a 250% jump in profits. 


much more value addition now," says a 
Tisco executive. So, if it was supplying in- 

It may be a bit early to celebrate — when side door panels for white goods when the 
we went to press, Tisco, VSNL, Tata Tea and CR mill started, it is now supplying exterior 
Indian Hotels were yet to announce their 
results but the feeling is just beginning to 


body panels for those white goods. 
But the splendid profits for FY 2002-03 
sink in at Bombay House. “There's a definite 


comes on the base of depressed profits 

(Rs 270 crore) last year. It was an abysmal 

GROWING FROM STRENGTH TO STRENGTH year for the steel industry when prices of hot-rolled coils fell to 
Gross sales | Growth (%) | Net profits | Growth (%) $200 per tonne. Tisco may sustain the momentum in the next 

few quarters as steel prices remain firm, but Tata Engineering 





HEMANT MISHRA 

















CMC 679.09 | 545 | 36.37 | 85.09 can't expect to sustain the same kind of growth. "We expect to 
201.53 | 120.60 | 3,003 124.44 grow by 6-896 and outpace the industry," adds Sumantran. 
| But not every company has had a dream run. Tata Power 
10,855.05 | 21.76 | 300.11 658.55 could barely retain its profits (net profits increased by 2.3%) on 
327.08 | 23.63 | 18.56 18.37 a sales growth of 13%. "We have done well to surpass last year's 
| | | profits. This is despite higher depreciation and a lower other 
1,670.54 | 13.75 | 196.74 | 55.1 3 income (Rs 152 crore against Rs 265 crore last year," says 
E: 4618.54 13.08 | 519.92 _ 2.30 Pheroze Vandrevala, CEO, Tata Power. And VSNLs profits are 
E: : j| | expected to drop over 50% this year. Still Bombay House has 
£ 8,627.12 | 12.14 | 920.00 | 349.00 more reasons to cheer than mourn. 
& Figures in Rs crore; *analyst estimates RANJU SARKAR 
TELCO 
n T'S more recession-proof today than, | against 5-6 weeks today. Two, it has 
C ci í C a i f say, five years ago. The Rs 10,837-crore | brought down the credit period substan- 
Tata Engineering's commercial vehicles | tially: its cash-to-credit ratio is 70:30; in 


(CVs) business has always been highly sen- 
sitive to economic cycles. That may not 
change radically, but executive director (CV 
business unit), Ravi Kant, believes the busi- 
ness is less sensitive to a downcycle now. 
For one, Telco has managed to drasti- 


fact, it doesn't offer any credit in the mar- 
ket today. Three, it is focusing on less-cycli- 
cal segments. Its non-vehicle business in- 
cluding parts, static and marine applica- 
tions, reconditioning, bus bodies and fi- 
nance, etc., now accounts for 15-17% of 
cally reduce its inventory levels to barely sales. Finally, the passenger car business 
2-3 weeks at the dealer level, and 3-4 provides a natural hedge for the CV busi- 
weeks at the company level; earlier the ness. Wait to find out if Kant is right. E 
system used to carry stocks of 5-6 months RANJU SARKAR 


changes 
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From the leader in camera and print technology comes the ultra-convenient Canon Camera Direct. 
This powerful innovation lets you shoot and print high-resolution photographs anytime and 
anywhere, simply by connecting a Canon digital camera to a Bubble Jet Printer. For instance, 
TT capture an image with the stylish, 4-megapixel IXUS 400. Featuring a 3x zoom, the IXUS 400 is 
powered by DIGIC, Canon's revolutionary digital imaging processor that vastly improves 
image quality. Connect it directly to the beautiful Canon i70, a portable photo printer that offers 


true desktop performance wherever it's operated; it can even output brilliant, A4-size 


borderless prints. No PC. No processing lab. No waiting. Just beautiful photographs instantly. 





Photo Printer with 
optional cradle 847 4. : soii CLs. 
F Ah a X ” [1 (E 
dnm d i Yivid Exif Print EV 





Call Canon at 1600 33 33 66 or log on to printers.canon.co.in 
South East Asia Headquarters-Canon Singapore Pte. Ltd. India Office-Canon India Pvt. Ltd., Neelo Gagan, Mandi Road, Mehrauli, New Delhi-30. 
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TEXTILE STOCKS 


The new weave 


high-quality fabric, they could not go | 

SPINNING A REVIVAL up the value chain by making gar- E 
(NSE prices in Rs) 11025 ments for lack of export quota. This Attracti n 

dd ey / will change in 2005, when the quota 

system will be abolished under the eye ba Is 

WTO agreement. Arvind has infra- 

structure to manufacture export- 

quality shirts and jeans. Other textile deg Payee E me 

players, like Morarjee Goculdas Spin- 







Raymond 












— Nahar Spinning 


ning and GTN Textiles, are now plan- group's Gemini TV had 
ning to invest new replaced Eenadu as the 
» money in building fresh No. 1 channel in Andhra 
capacity to make gar- Pradesh (AP). Now, Teja, 
ments. Ludhiana-based Sun's second Telugu 


- 26 May 03 








Oswal Woollen Mills, channel (movies and 
which sold sweaters exclu- iih elon th 
sively in the local market, re- sale aes: isis tla t 


N the last few weeks, stocks of com- i 
cently doubled capacity just for erstwhile leader in 


panies like Arvind Mills, Mahavir 














Spinning and Welspun have been at- exports. Second, debt-heavy com- Hyderabad city. It regis- 
tracting investors and their prices have panies can now restructure their loans tered a 14% channel share 
been inching up. After shunning the sec- and reduce their interest burden. Welspun in Hyderabad as against 
tor for nearly five years, equity research firms | is among the world's Top 3 manufacturers of Eenadu's 12.7%. Teja's 
are also showing renewed interest. The Mum- | high-quality terry towels, exporting to big re- edinovar Konad lad 
bai-based Enam Financials and ASK Ray- | tailers like US-based Wal-Mart and JC Penny. : 
mond James already have exclusive analysts | But Welspuns balance sheet is saddled with assertion of Sun's growing 
tracking the sector. What's the new weave? _ Rs200-crore debt on which it paid close to dominance down south. 
There are two reasons why textile stocks | 20% interest. These loans were acquired to ex- Gemini already dominates 
are looking up. First, as brokerage firms like | pand capacity in the mid-1990s when interest AP with a 30% share. 
ICICI Securities see it, the end of the three- | rates were very high. Now, Welspun is restruc- Gemini managing director 
decade old quota system will createnewop- | turing its loan portfolio; analysts expect the Sharad Kumar hopes that 
portunities for Indian textile companies. Un- firm to save an average of 5% or Rs 10 crore Tola vill overtake Een ado 
der the quota system, a country could export next year. This is what ICICI did to the Arvind hi : 
only a fixed quantity of garments to the US | Mills loan portfolio over a year ago to save it in the rest of AP in the next 
and European countries. So, though bigcom- | from disaster. The story is no different for KG 3-4 weeks. E 
panies like Arvind Mills, Mahavir Spinning Denim and Aarvee Denims. Li VANITA KOHLI 
and Morarjee Goculdas Spinning exported ^. T. SURENDAR 
DOTCOMS short messaging, email and online chat. 


Th h E d A d P CEO Harsh Roongta has done enough to earn the third 
round. It is already the largest credit card distributor in the 
e t Ir VI n Ication country, with a market share of 6% in 10 cities. About | 


A PNALOAN.COM, one of the few successful dotcom 11,000-12,000 credit card applications are rout- X 









survivors, just ensured that it's going to be around ed through the portal every month. 
for a long time to come. Last week, it raised Rs 15.65 Home loans is the next big thing for 
crore from a clutch of investors including the Bangalore- Apnaloan. It has been generating month- 
based Jumpstartup, the Netherlands-based financial institu- ly sanctions worth Rs 75 crore in six 
tion FMO, ING Vysya Bank and SIDBI venture fund. This just cities. That would | 
goes to show that venture-capital funding hasn't dried up for | give it a 3-4% mar- - 
dotcoms after all. ketshare in home 
This round of funding, the third that Apnaloan has got so loan distribution. 
far, will primarily be used in technology investments aimed at That's not bad going 
widening the personal finance portal's customer contact for a dotcom. a e 
channel. These will include services like voice (call centres), RADHIKA DHAWAN 
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3,07,938 households wake up to The Telegraph, every day. After all, it's the 


largest English daily in Calcutta and the East. Large as a leader ought to be. 


Source: ABC July-Dec 2002, English dailies. 











qd UST three ido. ago, we had. 
talked about a new (old) way of - 
að looking at stocks (A Dogged Pur- 
‘suit’, BW, 10 February 2003). With 
stockmarkets going nowhere and in- 
terest rates at all-time lows, investing 
options were shrinking fast. Dividend 
tax was on its way out and as divi- 
dend yields were actually higher than 
bond yields, it made sense to look at 

- stocks for their healthy dividends 
rather than their capital appreciation. 

. Birla Sun Life Mutual Fund was 
‘the first to launch a fund dedicated to 
. dog stocks or high-dividend yielding 

Stocks. And in its IPO which closed on 
7 February 2003, it garnered Rs 36 
crore. As of 30 April 2003, the fund's 
corpus had inched up to Rs 61 crore. 
- May was a good month for the fund 
with nearly Rs 42 crore coming in, 
pushing the fund's size pu the 
Rs 100-crore mark. 
-Any specific reasons for the rush? 
In the last three months, the markets 
have remained down. People have 
lost their faith in tech stocks. “More 
and more distributors and investors 
are getting convinced about the 
dividend strategy. And our perfor- 
mance, so far, has been encourag- 
ing,” says Raghvendra Nath, head of 
. strategy, Birla Sun Life AMC. He's 
referring to the 14% rise in the net 
asset value of the fund since launch. 
Early investors in the fund have some 
more good news — a dividend 





| announcement is on its way. Woof! Bl. 


-VIKAS DHOOT 










BANKING 


Plastic gets 


cheaper- 


T'S as micro as it can get. 
Think of small change as 
a thing ofthe past and 
flash a chip-based plastic 
to buy that 50-paise 
candy or the Rs 5 ball-point jotter, 
practically wherever you are, be it 
Jhansi or Guntur. That's what O- 
MASCS (Multi Application Smart 
Card Solution) seeks to achieve. 

Come August and a consortium of 
eight companies — four Indian and four 
MNC subsidiaries — monitored by the 
Indian Institute of Technology-Bombay 
and Reserve Bank of India's (RBI) tech- 
nology arm, the Hyderabad-based Insti- 
tute for Development and Research in 
Banking Technology (IDRBT) will de- 
velop infrastructure to enable stored- 
value cards, debit cards or credit cards 
that will be issued by banks. The State 
Bank of India will be the settlement and 
clearing agent. 

RBI governor Bimal Jalan men- 
tioned this pilot project for multi-appli- 
cation smart cards in his 29 April Mone- 
tary and Credit Policy speech for 
2003-04. 

The one-year pilot will cover 63 
cities in 17 states, providing 90,000 ter- 
minals, 20,000-card authorisation 
points and issue about 1.125 million 
cards in the proposed pilot period. 

The consortium members are TCS, 
in charge of security and certification; 
Bangalore-based Majoris Software to 
develop payment-related software; the 
Pune-based Opus to provide switching, 
clearing and settlement solutions; A.Lit- 
tle. World to develop the payment net- 
work; Gemplus (French,) the world's 
largest smart card maker to develop 
software; Infenion (German) to develop 
and customise the chips for cards; ERG 
Transit System which will be active in 
the second phase (to start in Q1, 2004) 
to provide solutions for transport pay- 
ment; and GDA Technology (American) 
to provide the chip design. 

According to A.Little. World. manag- 
ing director Anurag Gupta: "The cards 
will be stored-value, but banks, petrol 
stations and other authorised issuing 
points will be free to issue a chip-based 





credit, debit or 
stored-value card. This will spread the 
use of secure plastic payment systems in 
small cities, where such systems are 
non-existent." The consortium has, so 
far, invested Rs 30 crore in the project, 
mostly used for creating infrastructure. 

Why this card when we already have 
plastic money? MasterCard and Visa are 
active mainly in metros and big cities. 
Here, too, a mere 28,000 merchant es- 
tablishments have electronic card read- 
ers. The card penetration itself is only 
around 17 million million, including 
credit and debit cards. 

The penetration is low due to high 
infrastructure costs (the card reader 
alone costs over Rs 20,000), apart from 
the high interest costs charged by the 
companies (about 32% annually). 

The stored-value cards being devel- 
oped by the consortium will be CEPS 
(Common Electronic Purse Specifica- 
tion) compliant while any debit and 
credit cards issued by the banks under 
this project will be Europay MasterCard 
Visa (EMV) compliant. That is the inter- 
national standard for chip-based cards. 

The cost ofthe card, to be borne by 
the user, will be Rs 105 while the 
monthly user charge could be as low as 
Rs 10. The basic card-reading machines, 
being developed by consortium mem- 
bers will cost Rs 3,500-Rs 5,000. 

This card fills the gap for a local card- 
based payment system with multiple 
applications that allows even small 
transactions. IITT-Bombay and IDRBT 
will report on its progress and further 
full-scale deployment. Watch this space 


. to find whether its pays to have the O- 


MASCS card. w 
SHELLEY SINGH 
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INTERNET SUBSCRIBERS 


Losing speed 


ES ! 





RE Indians growing tired of 
the Internet? Last year, the 
number of Internet sub- 
scribers grew by a mere 8% 
(from 3.24 million to 3.5 
million), according to figures released 
by the Department of Telecom recently. 
The previous year (2001-02), too, saw a 
similar uninspiring growth. At this rate, 











E India is unlikely to reach 
E the 10-million-sub- 

gs scriber-base figure by 
2005 that was forecast a 
few years ago. 

"Both the Internet ser- 
vice provider (ISP) indus- 
try and the government 
are worried," says 
Amitabh Singhal, secre- 
tary, ISP Association of In- 
dia (ISPAI). But, the slow 
growth should come as no 
surprise. 

Factors like high telephone charges 


| (up to Rs 24 per hour) and poor band- 
| width have made dial-up Internet ac- 


cess a rather cumbersome experience. 


| And though ISPs have slashed dial-up 


charges from about Rs 20 per hour to Rs 


| 8-9 per hour, browsing from a personal 


computer at home is still an expensive 
proposition. Even two hours on the Net 








a day could result in a bill of Rs 1,000 per 
month. Not a single ISP in the country is 
making profits purely on the strength of 
a dial-up access. Worse, 199 out of the 
587 ISPs have surrendered their licences 
and shut shop. Surviving ISPs have been 
desperately trying to enhance viability 
by increasing access tariffs. Over the last 
few months, they have managed to in- 
crease rates from Rs 5 to Rs 8-9, ISPAI’s 
Singhal says that the service providers 
will be profitable only if rates go up to Rs 
15 per hour. But any further increase in 
rates will put off consumers even more 
and could result in a further slump in 
subscriber growth. That puts the ISPs in 
a Catch-22 situation. 

Though subscriber growth has been 
poor, the population of Internet users 
has been growing at a modest rate. 


_ While Internet usage at the workplace is 
| growing, a large chunk of users prefer to 


use the 40,000-50,000 cybercafes in the 


| country, which offer Net access at Rs 10- 


15 per hour. ISPs like Satyam Infoway 
have set up almost 1,000 such cyber 
cafes. That may, perhaps, be the only 
way that India could catch up with the 
wired nations. d 
M. ANAND 








BOUT 30% of diabetes patients 
A develop diabetic nephropathy. 

In other words, their kidneys 
gradually lose their function. Now Ban- 
galore-based Biocon has begun clinical 
studies on a molecule that prevents in- 
flammation of the kidneys, the first step 
in diabetic nephropathy. Conducted in 
the St. John's Hospital, Bangalore, it is 
the first such study in the world. 


A series of coincidences spurred Bio- 
con on this path. In 2000 it tied up with 
Californian firm Surromed to study dia- 
betes markers (proteins or other mole- 
cules that signal the onset of the dis- 
ease). Then, it built India's largest 
diabetes registry (data on patients who 
suffer from the disease). It began manu- 
facturing the drug, mycophenolate 
mofetil, an immunosupressant given to 
kidney transplant patients. Anthony Al- 
lison, the inventor of this drug, is on 
Biocon's scientific advisory board. 


Earlier this year, when a team of sci- 
entists led by Ricardo Utimura in Sao 
Paulo University, Brazil published a pa- 


HEALTH CHECK 


Sweet news 
for diabetics 





per in Kidney International showing 
that mycophenolate prevents inflam- 
mation of the kidneys, Biocon began 
studying its effect on humans. It even 
filed a provisional patent in the US and 
began clinical studies. Although Roche 
owns the patent on this molecule, 
whose sales exceed $1 billion a year, 


Biocon's study could benefit millions. 


There are no conclusive tests to 
diagnose diabetic nephropathy at an 
early stage. The presence of micro albu- 
min urea in the urine is a warning but 
many patients test positive and yet do 
not develop kidney disease. Biocon is 


trying to come in here as well. It has de- 


veloped a new marker, along with 
Strand Genomics, that will indicate the 
onset of diabetic nephropathy at an 
early stage. The two companies have 
also applied for a US patent. 


The new marker and treatment for 
nephropathy could go hand in hand. 
Mycophenolate mofetil is less toxic than 
cyclosporin, the drug given to transpla- 
nt patients. Currently, diabetic nephro- 
pathy is treated by a class of drugs 
called Angiotensin Converting Enzyme 
(ACE) inhibitors, which retard the dis- 
ease's progress. It is not yet known 


whether mycophenolate is better than 
ACE inhibitors. The results of the study 
will be known in less than a year. Ei 


P. HARI 
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| need a PC 


that works 


"plays 


as hard as 
| do. 






You need Qmax™ and 
the powerful Intel" Pentium" 4 processor 
with HT Technology 
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These days you learn, share and play on your PC - all at the 
same time. The Qmax™ PC with the Intel® Pentium® 4 
processor with HT technology is designed to keep up 
with you. It gives you the power to do all the things you do 
on your PC - all at once. So you can stay up-to-date in more 
ways than one. What's more, it is much easier to take home 
this power-house now with our 100% hassle-free loans. 
Have great fun, the Qmax™ way. 








Qmax™ Quadrant - HT: Intel? Pentium® 4 processor 3.06GHz /HT/Intel? 845G Chipset Motherboard/ 
256MB DDR RAM/1.44MB FDD/40GB 7200 rpm HDD/56kbps Internal Modem/52X CDROM Drive/Multimedia Speakers/ 
Mic/Multimedia Keyboard/Logitech PS/2 Scroll Mouse/Intel® Pentium® 4 ATX Cabinet - Rs. 52,200/-* 


*Conditions Apply 







Check out the exciting range of Qmax™ PCs. Contact us at: sales@nebulatech.com 
Ahmedabad: 7458612/7458613 Bangalore: 2246190/2246191 Chandigarh: 


385362/668783 Chennai: 22323716/22324522/22324543/22329815/22321469/22319044/ TM 
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OPTIONS 


EO 


NIRMAL SHARMA 


NIRANJAN RAJADHYAKSHA 


HE global economy is treading on 
quicksand. These past few weeks 
have seen heated debates around 
the world on whether the threat of 
deflation is real and whether the 
next few months will see a few 
economies enter a spiral of falling prices. 

What is deflation? It is a fall in prices 
in every corner of the economy — com- 
modities, land, equities, services and 
much else. Unlike the fall in the price of 
computers or telephone calls, rampant 
deflation is a calamity. Nervous con- 
sumers put off purchases in expectation 
of lower prices in the future, and de- 
mand collapses. Companies with huge 
borrowings find their balance sheets 
wrecked. Banks are pushed to the edge, 
as the collateral they have taken while 
giving out loans loses value by the day. 
And investors find their equity and real 
estate values decimated. That's why de- 
flation is often likened to a black hole 
that sucks in everything in sight. It's best 
to stay out off its murderous gravita- 
tional pull. 

However, many economies are los- 
ing the battle as they struggle with low 
demand coupled with huge under- 
utilised capacity built up in the bubble 
years. In April, the International Mone- 
tary Fund (IMF) said in a new research 
paper that the threat of deflation is 
spreading. Of the 35 most important 
economies in the world, 23.596 were ei- 
ther in deflation or close to it in the pe- 









riod between 1997 and 2002, compared 
to just 1.8% between 1980 and 1984 (See 
"The Spreading Malaise’). The IMF now 
says that besides Japan, which has been 
in deflation for nearly a decade now, the 
other countries that are at major risk are 
Hong Kong, Taiwan and Germany. India 
is not completely out of danger, but it is 
in the low-risk category. 

In the US, where the IMF says the risk 
of deflation is also low, concerns are run- 
ning high. Early in May, the US Federal 
Reserve (Fed) said that though it did not 
expect the world's largest economy to be 
trapped in the quicksand of falling 
prices, it was getting ready to fight the 
battle — just in case. And a few weeks 
later, Fed chairman Alan Greenspan had 
to face a barrage of questions on this 
from worried senators. Greenspan once 
again told the senators that he did not 
see deflation as an "imminent, danger- 
ous threat to the United States, but (as) a 
threat that even though minor is suffi- 
ciently large that it does require very 
close scrutiny and, maybe, action on the 
part ofthe Federal Reserve." Meanwhile, 
new economic data shows that US con- 
sumer prices fell by 0.3% in April 2003, 
their first monthly decline since Decem- 
ber 2001. 

Should India’s policy-makers be wor- 
ried? Inflation is hovering around the 696 
mark, not exactly a situation where de- 
flation should be a concern. But most of 
this inflation is accounted for by the rise 
in oil prices and shortages in certain 
oilseeds. The end of the Iraq War has al- 
ready sent fuel prices downwards and a 
normal monsoon could take some pres- 
sure off oilseeds prices. It's possible that 
inflation will come down in the coming 
months. That's disinflation. But defla- 
tion? Is that possible? 

Most economists dismiss the possi- 
bility. "I doubt if deflation is a major 
threat to the Indian economy,” says ABN 


The T n has been knocked out of global 
prices. Can India survive this deflation? 


Low-price 
SHOCK! 
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Amro chief economist Ajit Ranade. "In 
fact, manufacturing inflation is higher 
today. And there is still a question mark 
over the behaviour of the monsoon," he 
says. Adds an equity markets strategist: 
"There may still be disinflation, or even 
deflation, in tradable goods. But I believe 
that the price of services in India, which 
are not captured in the official inflation 
indices, will go up sharply in the coming 
years. I'd still worry about inflation 
rather than deflation." 

But there are, perhaps, some initial 
signs of worry at the Reserve Bank of In- 


that there is any imminent threat of de- 
flation derailing the economy. But like 
central bankers around the world, the 
RBI has started thinking more seriously 
about the deflation issue. This means 
going backto the books. This is, perhaps, 
the first time since the 1930s that 
economies have had to worry about a 
sustained drop in prices. Modern central 
bankers have been trained to fight infla- 
tion, rather than deflation. So there is 
still a sense of confusion in the fraternity 
about how to tackle deflation. The econ- 
omists at the RBI, too, according to a se- 
nior central banker, have recently 
started thinking afresh about how mon- 
etary policy can be tweaked to tackle de- 
flation, in case it spreads to India. 

In fact, the RBI's economists have 
been worried for some time. In January 
2002, they said that India's inflation rate 
(then about 296) was too low. It was hold- 
ing back economic growth. "The current 
disinflation cycle has generated consid- 
erable scepticism about the primacy 
and, in some cases, single-mindedness 
of monetary policy pursuing inflation." 

This statement set the cat among the 
pigeons, especially those who wor- 
shipped the new orthodoxy that low in- 
flation was the holy grail of monetary 
policy. The RBI researchers said that In- 
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dias “growth maximising” inflation rate | 
is 596. For every 1% drop in the inflation | 
rate, output drops 2% below its poten- 
tial. Eventually, the RBI top brass had to 
step in and announce that the research 
on India's "sacrifice ratio" was just that 
— a piece of research. It was not a guide 
to policy, or a signal that 
higher inflation would be 
encouraged. 

The RBl is still pretty 
sanguine about the de- 
flation threat. And there | 
is ample reason for it to | 
be so. There are some | 
common ways in which 
the deflation risk of a 
country can be assessed. | 
The four usual warning | 
signals are: inflation in- | 
dices are close to zero, 
there is a lot of overca- 
pacity in the economy, | 
asset prices (including | 
equity) have collapsed | 
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Inflation u— India's headline inflation is a tad below 6%, way above the 
danger mark. But inflation could falli in the months ahead 
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Bank lending: Has had its ups and downs, but has never collapsed. Currently 
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and bank lending is falling. India does 
not have unusually large problems in 
any ofthese areas. tux 

As of now, the biggest risk comes 
from the exchange rate. The rupee has- 
been appreciating. This means that the - 
landed price of imports drops. So a. 
country with an appreciating currency 
can ‘import’ deflation. As of now, none 
of our major trading partners has been | 
caught in a deflationary spiral. 

However, ifa large economy like the 
US does see collapsing prices, it will oniy. 
be a matter of time before the problemis — 
sent to our shores as well. “We have had 
deflation in the industrial sector for 
many years now. Till recently, the falling 
rupee cancelled the deflationary effects 
of lower tariffs. But now the rupee is álso 
appreciating, so the problem could 
worsen going forward," says Jyotivard- 
han Jaipuria, head of research at DSP 
Merrill Lynch. l 

The amber lights could be flas 
ing soon. 
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AVINASH CELESTINE & VIKAS DHOOT 
HIS is a company that has seen its 
share price more than triple in five 
months. (See ‘The New Infosys?’) 
And it isnt Infosys Technologies in 
2000 that we are talking about. It is 
‘Panjab National Bank (PNB) in 2003. 
Yes, that’s right, bank stocks are on fire. 
.. PNB went public in March 2002 at 
~~ Rs3lashare. From April to December it 
^. .hovered in the Rs 37-50 band. During the 
- period, the stock's trading volumes were 
"rarely above 50,000 shares a day. Then, 
: from Rs 48 on 5 December the stock sky- 

rocketed to Rs 170 on 26 May. That day, 
after PNB said its net profit was up 50%, 
over 6 million shares were traded on the 
Bombay Stock Exchange (BSE)! 

PNB isnt alone. Stocks of some other 
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PSU BANKS: FLAVOUR OF THE SEASON 


| Nov 02 


public sector banks have been on a roll 
from the end of 2002. Bank of Baroda 
(BoB) is up 128%, Oriental Bank of Com- 
merce (OBC) up 210%, Bank of India 
(Bol) up 64% and State Bank of India 
(SBI) up 30%. The private sector banks 
seem positively staid in comparison — 
since December, ICICI Bank has been 
virtually stagnant and HDFC Bank has 
risen 24% (in year-on-year terms it is up 
by only around 4%). Two years ago, these 
and some other private banks were the 
darlings of the market. 

Their aggressive growth and retail 
strategies were seen as the hot new thing 
in Indian banking. In contrast, PSU 
banks like PNB, BoB and OBC were seen 
as stuck in the past — bloated, ineffi- 
cient and slow, Their stocks were rarely 
traded. Hardly any analyst tracked them. 
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So how did these frogs turn into 
princes? The first kiss came from the 
bond market. Interest rates dropped and 
bond prices climbed. The PSU banks ac- 
count for nearly 7696 of the total bonds 
held by Indian banks. The bull run was a 
windfall for them — many could now 
use their trading profits to sweep bad 
loans out of their balance sheets. 

The second big change, which was 
the actual trigger ofthe rally last Decem- 
ber, was the passing of the Foreclosure 
Act by Parliament. It allows banks to take 
over assets of defaulting borrowers and 
sell them to recover dues. Punters re- 
alised that PSU banks would gain the 
most as they have most of the bad loans 
in the banking system. What made these 
stocks even more attractive were the val- 
uations — the average mid-tier bank 
traded at a big discount to book value. 

Then, in February, the government 
announced that it would buy back high- 
cost bonds from banks and replace them 
with lower-cost debt. The major chunk 
of high-cost debt is held by PSU banks. 
SBI, for instance, had 87% of its govern- 
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ment bond portfolio in securities that 
yielded 11% or more. The buyback is ex- 
pected to be a huge windfall for banks — 
some analysts expect the gains to be 
Rs 8,000 crore-10,000 crore. A Merrill 
Lynch report estimates that the gains 
from the sale of these bonds will cover 
33% of the net non-performing assets. 
The result: a dizzy rise in bank stocks. 
As usual, analysts have fallen over them- 
selves to initiate coverage on stocks that, 
afew months earlier, they wouldn't even 
have bothered to check the prices of. 
The banking sector's total market capi- 
talisation (as a percentage of the Nifty) 
has shot up by 5076 since last year. "Ini- 
tially, the rally was prompted by funda- 
mentals," says an analyst with an FII. 
"However, subsequently, with the col- 
lapse in technology stocks, even more 
money has flowed into banking. Now, 
with talk of banks returning their capital 
to the government, which will boost 
their earnings per share, valuations are 


... even more attractive." 


: Who has been driving this rally? 
AS domestic players like mutual 
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funds," says an analyst. “FHs have not re- 
ally been in the picture. And they are un- 
likely to come in at these levels." 

Indeed, over the last six months, mu- 
tual funds have moved their focus on 
PSU banks and how! Franklin Templeton 
Prima Fund's exposure to bank stocks has 
gone up from 796 in November to almost 
14% in April. Templeton's emerging mar- 
kets guru Mark Mobius, who manages 
the India Growth Fund, has almost dou- 
bled his portfolios exposure to banks 
from 8.6% (29 November 2002) to 14.68% 
(30 April 2003). Most other mutual funds 
have piled up bank stocks. And the en- 
thusiasm has trickled down to retail in- 
vestors, pushing bank stocks into a tizzy. 

Is this rally sustainable or is this a 
bubble? Initially, the rally was driven by 
fundamentals, but is now being driven 
more by self-fulfilling expectations. In- 
terest rates arent likely to fall as much as 
in the last two years. So treasury income 
isnt likely to boost bank profits as much. 
In ‘The Party is Over’ (BW, 14 April), we 
had reported rating agency Crisil’s find- 
ings that banks could see about Rs 3,300 
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crore of profits disappear 
the next few years as al 
(higher-yielding investments 
are replaced by new lowe 
yield ones. While some m 
dispute that figure, it is ch 
that over the next few ye 
what will bring in the mi 
will be the core business o 
ding rather than treasury. 
quality of earnings of. 
banks is not sustainable, 
that most of those ear : tini S 
have come from treasury,” says 
Chetan Parikh, director, Capi- 
talideasonlinecom. oo 0o co. 

The way every bank stocki is 
zooming is a worrying. Union 
Bank and Bol, for example, 
have ratios of price to adjusted | 
book value that are wellabove 
those of SBI or Corporation 





the book value of a bank after 
all bad loans have been as- — 
sumed to be written off.) Issues 
like operating efficiency, retail 


ment hardly seem to matter, 
5o, has the market already 
overheated? A big set of inves- 
tors, mutual funds, is headed 
for the exit, April saw a lot of 
them offloading positions in 


nomenal profits. Some say the 
party may already be overt. 

But there are new triggers, 
too, that could keep the market inter- 
ested. PNB and BoB last week announ- 
ced capital reduction plans of Rs 150 
crore and Rs 90 crore, respectively. They 


are also planning to pay out higher divi c 
dends. "Something akin to the IT sector | 


will happen here (Read: consolidation). 
Bigger and better banks will get higher 
valuations," says Paras Adenwalla, head 
of equity, Birla Sun Life Mutual Fund. 
"And profit booking by mutual funds 
may be happening, but nobody's exiting 
the sector yet." 

If you have been reading BW, you 
would know how noise cycles in the 
market can be used to decide if you want 
to stay put or exit a stock. When a stock 
or sector starts gaining momentum, the 
noise around it increases. Suddenly 
everyone — investment advisors, mu- 
tual fund managers, analysts and the 
press — seems to be hyping it up. Re- 
member how millions of investors burnt 
their fingers during the tech boom be- 
cause of their noisy salesmanship? So, 
tread with caution — bubbles can burst 
at the slightest pressure. @ 
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S the Indian IT industry faced its first global crunch 
and the new cult heroes of the brave new cyberworld 
announced some of their worst financial results, the 
National Association of Software and Service Com- 
panies (Nasscom) said that it stood by its earlier fore- 
cast of a $50-billion industry in 2008. Was this a realistic as- 
sessment of global demand? Or was Nasscom trying to 
create a 'feel good' factor in difficult times? 

Let us start with the $50-billion estimate for 2008. Ac- 
cording to Nasscom estimates available on its website, the 
Indian IT business (including hardware, peripherals, net- 
working, software and IT services) was worth $16.5 billion 
in 2002-03. Of this, the software and services business was 
worth $12.5 billion. I am not sure whether the $50-billion 
target refers to the whole gamut of activity, or only to soft- 
ware and IT services. If it were the former, Indian IT would 
have to grow at a compounded annual rate of 22%. If it 
refers to only software and IT services, it would need 
to grow at 28% per annum over five years. 

The first target — growing the overall IT 
business by 2296 per year — is achievable. 
After all, despite much more stringent 
global IT spends in 2001-02 and 2002- 

03, the industry has grown by 2396 in 
dollar terms over the last four years. 
Given our cost advantages and brand 
equity, there seems to be no reason 
why this growth can't be replicated in 
the next five years. The second target 
(28% growth of software and IT ser- 
vices) is more difficult to achieve. But I 
believe that this can also be realised. 

The more important issue is what will 
happen to the margins of Indian software and IT 
service providing companies as they collectively reach the 
$50-billion target. Unfortunately, every indicator suggests 
that the bottomline may not be as buoyant as the topline. 

The battering of technology stocks began with the dec- 
laration of the Infosys results on 10 April and continued for 
over two weeks. Consider Infosys' performance for 2002-03. 
In difficult times, the company had exceeded both its rev- 
enue and profit growth targets for the year. Three things 
smashed the bellwether chip: one, average billing rates for 
2002-03 were down by 596; two, the company's guidance for 
revenue growth for 2003-04 was lower than the previous 
year's; and three, the profit growth estimate was lower than 
before and less than the revenue growth estimate. Then 
came Wipros confession that its net profit for 2002-03 was 
lower by 8.5%. Finally, Satyam declared fourth quarter 
losses in excess of Rs 35 crore. Suddenly, the darlings of In- 
dian bourses seemed to have feet of clay. 





INDINS IT SECTOR WILL 
CONTINUE TO GROW — 
THERE IS NO DOUBT 
ABOUT THAT. BUT 
PROFITS ARE ANOTHER 
STORY ALTOGETHER 


" 1 “COMMENT | OMKAR GOSWAMI ü 
WHITHER INDIAN IT? 


Now for some crystal-ball gazing. First, there will be se- 
vere billing pressures. Every major IT customer abroad 
faces severe budget constraints, and every chief informa- 
tion officer has to deliver bang for bucks like never before. 
Also, there are enough Indian IT majors who are going after 
the same customers, and nobody has any compunction 
about quoting lower prices to grab business. The CIOs know 
this well, and are playing IT companies against one another. 

Second, every major international customer now has a 
keen understanding of the blended costs of Indian software 
and IT service providers. Our companies have made this 
easier by offering detailed financial disclosures in annual 
reports and analyst meets. But even without these, the cus- 
tomers would have discovered the pricing margins. Given 
that none of our companies are really major global players 
in IT, the customers are squeezing margins. In an increas- 
ingly commoditised industry, we have become price takers, 

not price setters. The pricing pressures are going to 

be more severe for IT outsourcing and BPO. 
Third, many global IT majors have un- 
derstood the India advantage and have 
set up large offshore operations in In- 
dia. Thus, the few Indian companies 
that are bidding for projects at the 
high value-added end of the IT space 
are now facing price competition 

from the international biggies. 

Fourth, some of the Fortune 500 
companies that are significant buyers 
of IT services are setting up Indian 
back-ends. As these operations ramp up, 
we will see a sizeable chunk of the middle- 
to lower-end transactions-oriented IT busi- 
ness going to the Indian backoffices — again to 

the detriment of India's IT service providing companies. 

While Indian software and IT services should attain 
Nasscoms $50-billion goal in 2008, their margins will not 
stay the same. Today, the better performing manufacturing 
companies are posting net profit margins of around 1096, 
and their bottomlines are growing at about 896. IT firms en- 
joy huge tax shields. Even so, I don't see them earning aver- 
age PAT margins in excess of 15-18% in the next few years; 
and I don't see earnings growing by more than 12-13% per 
year. Given that IT is getting commoditised, there is no rea- 
son why it should not be benchmarked against the best in 
Indian manufacturing. So, you calculate the average price- 
earnings ratio for Indian IT companies over the next 3-4 
years. That's where I think the market will eventually settle. 
And Indian IT will be none the worse for it. 


The author is chief economist, Confederation of Indian Industry. 
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Which TV "harina has launched its own brand of fragrances? 


(a) MTV (b) Channel V (c) AXN (d) ETC 


Tee MA Ae de e Ai Heo vA mec p aj gy y ab S D ARR ACH AVI jet ne 


Who is the president of the Confederation of indian 


Industry? 
(a) Anand Mahindra (b) S. Ramadorai (c) Kiran Karnik (d) M.S. Banga 
Which Bollywood actor owns a water-sports complex named H20? 
(a) Sunjay Dutt (b) Fardeen Khan (c) Sunil Shetty (d) Anil Kapoor 
Which two-wheeler claims to be ‘The College Bike’? 
(a) Hero Honda Dawn (b) Bajaj Spirit (c) LML Freedom (d) Kinetic Boss 


asc Seca ae jn 


Which company has launched a new line of shirts called John Players? 


(a) Raymond (b) Arvind Mills (c) ITC (d) Grasim 


rrr" ek a a ae DA aa ee ae aitan Ma ck: ae aa vm baie e ai A yA ae mn W e My AY Gi h mA ae A aR U A a mi an AS LLLI CERE awe aat y aA 


ifan insurance company ties up with a financial company to provide cheaper rates for a package of 


products of both companies, what is the initiative called? 


(a) Bundling (b) Channelling (c) Cuddling (d) Courting 
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in which city did Indian Railways recently introduce home delivery of tickets, which are booked online? 


(b) Dehradun (c) Raipur (d) Ranchi 


(a) Agra 


What will Himal aya Drug Company's new retail stores be called? 
(a) mers Herbal Healthcare (b) Hoe ue Healthcare — (c) Ayurvedic Concepts (d) Himalaya 


Which Chinese trader set up the Star TV network? 

(a) Li Ka Shing (b) Patrick bun (c) Liu Yongxing (d) Rong Hai 
Which is the world's largest maker of semiconductors? 

US Zetex pcnuconeneer Bd Texas instruments (c) ahaa e Intel 
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~ Answers to AMITY BIZQUIZ # 87 


1. Which Indian state uses the slogan, ‘Invest in A Higher State of Mind’? Tamil Nadu 
2. Which brand has recently introduced an advertisement character called Terry Tate? Reebok 


E $ Whi ich car company has launched True Value outlets for used cars across the country? Maruti Udyog 


EE 4, Who has been appointed as the new CEO of fast food company McDonald's Corp. in place of Jack Greenberg? Jim Cantalupo 


| . §. CellOne is a mobile phone service from: BSNL 
—&.. Which is the parent country of cement major Cemex? Mexico 


: | < T, Which company recently acquired eGurucool, a provider of e-learning in schools? NIIT 
| 8. Which insurance company claims that it gives you ‘Jeene KI Azaad? Om Kotak Mahindra 


8. This ex-banker is the head of BPO at Cognizant Technology Solutions’ Indian operations. Raju Bhatnagar 


: j < $0. This former CEO of Standard Chartered Bank is the founder of Sabre Capital Worldwide, which recently took over the ailing 


Centurion Bank, Rana Talwar 


| Winners of AMITY BIZQUIZ # 86 


1. Mannath Balachandran, Mumbai 2. Bobbish Dan Abraham, Kochi 4. Bharat Ram, Bangalore 4. Vijlayakrishnan, Coimbatore 5. Rajakumari $., Thanjavur 
6. Maneesh Kumar, Jamshedpur 7. Shubhranshu, Bhubaneswar 8. B, Shalini, Delhi 3. K, Ramachandra Murthy, Bangalore 10. Bhavesh H. Lad, Mumbai 


Start with Rs.1000 from us. 
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POLITICS BJP — — 


ARATI R. JERATH 


HE Lok Sabha elections are still 

over a year away but the Vajpayee 

government is already showing 

signs of poll panic. In the last five 

months, it has mortgaged ad- 
ministrative and economic decisions to 
populist considerations, announcing 
rollbacks of fertiliser subsidy cuts, tele- 
phone tariff hikes and the introduction 
of VAT (See ‘Men Off Work!’). There are 
indications that the Conditional Access 
System that was to be implemented 
from 14 July may be postponed. But the 
clinching evidence of the Bharatiya 
Janata Party's (BJP) mounting anxiety 
came from last week's Cabinet reshuffle. 
At the cost of alienating its allies in the 
ruling National Democratic Alliance 
(NDA), the exercise focussed only on the 
BJP's electoral needs. 

Consider what the reshuffle did. VHP 
propagandist, Swami Chinmayanand, 
and former chief minister Rajnath Singh 
were inducted to recapture the party's 
dwindling upper-caste base in Uttar 
Pradesh. Prahlad Patel and Kailash 
Meghwal were brought in with an eye on 
the Rajasthan and Madhya Pradesh as- 
sembly polls later this year. The BJP re- 
fused to part with the rural development 
ministry whose Rs 14,000-crore annual 
budget is largely used to fund Sangh- 
backed projects. (Trinamul leader Ma- 
mata Banerjee hoped to get it to resur- 
rect her fading career.) And the BJP 
rejected the DMK's demand for the high- 
profile commerce portfolio, which the 
Dravidian party wanted back to resume 
its place at the Cabinet high table. 

Actually, the BJP's LokSabha fears are 
being fuelled by its worries over the No- 
vember assembly elections, due in the 
four Congress-ruled states of Rajasthan, 
Madhya Pradesh, Delhi and Chhattis- 
garh. It will be a direct fight between the 
BJP and the Congress here. The BJP 
should have been confident of reaping 
the benefits of the anti-incumbency fac- 
tor. But it is more jittery than the Con- 
gress about its chances in these states. 

Part of the worry can be traced to the 
hype surrounding the polls. Both camps 
see them as the semi-final before the Lok 
Sabha elections next year and think the 
outcome will influence the final round. 

A look at the BJP units in the four 
states gives a glimpse of the demons 
haunting the party. In all of them, the 
party is wracked by factionalism. In 
Delhi and Chhattisgarh, the party has 
not formally declared its chief minister- 
ial aspirant. In Delhi, Madan Lal Khu- 
rana is 'understood' to be the candidate 
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as he is state president. But Sahib Singh 
Verma, too, is being propped up so that 
the Jat lobby is not alienated. In Chhat- 
tisgarh, the BJP is hedging its bets be- 
tween state president Raman Singh, 
Kurmi leader Ramesh Bais and Thakur 
strongman Dilip Singh Judeo. 

In Rajasthan and Madhya Pradesh, 
the local units continue to wage a low- 
key non-cooperation movement against 
the two women foisted by headquarters, 
Vasundhara Raje and Uma Bharati. 

In Rajasthan, former state president 
Ram Das Agarwal (also the national trea- 
surer) absented himself from the flag- 
ging off ceremony of Rajes rath yatra, 
despite the presence of deputy prime 
minister L.K. Advani. Two other influen- 
tial leaders, Hari Shankar Bhabra and 


Raghuvir Singh Kaushal, have publicly | 


criticised her decisions. Worse, dissident 
BJP MLA Devi Singh Bhati is spearhead- 














inga movement for upper-caste reserva- 
tions and has made Raje his target. 

In Madhya Pradesh, Bharati is having 
a rough time. Pitted against chief minis- 
ter Digvijay Singh, she has found herself 
in various controversies, all whipped up 
by her rival. Singh even roped in her 
brother, Swami Prasad Lodhi, who had 
been spouting venom against Bharati. 

She has no support from local BJP 
heavyweights like Kushabhau Thakre, 
Vikram Verma and Sumitra Mahajan. 
Verma openly opposed her candidature 
as chief minister and Thakres antipathy 
towards her is well-known. State presi- 
dent Kailash Joshi has maintained a dis- 
creet silence while Bharati defends her- 
self against Singh's accusations. 

The BJP has reasons to be scared 
about such factionalism, particularly af- 
ter its debacle in Himachal Pradesh in 
February 2003. Sixteen rebels lost the 
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party its government despite the central 
leaderships efforts to unite the rival fac- 
tions headed by Shanta Kumar and 
Prem Kumar Dhumal. Infighting was a 
problem in Gujarat too, but it was sub- 
sumed by the Hindutva wave chief min- 
ister Narendra Modi whipped up after 
the communal riots last year. As a result, 
the BJP won stunningly when it should 
have lost due to anti-incumbency. 

But Hindutva does not seem to be 
working elsewhere. The VHP failed to 
whip up communal passions with a tr- 
ishul campaign in Rajasthan even while 
chief minister Ashok Gehlot arrested 
VHP leader Praveen Togadia. The VHP's 
goshala agitation in MP too, hasn't taken 
off. On the contrary, Digvijay Singh has 
put the BJP on the defensive alleging 
that Bharati offered a cake made with 
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due to internal bickering 
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What's worrying 


The assembly elections in four states — 
Madhya Pradesh, Rajasthan, Delhi & 

Chhatissgarh — in November will set the 
tone for next year’s Lok Sabha elections 


Its main plank — Hindutva — hasn't 
worked anywhere except in Gujarat 





In all four states, it is plagued by 
infighting. And it lost the Himachal 
Pradesh elections in February this year 


eggs as prasad at a Hanuman temple. 

The failure of the Hindutva plank 
outside Gujarat is worrying the BJP. After 
Modis victory, party leaders said Hin- 
dutva would be the main issue in all 
elections. Instead, it found the experi- 
ment cannot be replicated everywhere. 
The presence of a Muslim population in 
a region does not automatically consoli- 
date the Hindu vote. Nor has the VHP 
created Hindutva laboratories in other 
states to feed communal passions. 

The failure to start a national Hin- 
dutva wave is making the BJP look rud- 
derless. What it fails to realise is there are 
plenty of issues for an aggressive opposi- 
tion party to use against the incumbent 
government in each of the states. Ra- 
jasthan has been facing a water crisis 
since last year. Madhya Pradesh suffers 
from an acute power shortage. Chhattis- 
garh has seen little or no development. 
Yet, although there are just five months 
to go for the polls, the BJP has not man- 
aged to make waves in any of the states. 
The BJP is probably suffering from 
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BJP refuses to part with the cash-rich 
rural development ministry, which funds 
so many of Sangh projects, even at the 
cost of angering Mamata Banerjee 


Ditto for the commerce ministry, which 
was earlier supposed to go to the DMK 





Inducts controversial VHP propagandist, š 
* Swami Chinmayanand, and former chief | = 
minister Rajnath Singh to woo the upper = 
castes in Uttar Pradesh | 


the same syndrome that's afflicting the 
Congress. Its five vears in government at 
the Centre have reduced it to a mere 
shadow of its former self. What used to 
be a tightly-disciplined, cadre-based or- 
ganisation is now flabby and confused. 
All its dynamic strategists moved into: 
government, leaving the party bereft of 
direction. The party is trying to do a mid- 
course correction. Last year, Arun Jaitley 
and Venkaiah Naidu were sent back to 
the organisation. This year, Pramod Ma- 
hajan has been sent back. But the re-en- 
try of Jaitley into the Cabinet is an indi- 
cation of the premium that is put on 
government posts. BJP circles concede 
that even Mahajan is simply biding his . 
time till he can get back as minister. 

Little wonder then that the party is se 
nervous, both about November's assem- 
bly polls and next year’s Lok Sabha elec- 
tions. It is so much easier to resort to to- 
ken populist gestures like shelving price 
hikes in the hope of keeping the voter 
happy. It is far more difficult to revive a 
decaying party structure. ed 
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ANJULI BHARGAVA 


T a recent National Democratic 
Alliance executive committee 
meeting in Indore in April, when a 
Cabinet minister approached him 
over a specific reform proposal, 
prime minister Atal Bihari Vajpayee re- 


marked: "Ab yeh elections ke baad | 


dekhenge." This sums up the mood of 
Vajpayee's entire 29-member Cabinet. 





Anywhere you look, economic reforms | 


have been relegated to the backstage. 
Lights, camera, action, are all on the 
forthcoming state and general elections. 
Finance minister Jaswant Singh, too, 
has been bitten by the bug. At the same 
meeting, Bharatiya Janata Party insiders 
were surprised at the nonchalance with 
which he abandoned the value-added 
tax (VAT) initiative. BJP members, in- 
cluding Vijay Kumar Malhotra and 
Pramod Mahajan, were voicing their 
concerns over the implementation of 
VAT. State representatives were also op- 
posing the proposed regime. Party 
members expected Singh to stoutly de- 
fend VAT, but he disowned the entire ini- 
tiative saying it was a state subject. Saysa 
BJP insider who was present at the meet- 
ing: "Politics took over rationality. I think 
VAT will now be implemented in 2005." 
National governments have always 
shied away from taking hard decisions in 
the year leading up to a national elec- 


Jaswant Singh, finance: 
Was asked to abandon the 
value-added tax initiative. 
Now says it is a state subject 
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Arun Shourie, IT, telecom, 
disinvestment: Was asked to 
go slow on the pace of 
reforms in his sectors 


tion. So what's different now? Only that 
the compulsions, this time around (the 
next general elections are expected in 


October 2004), may be sharper. A history | 


of fractured electoral verdicts in the 
1990s has made parties paranoid of be- 
ing seen as 'anti-people. Says a political 
adviser to the national government: "At a 
time when many parliamentary seats 
may be decided by a few thousand votes, 
it would be political suicide to antago- 
nise even the smallest constituency." 


The sluggishness is obvious to al- : 


most everyone. Nicholas Stern, World 
Bank chief economist and senior vice- 
president for development economics, 
referred to Indias anti-reform lobby 


while speaking at the World Bankannual | 


conference in Bangalore last week. "In 
all societies, there are vested interests 
that resist initiatives that would benefit 
the majority. Strong leadership and vi- 
sion will be needed if the reforms neces- 
sary to accelerate development 
are to be taken forward," he said. 

In a business confidence sur- 
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en Off Work! 


celerating disinvestment and removing 
reservations in small-scale industries. In 
a presentation made at the World Bank 
conference, Rakesh Mohan, deputy gov- 
ernor, the Reserve Bank of India, looked 
at the progress made in infrastructure 
since his 1996 India Infrastructure Re- 
port. He found that current levels of in- 
frastructure investment were below the 
1995-96 level and cited a host of reforms 
— in power, ports, telecom — where 
progress had been painfully slow. 

To understand how exactly the re- 
forms have slowed down, look at the sit- 
uation on the ground. 

Who wants to hit the working class? 

No one. There has been no progress 
on the labour law amendments pro- 
posed by Yashwant Sinha in his Budget a 
few years ago. This included repealing of 
Section 5-B of the Industrial Disputes 
Act, introducing standard retrenchment 
compensation norms and allowing full 


Atal Bihari Vajpayee, prime minister: 
Maintains a studious silence on all 





vey done by the Federation of In- controversial reforms 
dian Chambers of Commerce 
andIndustrythecompaniessur- , fe 


veyed said the pace of reforms 
had slowed down. Their priori- 
ties included building social and 
physical infrastructure, fiscal re- 
forms, a flexible labour market, 
agricultural sector reforms, ac- 
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With Parliamentary elections a year away, all reforms 
that could lose the BJP votes are being put on hold 


flexibility in the use of contract labour. 
Labour minister Sahib Singh Verma, 


sources say, was never convinced of the 


need to carry out what Sinha promised. 
A proposal to reduce the employee prov- 


ident fund rate by 0.5% is also hangingin | 
balance. It goes without saying that both | 
proposals, ifimplemented, would make | 


the government extremely unpopular. 
Who wants to be controversial? 


If Verma is unconvinced about | 
labour reforms, most of the Cabinet is | 


reluctant to hike foreign direct invest- 
ment (FDI) limits in various sectors as 
suggested by the N.K. Singh report. The 
report suggested hiking the FDI limit in 
telecommunications from 49% to 74%, 
in aviation from 40% to 49%, allowing 
foreign airlines to invest in domestic car- 
riers and hiking the FDI limit in insur- 
ance from 26% to 49%. It also suggested 
removing FDI caps in advertising agen- 
cies, private banks and real estate firms, 


enactment of a new foreign investment | 


promotion law, empowering the Foreign 
Investment Promotion Board to give ini- 
tial Central-level approvals, and devel- 
oping special economic zones on the 


lines of those in China. Although mostof | 


the report’s recommendations were ac- 
cepted, the Cabinet has failed to imple- 
ment even a single one. 

Ostensibly, these are not populist is- 
sues. But the government does not seem 
to think so. A BJP member says: “No gov- 








ernment in power will take controversial 
decisions in its fourth and fifth year. Why 
should we take unpopular decisions?” 
Disinvestment has also been quietly 
shelved mainly because of the contro- 
versy it is likely to attract and its impact 
on thousands of public sector employ- 
ees. A top NDA source says: “Don't ex- 
pect any action on this front till after the 
elections.” He feels that even the Hin- 
dustan Petroleum Corporation sale may 
not see the light of day this financial 
year. As for the other companies, pro- 


gress is tardy to say the least. Says Rajiv | 


Gandhi Foundation director Bibek De- 
broy: “There's a long list of reforms that 
are totally off the government's agenda, 
starting with disinvestment and VAT." 

Who wants to alienate more than 
150 million voters? 

There are an estimated 42 million ca- 
ble homes in the country. Assuming 
there are five people per home, the gov- 
ernment could end up antagonising a 
huge segment of the population if the 
proposed broadcasting Conditional Ac- 
cess System (See 'Understanding CAS' 


on page 36) goes through. A senior BJP | 


member told BW that the issue may be 
referred to some kind of committee and 


will not be implemented now. He says 
that when the government decision to | 
implement CAS was taken, no one was — 


really aware of the cost of set-top boxes | 


or even that such boxes were needed. 


"Conceptually, everyone had agreed. It's 
only later that the implications sunk in," 
he adds. Now, a huge chunk of India's 
lower middle and middle-class has no 
other avenues of entertainment. That 
can be quite an emotive issue. "Sheila 
Dixit (chief minister, Delhi) can blame it 
on the Centre. Where does that leave us? 
A rollback may be wiser," he says. 

Who wants to antagonise 13 million 
voters at one go? 

From the day that the new telecom 
policy was announced in 1999 till today, 
the cellular subscribers market has 
jumped 13 times to around 13 million. 
Analysts say that this growth was the 
outcome of those new policy measures. 

But is that reform momentum being 
maintained? Telecommunications min- 
ister Arun Shourie can probably testify 
that rollbacks are the flavour of the sea- 
son. The proposed hike in Bharat San- 
char Nigam (BSNL) tariffs kicked up a 
storm in Parliament. It was eventually 
rolled back. The Telecom Regulatory Au- 
thority of India (Trai) wants to remove 
the cross-subsidisation element in basic 
and long-distance tariffs, but is tiptoeing 
due to political reasons. "While there 
have been good policy initiatives, the 
enforcement and implementation have 
not been to the satisfaction of investors 
and shareholders," says Sanjay Mehta, 
head of the telecom practice at Ernst & 
Young. Meanwhile, insiders say little can 


Ravi Shankar Prasad, Sahib Singh Verma, er ey Singh, agri- C.P. Thakur, small- 
I &B: Is likely to defer labour: Is not con- ture: His ministry scale industries: 

the implementation of vinced about the re- has a history of non- Has been been asked 
the Conditional Access forms proposed by for- reform. It hasn't even to go slow on the 
System and refer it to a mer finance minister studied the minimum promised dereserva- 
new committee tion of many items 
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support price issue 





DINESH KRISHNAN 


seeing nothing at all. That's 
probably because inaction 


SYM. 


..- regard to enabling consoli- 











.upward tariff revision? 
-yxecommended that, at least, the tariffs 


^to: be criticised by voters. 


- in banks to 33% (Sinha an- 


- lifting the 10% cap on vot- 
-ing rights. This means that 
-foreign investment up to 
49% is now feasible. This will encourage 
-some M&A activity among foreign and 
private sector banks. "But real consoli- 
 dation will take place only when the gov- 
ernment reduces its equity holding in 


be expected on the issue of rationalising 


“BSNL, the largest state service provider 
- with more than 4 lakh employees. 


Moreover, political considerations 


- may prevent the implementation of the 


much-needed tariff reform in the sector. 
In the past few months, cellular phone 
tariffs have fallen to almost zero; ana- 
lysts feel this could wipe out the bal- 
ance-sheets of telcos. But will we see an 
lrai even 


for business users be revised upwards. 


- That, too, hasn't been implemented. 


"Resolving these issues is going to be 


|. critical for this sector and political will is 
*.. critical to get over high-decibel propa- 
|. ganda,' 
^. partner (telecom group), 


says. Usha Rajeev, 


PricewaterhouseCoopers. 
The virtues of masterly 
inactivity 
If some sectors are see- 
ing rollbacks, others are 


in these sectors is unlikely 


The government's proposal 
to reduce government stake 


nounced this a couple of 
years back) was referred toa 
select committee of Parlia- 
ment. It has been stuck 
there for two years. Says a 
Confederation of Indian In- 
dustry source: “The one 
area where reforms con- 
tinue to disappoint is with 


| 
iB 


dation within the sector." 
The government recently 
resolved the FDI issue by 


> banks, as proposed in the Union Budget 


S 2001-02, but not taken forward,” 


she 
says. Over 75% of banking assets are in 
the public sector, which faces many ob- 
stacles to improving efficiencies. Many 
believe this proposal will not be tackled 


-. anytime soon, elections or no elections. 


But elections it is and the domestic 


pensions sector can expect little turbu- 
lence. Many central and state govern- 


ment pension schemes are close to 
bankruptcy (Maharastra is trying to 


Streamline its pension schemes). How- 


ever, do not expect much to happen on 


this front either. "I'm not too sure that | 


the government is going to move on 
managing its unfunded pensions liabil- 
ity in the near future," says Atul Pradhan, 
managing director, KPMG Consulting. 
"There is reform in the sector but it 
needs to be speeded up." So this time 
bomb will continue to tick (See 'Scarier 
Than UTT, BW, 16 September 2002). 


Turbulence has also been kept out of 


the aviation sector. "Theres been no 
clear go-ahead for privatising the main 
airports; IA (Indian Airlines) and A-I (Air- 
India) have been taken off the disinvest- 
ment list; theres been no hike in the FDI 
limit, let alone allowing foreign airlines 


The sectoral 


to take a stake or domestic carriers to fly 
abroad. Other than frequent changes in 
the minister handling the portfolio, 


there's been nothing but paralysis in this | 


sector," says an industry analyst. 


Agriculture reforms, too, have been | 
paralysed. A committee set up a couple | 


cept Pyro orem 





Need to rebalance tariffs, resolve convergence issues and  . 
overhaul the licensing policy. Need to strengthen regulators : 
and increase telephone coverage, specially in rural India — : 


Need to modernise, professionalise and introduce autonomy : 
in ports. Need a strategy to corporatise port trusts and have : 
flexibility in labour. New investment in minor ports is a must | 


Need more private sector participation and leveraging of 
the tolls system. Need more financing of rural networks 


Need to restructure cross-subsidies, accelerate SEB reforms, 
and tackle transmission and distribution losses 


Need reforms to tackle the NPA and pensions problems. 
Need to give greater powers to the regulators 
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of years ago to look into the minimum 


support price issue is yet to come up | 


with any solutions. The Agricultural Pro- 
duce Marketing Act amendments pro- 


posed two Budgets ago are yet to go | 


through. Of the 35-odd items of agricul- 


tural implements to be dereserved, only | 


10 were dereserved. The rest, it was de- 
cided, will continue to be reserved. 


“There's a host of reforms in agriculture | 


that haven't moved forward," says De- 
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broy. Other reforms, like notifyit ng the ^ 





Rent Control Act, numerous land market + l | 
related reforms like resolving unclear 


real estate titles, reforming tenancy laws, | 
raising property taxes and levying user 
charges for municipal services, are on 
the backburner. “Don't forget, many of 
the second-generation reforms are 
harder to push through than the first 
generation reforms. So, you can't blame 
the elections for everything," says a BJP 
insider. He says reforms have taken a 
backseat ever since the finance minister 
jettisoned the implementation of the 
Kelkar tax reform reports in the Budget. 
Then there are sectors where some 
progress has been made but not enough. 
Power is one such. In May 
2003, the Parliament passed 
the Electricity Bill. While the 
new Act is still to be notified 
by the government, it is seen 
as a significant step. The Bill 
is a crucial legislative input 
for further power reforms in 
India. However, the test of 
the legislation will lie in its 
implementation, the onus 
for which lies with the 
states. "The new legislation 
signifies a commitment to 
reform," says Nitin Atroley, 
head (energy practice), 
Ernst & Young, "but this is 
just an enabling framework. 
Lot of work needs to be 
done for that framework to 
bear desired results." But 
the two critical and politi- 
cally-sensitive problems — 
tariff rationalisation and 
transmission and distribu- 
tion losses — are unlikely to 
be tackled prior to elections. 
In any case, whichever 
government comes into 
power, don't expect any rad- 
ical changes in policy. Jairam Ramesh, 
economic advisor to the main opposi- 
tion party, the Congress, has often told 
BW that the BJP is carrying on the re- 
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petes 


| forms which were started by his party 


and "the essence of the two (the BJP's 
and the Congress) programmes re- 
mains the same." Ironically, the present 
electoral compulsions also mean that 
the two main political parties today have 
almost identical positions on economic 
affairs — both are wary of supporting 
any agenda that could alienate voters. 

_ As far as reforms go, it's recess time 
till the next povenunen: kicks in. E: 
Additional reports by Radhika Dhawan and and 

Avinash Celestine 
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OUR banks — UTI Bank, IDBI 
Bank, Citibank and Standard Char- 
tered Bank — have decided to 
share their ATM (automated teller 
machine) networks. For a cus- 
tomer of any of these four banks it 
means that he now has access to a net- 


` work of 1,300 ATMs in India. Now, this 








ARPIT SHARMA 20000 


kind of sharing arrangement is definitely 


not new. In the West, it is a common 


practice among banks to share ATM net- 
works rather than build their own pro- 
prietary ones. 

In India, however, most banks had 
not been sharing their networks. In 1997, 
there had been an attempt by some 
banks in the Indian Banks’ Association 
(IBA) fold to form an ATM network 
called Swadhan. But the effort failed. 
The main reason for this failure was that 
many of the participating banks had too 
few ATMs in the first place for the net- 


Four banks decide to share their ATMs to expand 
their networks in double-quick time 





citibank 
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HOW ATM SHARING WORKS 


Clients of Citibank, StanGhart, 
IDBI Bank and UTI Bank now have 


customer uses 
StanChart ATM 





work to really make a difference. Be- 
sides, a majority ofthe banks themselves 
were not fully networked (while the 
ATMs would let you withdraw money, 
they would not allow you to access 
any other account information or un- 
dertake any other kind of transaction). 
Finally, most banks did not have a cen- 
tralised database. 


What really prompted UTI Bankand | 


the rest to move towards a new shared 
network? The answers lie in the chang- 
ing dynamics of the retail banking busi- 


ness, For the last five years, a clutch of 


banks, led largely by ICICI Bank, UTI 
Bank, HDFC Bank and State Bank of In- 
dia (SBI), have grown their ATM net- 
works. At last count, there were close to 
9,000 ATMs in the country. The strategy 
made ample sense. For one, the cost to 
the bank of a transaction carried out 


through an ATM is significantly lower : 


than the same transaction done in a 
branch. Moreover, ATMs allowed the 






Nf UTI BANK 
827 ATMs 
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unie he: size e die AT) d 
network helped differentiate one bank. 
from another. 

But after the initial surge, the law 
diminishing returns is now beginnir 
kick in. Some retail bankers say tha 
cost of setting up ATMs is rising and t 
size ofthe ATM network is not a differe 
tiator anymore as most banks have fairly 
good networks. Says UTI Bank CEO P | 
Nayak: "The Indian market is moving to- 
a Stage where ATMs are no longer pro 
prietary, but shared.” Moreover, forthe 
last year-and-a-half, with margins under 
pressure, banks have been looking for. 
ways to cut costs. Even the Reserve Bank” 
of Indias credit policy announced in Oc- o 
tober 2002 said setting up proprietary 
ATM networks was "sub- optimal, s 

Not all banks agree. SBI and 1C CL 
Bank, the two banks with the biggest | 
networks, have still not entered into. ^ | 
multilateral sharing agreements. Inthe |. 
past, ICICI Bank's retail head: 
Chanda Kochar had said: "Ita 
question of not if but when Go | 
share).” ICICI Banks pointis siros 
ple: it does not stand to benefit by. 
sharing its network with com 
petitors that have significantly. | 
smaller networks. But today . | 
sources say that even inside ICICT — 
Bank, the ATM sharing strategy iso 
the subject ofheated debates 

That could partly be because 
UTI Bank has decided thatearn- — | 
ing fee income by sharingitsnet o 
work with smaller banksisapruü- ' 
dent strategy. The bank netted: — 
about Rs 8 crore in fee income: | | 
from other banks customers us- — 
ing its ATMs in 2002-03. UT] 
Bank's head of retail banking Hew 
mant Kaul says that the volume 
of transactions has increased by 
13% since it started sharing its: 
network. "Our game plan isto in- 
crease usage of our ATM nete: 
work,” says Nayak. 

Under the new arrangement 
the customers of UTI Bank anc 
IDBI Bank will have to pay asma 
fee to access the ATMs of the 
other banks in the agreement. 
Citibank, however, has decided: 
to pick up the tabs for their cus- 
tomers using ATMs of other- 
banks in the shared netwo: 
Compared to the cast of settini 
up their own network, this cos 
considerably lower. | 

It may not be long ben 
other banks, too, see the wri 
on the wall. 
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Bermudo Blanco 









| Baroda Agua 





Bermuda Seite | Bermuda Cobalt Blue i 








Kajaria presents its latest range of wall tiles - BERMUDA in satin 
finish, to complement the aesthetics of your kitchen ond 
bathrooms as never before. 


The 3D effect on the surface of these tiles is bound to enhance the 
beauty of the space and mesmerise you. 





s. 






2 
Kajaria Ceramics Limited d 
J-1/8-1 (Extn.), Mohan Co-operative industrial Estate, Mathura Road, New Delhi-110 044 
visit us at http://www.kajariaceramics.com 
PHONE FAX E-MAIL 
NEWDELHI — (011)26946409-GLines — 26949544 newdeihi@kalariaceramics.com 


AHMEDABAD (079)6465515,6465516 — 6566669 — ahmükajariaceramics.com 
KOLKATA (033) 24763179/24763181 24748012  kolgpkajariaceramics.com 





CHENNAI (044) 28144324 28144323  chnüpkajaraceramics com 
MUMBAI (022) 28203506/07/08 28203509  mumdekajariaceramics.com 
COCHIN (0484) 2396433 2396433  cocdpkalariaceramics.com 
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.. What is all this hullabaloo about? 

Why is it that nobody seems to be 
in its favour? What does it mean 
for consumers, broadcasters, 
MSOs and advertisers? 


3 diali KOHLI 


HE debate over the Conditional Access System (CAS) 
for television channels is meaningless, In fact, there 
should be no debate at all. It's pretty clear that CAS, in 
its current avatar benefits nobody — not the broad- 
caster, not the cable operator and definitely not the 
viewer. If the government sticks to its 14 July deadline 
Us of CAS compliance, it will go against all conventional 

ae principles of governance where legislation is meant to benefit 
the greatest number of people. 

That's not a radical statement to make, it's the most obvious 
one. Consider the main argument against CAS. One party pays 
- for services, the benefits of which go to another. To be CAS-en- 
— abled, you need to pay for a set-top box (STB). While no stan- 

: dards have been set for these, their prices are expected to be 





.. Rs2,000-4,000 for the analog type and Rs 4,000-8,000 for the 


digital variety. (With the recent customs duty reductions, these 
prices could fall further.) You will be paying for this box, notthe 
government, not the cable operator and definitely not the 
- broadcaster. Now, whichever way the box is sold — there is 
some talk of staggered payments, etc. — the bottomline is that 
you still end up paying for it all. In the CAS regime, though your 


Ee PN payment for channels alone (pay plus free) may not increase 
-— drastically, it's the cost of the box that takes the price of viewing 


up. (Incidentally, many developed markets have a different 
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a set-top box to watch 
pay channels" 


® Monthly payout could 
go.up to Rs 450 or more 
(including set- TUR box)" 






€ Consumer groups - 
are planning to file 
a PIL against it 





CAS 





form of CAS, but more of that later.) 

And, what do you get in return? Do you 
getto watch more channels than what you 
watch today? In theory, yes, but you pay 
more for every extra channel. Do you get 
things like movies on demand? No, be- 
cause the technology and the state of the 
cable industry doesn't allow it. (You are ex- 
ercising some choice in channels, but at 
present you can exercise the same choice 
for a smaller fee.) Does the quality of 
broadcasting improve? No, it doesn't. So, for those extra rupees 
that you shell out, you get virtually nothing in return. 

Who benefits? In theory, most benefits go to the broad- 
caster and he pays nothing for them. Some of them go to the 
multi-system operator (MSO). Today, half-a-dozen organised 
MSOs control roughly 40% of the 42 million cable and satellite 
(C&S) homes through individual cable operators; the rest are 
fed directly by thousands of small cable networks. The individ- 
ual operators routinely under-declare what they collect from 
viewers. This is a source of acrimony between MSOs, broad- 
casters and operators. According to estimates, of the Rs 5,000 
crore-7,000 crore that is collected, barely 1096 finally reaches 
broadcasters as opposed to the normative 50-6096 in devel- 
oped markets. 

Itwasin this context that the government appointed a com- 
mittee to look into CAS. CAS — essentially comprising a STB 
and subscriber management software — helps track viewer- 
ship accurately. Given that CAS makes the whole viewer-cable 
operator-MSO-broadcaster chain completely transparent, it's 
meant to help broadcasters and MSOs get an exact fix on view- 
ership patterns and, consequently, get their due share of pay 
revenues from the cable guys. 

The CAS amendment to the cable Bill, while arguing condi- 
tional access would make the system far more transparent, re- 
mained silent on who would pay for the STB. Logically, the cost 
should be split between the MSO and the broadcaster. But 
since last-mile access is still in the individual cable operator's 


all the fuss about? 


ADVERTISERS/ MEDIA 







MSOs/OPERATORS 


BROADCASTERS 


Í eRs 50,000-1 lakh 






® No investment 

















®Loss of reach 


hands, neither MSOs nor broadcasters 
have any incentive to invest in the hard- 
ware and software. So, somewhat by de- 
fault, the burden of the hardware has 
fallen on the viewer, though MSOs will 
bear the software costs. 

Ironically, thats exactly why the 
chances of CAS working here are remote. 
Wherever in the world CAS is in place — 
and that means markets such as the US, 
the UK, Singapore, Hong Kong and Taiwan 
— either the broadcaster or the MSO subsidises some part of 
the cost of the box. That's how they get the viewers’ buy-in. 

So, to make CAS equitable, it's important to get the benefi- 
ciary to invest in its cost. Then the government should aim for a 
more reasonable roll-out schedule. As things stand, the gov- 
ernment expects the CAS regime to get underway come 14 July; 
and while it hasn't specified how long it expects the roll-out to 
take, given it’s a legislation, the government may expect the 
conversion to happen swiftly. That means, for starters, 6.7 mil- 
lion homes in Delhi, Mumbai, Kolkata and Chennai will be 
CAS-enabled pretty soon. The schedule for the rest of the coun- 
try has not been announced yet. 

That's tough. Anywhere else in the world, the roll-out of any 
CAS technology, digital or analog, has been staggered over sev- 
eral months — say 100,000 STBs at a time in an area or a city. A 
report by Hong Kong-based research firm Media Partners Asia 
points out that scalable, cost-effective STB roll-out to over one 
million subscribers can take place over 3-5 years. In January 
2002, says the same report, Hong Kong's dominant MSO i-Ca- 
ble started rolling out its digital STBs. By the end of March 2003, 
it had deployed 200,000 of them at a capital expenditure of $20 
million and had covered just a third of its subscriber base. It ex- 
pects to cover its entire consumer base by the end of 2005. 

That gives an idea of how long things may take. And what 
happens in the meantime? Utter confusion, like what is hap- 
pening now. Consider that even broadcasters, who are the di- 
rect beneficiaries of CAS, see no benefit in the next two years. 
For not only are they unsure of how the 
market will take to CAS (See "What's in 
store for You, the Consumer), there are 
also fears of advertising revenues 
falling over the next 6-12 months. Most 
advertisers and media planners are ex- 
pecting viewership numbers to fall be- 
cause of CAS and, hence, are not com- 
mitting high expenditures. 


TRIBHUWAN SHARMA 


BUYERS 








upfront per channel on to start with* Worse still, a CAS regime forced by 
‘ 7 the government (CAS is not mandatory 
e Loss of view- reas ar | 4 atta Ar else in the world) means that 
4 ership, ad pay 7 e Sharper an industry that was hitherto free will 
revenues inthe '. . Gain control over insights into now come under serious government 
short term* 1 last mile from viewing habits control. This gives the government an 
à a cable operator opportunity to dictate channels in the 
e 300-400% jump — free-to-air bouquet as well as its price, 
in pay revenues - 9 Better in bo een else the bureaucrats can 

i id j ink OF. 
m e dong hid EB | yangho | TM There is no doubt that CAS is bene- 
AMENS I S. » — SEE, ficial in the long run. But for that to 


wy b Le ^ a; É happen, the interests of broadcasters, 

' € Lobbying for | - @ Selling the idea | | | €Holding back on - MSOs ea cable a naim: pa to I 
e Hu R | = verge. That, in turn, would spread the 

staggered $ to the cable ; spends post $ á cost of CAS equitably. But, in the way 
rollou i perators ; CAS à $ CAS is being implemented now, its 
Eee... 8 EEE aes. 5 benefits seem ambiguous. * 
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RIYA KURANE 


Te 


ARLIER this television oe 
in suburban Mumbai d ou 
This wasn't the first time cable dea 


ators had blocked channels because 
of differences with broadcasters. What 
was unusual was a message that would pop 
up on the blue-screened channels. This is 
how it read: "Tulsi has been a part of your 
household for the past three years, but now broadcasters are 
colluding with Payal to stop her from coming to your home af- 
ter July 14. Are you just going to sit there, or are you going to do 
something about it?" 

The names were familiar. Tulsi, the upright protagonist, 
and Payal, the vamp, are characters from a popular soap opera. 
But the message didn't make any sense to viewers. Cable oper- 
ators responded to consumer queries with cursory answers 
about ‘CAS’ and "paying only for the channels you watch". But 
what was this going to mean for cable bills? And how much will 
viewers have to shell out for the channels they choose to watch? 

BWanswers some oft-raised questions. 











Whatis going to happen after 14 July? Viewers in Delhi, Mum- 
bai, Kolkata and Chennai will no longer have access to all chan- 
nels. It will be illegal for the cable operator to broadcast pay 
channels without a set-top box (STB). Viewers will have to buy 
STBs to watch pay channels. Without a STB, however, they can 
still watch free-to-air (FTA) channels for a fee of Rs 72 plus 
taxes. If you live outside these metros, CAS will come to your 
city in phases. No dates have been announced yet. 


What is a pay channel and an FTA channel? A pay channel is 
one for which the broadcaster charges a monthly fee from the 
cable operator. An FTA channel is one for which an operator 
pays nothing to the broadcaster. However, regardless of 
whether a viewer is getting an FTA or a pay channel, he will 
have to pay something to his cable operator. 


What FTA channels will I be able to watch for Rs 72? For Rs 72 
plus taxes, your cable operator will provide you with at least 30 
FTA channels that have with a mix of news, entertainment and 
sports. The government has made it mandatory to air three Do- 
ordarshan (DD) channels. The cable operator gets to decide the 
other 27. Right now, all DD channels (except DD Sports), Sa- 
hara TV, SAB TV, Aaj Tak, FTV, MTV, Sun TV and a number of re- 
gional language channels are FTA. But even though the choice 
of free channels rests with the cable operator, as per a 7 May no- 
tification, the government reserves the right to review the free 
bouquet periodically. 


e ——MÀ 
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From the A 
looks of it — 


up paying more 
for whatever you 
were getting, or 
less. And it will come with a 
liberal helping of headaches 


Couch potatoes get 





© Star Plus, SET 


b Star World, Channel V, Star News, Discovery, 
| NGC, Animal Planet, Adventure One 


Premium pay s | Star Gold, MAX, Star Movies, HBO, 


tier - Hallmark, AXN 
ESPN, Star Sports, DD Sports, Ten Sports 


-. Zee TV, Zee News, Cartoon Network, Alpha 
- regional, CNBC, CNN, Zee MGM, Zee English 


All DD (except DD Sports), Aaj Tak, Sahara 
TV, SaB TV, FTV, MTV, regional channels 


TOTAL — 

Entertainment tax 
Service tax @ 8% 
PLUS Rental | jo 


ANALOG: Rs 2,000-4,000 
SET-TOP 
" 


DIGITAL: Rs 4,000-8,000 
TO VENES CABLE BILL 


Basic pay tier 





Basic plus 
pay tier 








Sports pay tier i 





Zee Turner 
pay tier 


Free to air 









Source: BW estimates 


All prices in bouquet terms. One for STB n not aordi in 
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How much will I have to pay to watch pay cha 
sent, all broadcasters offer only bouquets of, 
means if you want to watch Zee English, you 
scribe to the Zee-Turner bouquet for Rs: 
alone channels have not been released 


At the bottom of the pyramid a 
tax. Then comes the tier w 
a piece, followed by the pr 


. 40a piece. According 


ánnels post-CAS (See ‘Couch Potatoes Get 











mels? At pre- 
hannels. That 
will have to sub- 
y. The prices of stand- 
yet. (See adjoining 















emier tier (movies and sports) for Rs 
o our calculations, it could cost you Rs 








PREMIUM 


Like pay-per- 


may be priced on a tier basis. view and video- 
ye the FTA channels at Rs 72 plus on-demand 
efe channels could be sold at Rs 25 @Rs 50-100 per view 


Mu oe oe 


PREMIUM TIER 










SUPER 
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STB and wherecan] get mine from? An STB is a de- 


„Set and comes with its own remote control. Boxes are compat- 
ible with all TV sets, regardless of antiquity. 

You cannot pick an STB off the shelf. Your cable operator 
will sell you a box that is compatible with his software. 
Some might give you a choice between an analog (Rs 
2,000-4,000) and a digital box (Rs 4,000-8,000). Most 
will offer only a digital box. Prices are likely to drop af- 
tertherecentcutincustomsdutieson STBs. . ` 

À digital STB is the best option if you can afford it. It gives 
you more bandwidth, for every one channel on an analog box, 
you can get 12 on a digital one. A digital box is less likely to be 
hacked into than an analog one. A high-end version can give 
you access to Internet, pay per view, video on demand and 
other such goodies that the New Economy is supposed to bring 
in. If, say, you want to catch a movie on HBO but have not sub- 

scribed to the channel, you could 
i ask your cable operator to activate 
fried Y STB for tha 
PRICE PER MONTH 





your STB for that movie only. You 
will pay only for that movie. It will 
be some time before these ser- 
| vices take off. You need to buy an 
Rs 35.00 STB for every TV set at home. 


Rs 45.00 So you mean I will have to buy a 
set-top box on my own and pay 
for channels too? That's right. If a 
one-time payment of Rs 7,000- 
odd hurts your pocket, don't 
worry. There might be help at 
hand. Some cable operators plan 
to offer STBs on lease for rentals as 
low as Rs 100, but you will have 
shell out a deposit. MSOs are talk- 
ing to banks and finance firms to 
offer consumer durable-like loans 
to consumers to buy STBs, with an 
EMI that works out to about Rs 
200 for a three-year loan. 


Rs 50.00 


Rs 60.00 
Rs 55.00 


Rs 72.00 


What happens when I shift house 
and move into an area that is ser- 
viced by a different MSO? That 
will be bad news. There is no inter- 
operability, that is, an STB is com- 
patible only with the CAS of one 
MSO. So, if you move house, you 
may have to buy anew STB. If your 
cable operator has leased the box 
to you, then this won't pose a 


Rs 100.00 


QS Mme rer atrii irme a matt ia niaaa, 


.. Rs 100.00 





Partners Asia report 





er that allows you to watch only those channels you choose 
topay for and blocks out the rest. The STB is plugged to your TV 


BW esti 


© ADD (except DD Sports), Aaj Tak, Sahara TV, SaB TV, FTV, MTV 
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And what if I have a complaint? Sorry, no recourse either. — 


pay channels and get yourself an STB, you'll have two tei 


| AXN, ESPN, Star Sports, Ten Sports 
d DD Sports, HBO, Hallmar 
@Rs 40-50 per channel 
PAY TIER | | 
Star Plus, Star News, Star World, 
Zee, Channel V, Sony 


@Rs 25-30 per channel 


MCN MIS He HO Ih Mh Hm 98 MBA o oH e A E N A ee d 44 abe da de XA GÀ Heo e e a o EAR e 


BASIC FREE-TO-AIR TIER 





























Flat rate of Rs 72--taxes 





s of prices of individual channels - 
problem. Some MSOs are planning to join hands and workout. 
an exchange system for these boxes. So, if you are moving from : 
an area that is serviced by, say, Hathway, to one that is serviced - 
by Incablenet, and the two have tied up, then you will exchange 
your STB with someone who is moving into the Hathway area, 


How will { be billed? Your STB will monitor exactly which chan- 
nels you opted to watch during a month and a bill will be gener- - 
ated at your cable operator's end. Your bill will include the cost - 
of the channels you choose to watch, FTA channels, entertain- 
ment tax (Rs 30) and a service tax of 8% on your cable bill. 


How often can I change my choice of channels? Once a 
month. Current technology doesn't allow you to alter your - 
choice more frequently. | 


Wait a minute, I thought CAS was supposed to give me 
choice... You pretty much don't have any. Your cable operator. 
decides which STB you buy from him. He decides which FTA 

channels you get and when you shift home you will have to buy - 
a new STB! And you cannot choose your cable operator either: 
since they are mostly monopolies in a given area. 


There is no regulator to look into CAS-related issues. Con- - 
sumers can register complaints with the police or the district 
magistrate or seek redressal at consumer courts. 


So, now what? Wait and watch till 14 July. Consumer rights so- : 
cieties across the country are planning to file a public interest. 
litigation next week as they think CAS infringes on consumers’ - 
rights of choice and expression. There is some talk in Parlia- 
ment of deferring CAS, but that might not be such great newsas - 
cable operators throughout the country are threatening to hiki 
the monthly cable charges to Rs 500 if CAS doesn't happen. 









One last question... why are they doing this to me? E 
don't know the answer to that one. But look at it this way. Yo 
have a choice of opting for pay channels, If you decide to g 


at home to fight over! 


CAS 





Whats in store for... 





VANITA KOHLI 





HE way CAS is designed, most broad- 
casters are faced with Hobsons choice, 
they can either remain pay or go free to 
air," says S. Sriniwasan, co-head of in- 
vestment banking services, Kotak 
Mahindra. He couldn't be more right. To 
charge or not is the crux of the issue for Star, 
Sony, Zee and ESPN, among other television 
channels that will be impacted by the first round of CAS imple- 








. „Broadcasters 


mentation in the metros. Most planners and even TAM Media | 


CEO L.V. Krishnan estimates that given minuscule penetration | 


of boxes to start with, GRPs (gross rating points) for most lead- 


ing pay channels will fall by 15-20%. This loss in reach could | 
translate into a similar, if not greater, drop in ad revenues. That | 
is big. Consider that even a 10% drop in ad revenues means a | 


clean Rs 100 crore off the topline for Star. 
And CAS was meant to benefit broadcasters. 


All eyes are currently on Peter Mukerjea, CEO, Star India, | 
the country's biggest broadcaster. Sun's Kalanithi Maran ex- | 


plains why. "If CAS has to work in North India, Star has to re- 
main pay. If it has to be successful in South India, our channels 
(the main channel Sun) have to become pay." 


In other words, what he means is ifthe market leaders come | 


free, why would anybody buy the boxes. "Then there is a seri- 


ous problem, all this money will go down the drain," reckons C. | 
Raveendra, financial controller for Hathway Cable. So that's | 


status quo for CAS. 

Now, Star's decision to go pay or 
stay FTA will be influenced by what it 
thinks its immediate competitors will 
do. What if Star goes pay but Zee 
chooses to go free? In fact, the possi- 
bility of Zee going free is being openly 
discussed, although it is the only one 
to have announced a post-CAS price. 

Observes one major broadcaster: 
"If I were Zee, I would go FTA for six 
months." Remember that as the lag- 
gard of the pack, it gains most by go- 
ing free. Assuming that both Star and 
Sony stick to their guns and stay pay, 
Zee and other FTA channels get a 
chunk of the 2096 or more ad spends 
that are diverted to FTA channels. 

Cable channels and FTA ones like 
SAB TV and Sahara TV, too, are reck- 
oned to be gainers if the biggies re- 
main pay. That is what a TAM study on 
a day operators blacked out pay chan- 
nels shows. Many like Sahara have in- 
vested huge amounts of money in 
new packaging and programming 
partly in anticipation of the post-CAS 
mess. SAB has even repositioned itself 
as a comedy channel. 





Star's Mukerjea has a tough call to make 





They will probably lose reach and 
revenue in the short term. In the 
long run, however, they will be the 
biggest gainers 


So, in such a situation, Star has to take a call based on the 
kind of viewership gains it expects its FTA competitors to make 
and what that is likely to do to Star's revenues. Some argue that 
quality of content can be a differentiator. "There is no way SAB 
can replace Star; the four metros are not the be-all and end-all,” 
says Arpita Menon, director, Lodestar Media. 

Such calculations based on game theory principles can go 
on endlessly. Almost every broadcaster we know has worked 
out plans A, B, C, D and so on. Insiders tell us that Star has 72 
different plans worked out for 72 different scenarios! 

But if you go beyond the short term, and look at the picture, 
say, a-year-and-a-half from now, it gets clearer. If CAS indeed 
goes through, then broadcasters that straddle both revenue 
streams, pay and advertising, gain. Assuming that STBs pene- 
trate even 50% of metro homes — that is the current bet — it 
means a huge jump in pay revenues. Estimates show that if Star 
gets 50% declaration in metros, post-CAS, it adds, at rough esti- 
mates, over Rs 100 crore to its topline. Overall, "the broadcast- 
ers share of pay revenues will go up from 1296 to 4096," reckons 
Ajay Bhatia, head of research at Enam Securities. 

But today, "it is a call between short-term pain and long- 
term gain," says Sriniwasan. And right now the short-term 
dominates. Most broadcasters are actively lobbying with the 
government for a staggered roll-out. Others are getting to- 
gether with competitors to arrive at composite bouquets — say 
a Star Plus, Sony, Zee — to get consumers to buy a STB quickly 
and cut revenue losses. One broadcaster-cum-MSO down 
South is examining the possibility of getting together with 
competitors to offer the box at a subsidised price and throw in 
three months' subscription free. 

But the tactic most consistently 
being used by broadcasters to delay 
the roll-out has been holding back on 
the prices of their channels. Except for 
Zee, no other broadcaster has made it 
clear what it will charge for the bou- 
quet and for single channels. 

Without a price, it is impossible for 
MSOs and operators to start market- 
ing the boxes, a process that should 
have got underway at least one month 
back. If CAS has to be smoothly imple- 
mented, you need atleast 4-6 weeks to 
test out the boxes and software for in- 
tegration. So far most operators 
haven't even broached the topic with 
their subscribers. 

Ask broadcasters why they aren't 
announcing their prices, and one of 
them shoots back: “Ask them how 
many boxes are being seeded, we will 
announce a price based on the boxes.” 

As they continue to play ‘Who 
Blinks First’, between them, the broad- 
casters and the MSOs have ensured 
one thing — that CAS will be a bigger 
mess than it should have been. D 
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ULTI-SYSTEM operators (MSOs) 
and cable operators will have to 
handle the toughest part of the CAS 
roll-out. First, they would have to 
sell the idea, make the initial invest- 
ment in STBs that will be sold to viewers. 
They'll also need to spend on software at 
their end. So, where do they stand? 

That depends on whether you are an MSO oracable opera- 
tor. An MSO gains from CAS as his cable operators cannot get 
away any more. That's precisely the reason why many cable op- 
erators are against it. Incidentally, some, especially those in 
Delhi, are lobbying for CAS. Their logic: they reckon that if CAS 
is implemented, it'll force even the pay channels to go FTA. 
Then cable operators will need to pay broadcasters no more. 
Also since cable operators are mostly monopolies, they can 
continue charging existing rates. 

"We are ready for it, we have 80 
people working only on CAS," says 
Rajiv Vyas, COO, InCablenet, an 
MSO. Ask him how many boxes he 
has ordered, and he will not tell 
you. Ask him at what price, and he 
wont tell you either. “We will en- 
sure that the monthly payout for 
the consumer will not exceed what 
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Technology could turn out to be a big hurdle, 
but MSOs are likely to gain in the end 


ordered to meet this potential demand. Insiders insist that this 
is so since they have ordered very few. By one estimate, all the 
MSOs put together would have ordered about 500,000 boxes, If 
demand picks up and they order more, any STB maker will take 
at least a month to deliver the boxes. Clearly, the bets are that 
July and August will go in making sense of the market, educat- 
ing users, etc. Actual implementation will begin only in August. 
By then, financing options would be clearer, so would broad- 
caster strategies (what is pay and what is free), and marketing 
would be easier. Not to mention that working capital would not 
be locked up in something that could get postponed. 

And this is expensive, complicated technology we are talk- 
ing about here. STBs work on different technology platforms, 
much like the PCs of the mid-1980s, with multiple operating 
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is the task of putting the box in 
place and ensuring it works with 
the software at the operator/MSO 
end. That could take two months. 
With just 45 days to go, why have 
MSOs not started marketing the 
idea to operators and consumers? 
“There are myths and realities," says C. Raveendra, finan- 
cial controller, Hathway Cable and Datacom. He adds broad- 
casters are yet to give the prices for the channels. Without 
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those, marketing becomes impossible. “All sorts of issues like | 


the price of the box or number of boxes are being flogged, the 
central issue is that the prices of channels are not known,” ar- 
gues Dinyar Contractor, editor, Satellite & Cable TV Magazine. 
Raveendra says Hathway will start the roll-out process in the 
first week of June, by when most broadcasters are expected to 
declare their prices. Vyas says InCablenet is selling the concept 
to cable operators. (The latter say they know nothing.) Once 
that is through, it will go about creating awareness in housing 
societies across Mumbai to show how CAS works. 

Alright, so they are not quite there on marketing, but how 
many homes do they hope to convert? Most MSOs are betting 
on 50% penetration in the Year I. That is over 3 million homes in 
the metros. But most are secretive about the boxes they have 
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systems like CP/M, QDOS, AmigaDOS and hardware based on 
diverse platforms like Motorola, Zilog and Intel. So, should you 
switch cable operators, you may have to buy an new STB. 

This is not unique to India. Most cable operators the world 
over try and lock in their customers. How do they manage that? 
The main manufacturers of set-top boxes, be it Kudelski, NDS, 
Scientific Atlanta or Pace, design some parts of the system in 
such a way that it works only with the equipment that they sell 
to the cable operators. This way the consumer has to buy what 
the cable operator buys. This keeps operators happy. 

A quick tour of the box explains the mechanism. There are 
four functional components. First is the radio receiver. It has to 
catch the signals sent out by the digital transmission system 
used by the cable operator and get them into the box. There is 
little technology differentiation between brands here. The 
most common technology in India is DVB, a European stan- 
dard. Even here, a company like WIN cable uses a different 
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transmission format called RSA. Once the signal has gone 
through the receiver, it comes to the CAS part that checks if you 
have the permission to view a certain channel. Many compa- 
nies supply proprietary CAS and this is based on an encryption 
and decryption technology — NDS, NDS Open VideoGuard 
and NagraVision among others. Most of this part differs with 
the box you choose. Then comes the video processing unit. 
This again is largely similar among various manufacturers. 
Most are either based on Motorola or MIPS microprocessors. 

But the key differentiator is the subscriber management 
software and the software that is used to communicate with 
other network equipment. This is another place where multi- 
ple standards exist. The leading ones are IPG from NDS, Mi- 
crosoft TV Basic from Microsoft/ NDS, PowerTV from Scientific 
Atlanta and DTV Navigator from Liberate. Go with the box sup- 
plied by your operators. Buying your own is too much trouble. 
There are only two independent manufacturers of the STB: 
Kudelski and the much smaller Pace Microtechnology. Both 
these manufacturers try and make their equipment work with 
as many standards as possible. 

There are other possible glitches. "The biggest nightmare in 
India will be billing," reckons Jagjit Singh Kohli, chairman of 
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Basenet and director of ETC. Arguments over what channel you 
asked for are bound to cause a tangled mess at the end of every 
month. In the current system, the operator charges a flat fee. 
Second, most MSOs are betting on digital boxes, but those too 


can be hacked into. “Globally, CAS companies have learnt to | 


live with hacking, they simply replace the smart card every time 
the boxis hacked.” That is a good $10 or about Rs 500 down the 
tube if some kid in your neighbourhood figures out a way to 
watch pay TV for free. 

In spite of all these likely complications and expenses, there 
is one big reason why MSOs are more pro-CAS than anyone 
else. They get, at the consumer's expense, control over India's 
42 million cable homes. It is a control that will make them very 
profitable, increase valuations for their businesses and help 
them expand. Remember, many international cable compa- 
nies have not touched the Indian market because of the lack of 
transparency and, therefore, of stable revenues. “Even if we get 
30% penetration, we make more money,” reckons Sunil 
Khanna, CEO of Zee's distribution company Zee-Turner. 

And what if CAS is postponed? “Many of the small operators 
who have ordered even 5,000 boxes will go belly up,” reckons 
Contractor. The big ones will simply grimace and bearit. W 
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E know that viewership will seri- 
ously drop for all the pay channels 
post-CAS. There will be a transition 
phase of 6-12 months after which 
viewership patterns will emerge," 
explains K. Satyanarayana, media director, 
R.K. Swamy/BBDO. Heis right. Since itis ille- 
gal to transmit pay channels without an STB 
box after 14 July and since STBs haven't been installed in all 
metro homes, pay channels, like Star Plus or Sony will lose 
viewership post-CAS. So advertisers and planners do not want 
to bet client money on Delhi and Mumbai till it is clear how 
many boxes will be installed. Chennai is not a problem since 
the main channel, Sun TV, is free to air, while Kolkata can be 
covered by ETV Bangla and DD. 

Most advertisers have a wait-and-watch attitude. They 
have to decide how important metros are for their sales plan. 
Take Soumitra Ghatak, executive vice-president (marketing 
sales and services), Godrej Appliances. He depends heavily on 
metro markets for his sales and TV forms 75% of his media 
budget. He has bought media up to June. Thereafter, he'll de- 
cide on the basis of how CAS pans out. Refrigerators and wash- 
ing machines do not sell more during the monsoons he says. 
Unlike, say, soaps he doesn' have to advertise constantly as the 
time between intent and purchase is long for a durable. So he 
will divert his money to print if need be. He is not alone. Asian 
Paints' vice-president (marketing) K.B.S. Anand says: "We are 
in the brand-building, not the launch phase. So we can wait." 

However, most advertisers admit that in the long run, CAS 
will come with a lot of goodies. “We can pay for what we are get- 
ting and target specific audiences," says Madhabi Puri Buch, 
senior general manager, ICICI Bank. Since CAS sits in every 
home and can monitor viewership data over a larger sample, it 
gives more grist for the planning mills. ue 





With reports from M. Rajshekhar and Supriya Kurane 
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hb UDRA Aggarwal was all charged up for today's meet- 
33 ing, a sequel to the discussion at the alumni meet 
| last week with other batchmates. While last week 
they ended with the suggestion that India needs to 
E build its image, today the debate was initiated by 

= Naresh Suri, who asked if the government should be 
| in business at all. Naresh began by saying: "Poor im- 
"S "S age is also a function ofthe government spending its 
energies on areas it is least equipped to enter. So should a gov- 
ernment be in business? Post-Independence it was necessary 
‘for building the economy. So the government stepped in and its 
role as an entrepreneur led to self-sufficiency and growth. 

“But today, those reasons are redundant consequent to the 
development of technology and the resultant low capital inten- 
sity and lead times for production. The government must view 
the liberalisation process with confidence and hand over the 
governance of its investments to the private sector (PS). Given 
the pace of technological change, there is a commercial risk in 
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Akhila: "For the government to be a good entrepreneur, it is 
critical to examine the complementary role ofthe citizen as pri- 
vate entrepreneur. Let us leave aside the excesses of the govern- 
ment with the taxpayer's money. Let us look at the excesses and 
abuse of shareholder funds in the PS. Look at their compensa- 
tion packages. Housing loans, or even a 7,000 sq ft house worth 
Rs 2 crore, furnishings upwards of Rs 50 lakh, 3-4 cars, etc. I 
have seen PS executives showing off designer switches and 
faucets — all paid out of shareholder funds. All this for manag- 
ing a Rs 2,000-crore company, or even a function within it! How 
much do these have to do with entrepreneurship? So what 
should we be paying bureaucrats for managing the God- 
knows-how-many-crore Govt of India Inc.? 

"This creative tax gearing is the opportunity loss to the gov- 
ernment! What will it take to restore that? The citizen has to in- 
ternalise his own role in nation-building before he compares 
India with the Western governments. When asked what our 
role as a citizen is, we simply say paying taxes or abiding by the 
law. But J.R.D. Tata then and Narayana Murthy now did not 
stop with just that. Managers and entrepreneurs like Verghese 








locking up the taxpayer's money with an organisation that is 
not quick enough to adapt to changes around it. So the govern- 
ment must make only 'public good' its business. A government 
is not profit-driven, but profitability is key to maximising the 
taxpayer's money! Since the government operates outside of 
markets, it cannot know what the people and the industry re- 
ally need. What can be a more valid reason for it to stop playing 
businessman?" 

Rudra: "That may be hasty. For one, the benefits of liberali- 
sation have not trickled down to all people across India. There 
are still many distortions in the marketplace and many com- 
peting interests. If, as you say, the government should be in the 
business of public good, then it stands to reason that it cannot 
hastily pull out of all businesses. Every time a government has 
played entrepreneur, it has come in for criticism. Which is not 
to say that the PS entrepreneurs are pure as driven snow; but 
the truth is that when they make mistakes, they also pay for it." 

Vijay: "Also, an erring government is more expensive! Mis- 
takes means more debt and that means more cost. Naresh is 
right; the government must examine the challenges of liberali- 
sation and channelise its energies into public welfare services." 





Kurien and Murthy operate first as Indian citizens fired by na- 
tional good and ethos, passionate about thrift and self-im- 
provement; that character is what makes for civic responsibil- 
ity, not just paying taxes! | 

"Every business we set up and every job we sign up for is a 
contribution towards India's growth and success. Now if I ad- 
mire Kurien for harnessing the milk farmer's enterprise, it is 
also because he has sustained that through three decades! I 
also admire the MNCs who took risks to bring me the comforts 
of life at the press of a button. But lam unable to identify a hero 
there and worship him because I know he is simultaneously 
worshipping himself through the excesses I talked about." 

Tanaz: "Sometime back I was part of a dental shivir in a vil- 
lage. | wanted the next team to get me some consumables. I 
had to walk 4 km to find a phone. I just cannot forget that day. 1 
realised then what holds a country back. Now can you imagine 
how many million days and, maybe, even lives are lost like this? 
And this is where I appeal to the PS citizens to think about re- 
gional development along with urban development." 

Rudra: "You are right. The solution is for the PS companies 
to recall their roles as citizens of the country and take on social 
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entrepreneurship, which is identifying what part of the society 
is ailing, changing the system and encouraging other societies 
to replicate their actions. In the PS, our vision is narrow: jobs 
come with templates, brands are imported with readymade 
brand-building models; all we have to do is put round pegs into 
round holes and we get paid. Worse, it gives us a sense of ac- 
complishment that is by far meaningless. But transformation 
ofa society, of people's lives, working at the grassroots level, re- 
quires an ability to find an idea and then plod on relentlessly till 
ittransforms the way we live. That's the kind of first-class entre- 
preneur we have in the likes of Verghese Kurien. They were or- 
dinary citizens who made extraordinary changes to society." 

Akhila: "Can we say that about PS entrepreneurs? Entrepre- 
neurship is innovation and moving it into sustaining busi- 
nesses, thereby enabling everyone to partake of the resultant 
economic fruits." 

Rudra: “Yes, and this is the role that the government has 
been unable to play — that of innovating. I agree, real en- 
trepreneurs are not members of the pampered commu- 
nity of managers we have seen post-liberalisation. 
These managers manage an entrepreneur's innova- 
tion, but have never been party to it. So they do not 
know real entrepreneurship. And this is the entre- 
preneur the government has to be and is trying to 
be, but it is not getting the act right in its manage- 
ment of departments, services and companies. 



































different from that of the PS. A government 

must be close to its market (the country and 
its diverse pockets), it has to borrow money to 
make up for citizens who did not pay their taxes. 
Such a government will be chided for its debt 
pile and for its dependence. Yet, when a govern- 
ment is unable to manage the health sector, we 
say: A government must be dedicated and good’ 
A PS company can borrow funds over a cocktail, 
but, as an entrepreneur, a government has to ex- 
amine the future taxpayers ability to redeem that 
burden! We talk about equitable economic growth 
and ask: ‘Have the benefits of liberalisation reached 
the common man?’ That's because we come from a 
belief that liberalisation is for the PS, but carrying its 
fruits to the people is the government's role. If a given 
market has few infrastructure assets, a company may 
choose not to develop it. But a government as entrepre- 
neur takes ownership for the whole country!" 

Naresh: "But the government sector's (GS) approach is 
feudal! Lack of accountability has led to high cost, high 
debt and inefficient use of capital. How can such a market be 
managed efficiently when there is no accountability, no profit 
motivator? In the PS, competition demands that entrepreneurs 
minimise costs. In a simple economic sense, the benefits of 
goods and services bought by the consumer should equal the 
cost of producing them. If an entrepreneur wishes to raise 
costs, he has to provide concomitant additional benefits. Com- 
petition triggers innovation. Innovation by one leads others in 
the trade to copy and lower costs. Then again, it is competition 
and, therefore, the profit motive that encourages PS entrepre- 
neurs to raise quality and lower prices. Finally, it is profit that 
determines what to produce, where to innovate and at what 
prices to sell. In essence, profits — high, low, increasing or de- 
creasing — are the barometer for decisions. 

"Now if profit as a motivator is absent in the GS, what is a 
bureaucrat's motivator? Power, job security? What is his incen- 
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tive to make effective use of capital, provide top-rate but low- 
cost service? I can't think of any." 

Vijay: "Profit as a motive may not be top of mind for a gover- 
nment, but to be profitable must be an underlying ethos. Such 
an ethos is founded on a desire to use the taxpayer's or citizen's 
money efficiently. In fact, the very ethos of Ram Rajya was cus- 
tomer service at its highest or praja laabh. A government for 
the people, of the people and by the people is Ram Rajya rede- 
fined as democracy. Unfortunately, we have chosen to define 
democracy only for freedom of expression and not dedication 
in performance. Now in choosing to control some enterprises, 
has the government kept competition out? With competition 
comes accountability because the desire to be profitable also 
creates checks and balances for eradicating loss-inducing sys- 
tems and people. But accountability is different in the GS. For 
instance, if your cheque does not get cleared on time, the bank 
is supposed to pay you interest. It does, but is the defaulting of- 
ficer accountable? No, because the bank branch itself is not ac- 
countable, or does not consider itself a centre of excellence. In 
GS banks, an employees job is not at stake." 

Rudra: “Or, to put it another way, there is no competition in 
the GS. Whereas competition keeps the PS on its toes all the 
time. Entrepreneurship is about excellence, a fact that we have 
overlooked. In the PS, to be competitive you also have to be 
cost-effective. Now in the GS, we have seen that there is no 
measurable method of linking an officer's effectiveness. But the 
truth is that officers in the GS also subconsciously desire to be 
seen as effective. Naturally, effectiveness is manifested as a 
function of the size of the department, the number of people 
working there and, importantly, the budget." 


ARESH: "Exactly! So, what is a government officer's incen- 

tive to perform? As a result, the tendency is to increase all 

these, particularly the budget. And because they are seen as 
specialists of their department, the budget increases are usu- 
ally met. Now, because the next budget depends on this year's 
budget, he will try and maintain a high spend level. If he re- 
duces costs, his future budget will be low and that is detrimen- 
tal to his power-prestige-status motivator. If seen along with 
the absence of a profit parameter, the bureaucrat is unable to 
relate costs with benefits. In short, he has no way of telling if the 
services offered by his department are commensurate with the 
costs he is incurring! The government as an entrepreneur 
needs a measurable motivator, a parameter to keep costs down 
and to do a cost-benefit analysis." 

Dinesh: "Apart from being a motivator, you also need an 
evaluation parameter for accountability. Thus, the PS focusses 
on mistakes that deplete its profits. But the GS is unable to eval- 
uate a costly mistake from a non-costly one because the para- 
meter of profit does not exist. If profit was an indicator, then a 
scale gets established for mistakes that can be allowed and 
those that cannot. But in the absence of that, this is what hap- 
pens: in order to avoid public probing, the GS establishes many 
rules and regulations. And these rules inhibit proactivity, cre- 
ativity and flexibility. Now, can any enterprise succeed without 
these attributes? Yet the truth is that when a PS company fails to 
be proactive, efficient, cost- or quality-effective, it closes down. 
The truth is also that GS ventures are rarely closed down." 

Vijay: "I have worked in the government from the outside 
and I tell you it is a misconception that just because there is no 
perceptible parameter for performance, there is no perfor- 
mance or even, no intelligence! But there is a huge wealth 
within, and by that I mean the people in the GS. I have met peo- 
ple from a number of PSUs and I have always been left stunned 
by their capabilities, intelligence and lateral thinking." 


Naresh: "Then why is that not getting converted collectively 
into the organisation's performance? Where is the system fail- 
ing? What will it take to harness this wealth within?" 

Vijay: "It's a contradictory criterion for evaluating organisa- 
tional performance: responsibility and individual perfor- 
mance with accountability. Accountability in the GS is high; 
there is a vigilance cell. But such accountability is external; ac- 
countability is, thus, towards 'not allowing anything to go 
wrong but not towards ‘allowing things to go right, or excel- 
lence! That is the paradox. It has made the constituents of the 
system inward-looking and defensive. Naturally, it has become 
aregime of punishment and not of reward." 

Rudra: "Let's start by looking at the definition of the word 
'entrepreneur' The French word from which it was derived 
means one who successfully shapes resources from an area of 
low yield to high yield. Over time, people have come 
to think of it as an ability to take risk. The truth is 
that most of the resource shifting that is 
done in a developing country is done by 
the government. 

"Take the IITs and the IIMs. 
Nearly Rs 90 crore has been in- 
vested in them. Look at the over- 
all equation of that investment 
over the years, at the returns 
that these institutions are 
giving the nation (where 
have all the dandy MNC 
managers come from?). I 
don't think people envis- 
aged it. Actually, it was 
shifting a yield to the 
whole economy as a na- 
tion. That was innova- 
tive, seed entrepreneur- 
ship from the Indian 
government. And that is a 
proof of the ideating wea- 
Ith within the government. 

"A lot of things are hap- 
pening or have happened 
correctly, but they are not seen 
as such. We take our IIMs and 
IITs for granted. Nobody thinks it 
was a planned investment with a vi- 
sion and that vision produced me and 
you and half the people who run Corpo- 
rate India! The moment you see the govern- 
ment that way, you think ofits role as one of yield 
management. So if you define entrepreneurship as 
shifting resources from low- to high-yield, then the govern- 
ment is the biggest entrepreneur. Its yields may have lower di- 
rect IRRs, but have a greater social IRR. But yields require strat- 
egy too. So, while the IITs' yield to India has been on NRI funds 
and managerial skills, what about yield in technology terms? 

"Take the Delhi Metro. It is a success because there they saw 
it as a yield issue and I say this because nobody would have 
complained if that project had taken seven more years. But 
they saw that there would be better returns if they completed it 
in a stipulated time-frame. So it is all a yield management issue 
— how you phase it. That was the mindset with which they 
worked from where the rest of the decisions flowed. 

"As an entrepreneur, the GS may not have a profit motive, 
but profit is not the only measure of assessing efficient capital 
management. There is the yield factor too. Periodically, we 
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have seen moments of terrific awareness to this realisation that 
you shouldn't let the asset go to waste. Take Maruti. How was 
Maruti created? Indira Gandhi had the project, Punjab Na- 
tional Bank pumped in Rs 400 crore, they took over some De- 
fence land and, in the end, produced 18 cars and two road- 
rollers! At that time it could have been seen as a bad joke and 
could have been closed down. But somebody said the nation, 
including a public sector bank, has invested so much, how can 
we revive the project? And then they negotiated this deal with 
Suzuki and got the 50% equity for a song! 

“What is not known is that Suzuki, which was a small car 
manufacturer (small cars were not popular at that time), was 
winding up its car division. So it migrated everything here and 
we got a terrific deal in terms of royalty. The rest is history. So 

what was a zero-yield project under sanjay Gandhi was 
turned into a high-yield one by bureaucrats. Like- 
wise, today Enron seems a waste. From their 
perspective, Bechtel, etc., have no incentive 
to turn it around based on a restart phi- 
losophy. The government does and 
eventually will. 

"The key message is that 
whenever the government forg- 
ets to see itself as an entrepre- 
neur, in yield terms, either 
short- or long-term, it cre- 
ates situations like its hos- 

pitality sector. Good prop- 
erties but low yield. This 
is the message — entre- 
preneurship in yield 
terms — that needs to be 
communicated both in 
the GS. For example, for 
octroi, do a yield analysis 
and the solution will 
emerge. For VAT (value- 
added tax), let there be a 
document yield analysis 
and there will be few con- 
flicts and the basis of com- 
pensations will become clear. 
Jagmohan is successful because 
he follows the yield rule and so he 
is an entrepreneur. Just have a yield 
formula for each ministry and mea- 
sure performance against it. Thus, all GS 
companies should generate a direct finan- 
cial return of 4% and over a 10-year period, a so- 
cial return of 10%! 

"The lesson we get from Maruti is that whenever people 
had that mindset, we had successes, and when they did not, we 
had failures. Take hospitality. Pre-privatisation, why was it that 
government hotels, with better properties, had lower occu- 
pancy rates than their counterparts in the PS at the same loca- 
tions? It was simply a failure to see the input-output equation! 
The power sector is another example. There the government is 
seen not as an entrepreneur controlling a huge asset base and 
investment meant to generate certain output, but as someone 
who does charity. So if the government had said: ‘This is what 
we are putting in, and this is what we must get out of it’, there 
would have been some accountability for performance.” 

Tanaz: “Before we define accountability, we need to ask, 
what is performance? Everybody in the GS and the PS is work- 
ing to serve the consumer. If that is our task, then performance 
























is linked to that. Performance is recognising, seizing and fulfill- 
ing service opportunity. Take the example of a hospital where 
an oxygen cylinder was not available to meet the needs of an 
asthma patient. The patient died. This caused an uproar only 
because the result was irreversible. There are several unseen 
failures like this happening every day, like where an oxygen 
cylinder is wheeled to the ICU 15 minutes late causing the pa- 
tient to get paralysed. Is that evaluated? 

“There are many participants in the whole chain — from 
the oxygen cylinder being there to the cylinder being with the 
patient ‘on time’. Within these are doctors, nurses, ward boys, 
lift operators, etc. Take the supply man; did he understand the 
criticality of his job? Was his job only to ensure that five cylin- 
ders went to the ICU and if only four went, did it matter to him 
that the critical stock needed in the ICU on a continuous basis 
is five and not four? The understanding of the criticality of each 
one’s role in the supply chain in a hospital is essential. If that 
criticality is not understood and acted upon each day, you do 
not have what I am referring to as ‘performance’ In the PS they 
call this 100% quality, Six Sigma, zero defect or whatever, But 
look at it devoid of jargon as a lay person would, the definition 
is very simple: it means knowing what your job is, knowing its 
place in the chain of all other goings-on, understanding it hon- 
estly and acting upon it no matter what. No matter if there is no 
immediate need for a cylinder, but there are only four cylinders 
in the ICU rush there with the fifth. That is performance. 


given. The idea is not to start witchhunting; it is to exam- 
ine how these occurrences can be prevented. Like Rudra 

said, put the losses behind you but save the asset. In the PS, be- 
cause the consumer can sue for negligence, because there is a 
clear profit motive, they also have to justify that while earning 
the profit, the product was delivered. But in the GS there is nei- 
ther an incentive to perform, nor any threat of penalty.” 

Naresh: “True. In the PS, there is a linkage. I make profits 
only when people buy and I make more profits when I am able 
to sell at my brand value, i.e., I don't have to discount my prod- 
uct or provide it cheaper to a consumer. So customer = profits. 
But that linkage is very clear, that my own existence depends on 
how my company performs. And, therefore, I have to perform. 

“But in the GS, if you do not have a definition for why your 
organisation exists, how you are linked to that goal and why 
your role within that is critical, then how will you perform and 
feel accountable? You look at your job as a service the govern- 
ment is providing by employing you, you do not see that you 
have been appointed there as a key element in the governmen- 
ts service chain! But if this becomes clear, things will change.” 

Rudra: “It comes back to customer expectation and, when it 
is benchmarked and communicated, the results are better. We 
still see the role of the government as ‘serving a mass index’, 
where numbers are important. While numbers are important, 
you also have to get in the qualitative element. In GS hospitals, 
there is no system to track how many patients were cured, how 
many had a relapse, or post-operative complications because 
this step is not seen as a performance index in terms of ac- 
countability. That is what will make a difference. In the Pulse 
Polio project, the mission was clear, the implementation is also 
there; they know they have taken on a stupendous task and if 
they can achieve this in five years, it will be a miracle. India 
eradicated smallpox, didn't it? These were successful projects. 
Defining performance, defining objectives, converting them to 
tasks and linking them back to goals requires a fine system. Sys- 
temic thinking does not come with a wish list; it comes from 
very simple mission-oriented statements. 


Wee performance is understood, accountability is a 
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"The Delhi government has decided to make ‘garbage’ its 
mission for 2003. Something will definitely happen now that it 
has become a task-oriented mission. The point I am making is 
that even if these mundane tasks are seen as an input for the 
good of the customer and translate into results like cleaner en- 
vironment, then they are more likely to succeed." 

Vijay: "Talking of mass index, take the example of McDon- 
ald's or Dominos. They have sought to serve their index suc- 
cessfully by converting customer expectation into staff perfor- 
mance indicators, i.e., converting the bigger vision, the brand 
values and all that to people who are the doers at the customer 
service point. What are the expectations they have put there? 
Every burger order has to be processed in five minutes; home 
orders must be reached within 30 minutes from the phone call. 
Those five minutes, 30 minutes is what the staff members un- 

derstand. They might not understand the bigger linkages of 
it to customer satisfaction researches that prove that 
seven minutes is a lot but five minutes is the best bench- 
mark, etc., and the philosophy of it. From there I draw 
this learning that whenever a mass of people is to be 
served, then that kind of operation model will work, 
linking it to something that is customer-oriented." 
Tanaz: "Does that mean that where there is a tar- 
get there is accountability?" 


complemented with responsibility to ensure 
it. For example, every MP is allocated Rs 2 
crore a year to spend on areas of mass improve- 
ment in his constituency. You keep reading 
about MPs who have not spent it. If this had 
happened in any of the Western nations, it 
would have been picked up by the media or the 
citizens and he would have been thrown out. In 
India, we, as citizens, are not concerned. Why 
talk about government's apathy when the public 
doesn't care about what is happening to their 
constituency? We, as citizens, vest our leaders 
with authority but do not ensure accountability!" 
Rudra: "Most people will say these distortions 
crept in because the politicians know what needs 
to be done, yet for political or constituency consid- 
erations, they change the agenda. Unless there is a 
common ground rule for decision-making, things 
cannot happen. India should have a vision, a plan dis- 
tinct from the ruling party. This is what we were trying 
to say last week. For one, there should be an India vision 
— by the people for the people and ofthe people; the rul- 
ing party may have its own agenda for taking forth its own 
image, that's different. But a party vision has to be subsidiary 
to the country vision. It cannot supersede, overwrite or con- 
tradict the India vision and the plan that comes out of it. 

"Apart from the elected leaders, there should be a COO for 
the country who is selected by the people based on his resume 
and qualifications. He will, like any COO, hold that office for 5-7 
years and there should be a board comprising senior, qualified 
citizens. The COO should be vested with taking forth the India 
plan, irrespective ofthe ruling party. Such a COO should also be 
without party affiliation of any kind. And the ruling party will 
only implement and, through their excellence in the imple- 
mentation, they will make their mark. The ruling party can only 
serve you, period. So the government as entrepreneur needs a 
COO to draft and implement the India vision!" m 


[ INESH: "Rather, accountability should be 
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bate is quite valid, and when viewed 

from the perspective of each of the 
protagonists, extremely difficult to ques- 
tion. All of us have heard stories similar 
to the one ofthe oxygen cylinder and the 
Delhi Metro example. They both typify 
extremes in performance in the govern- 
ment sector. To my mind, an important 
issue is not to look at the symptoms — if 
we scratch the surface, we would hear of 
equally praiseworthy and horrifying sto- 
ries in the private sector too. It is also im- 
portant to remember that the same pri- 
vate sector whose virtues we extol today 
grew unhindered in the shadow of gov- 
ernment protection till the early 1990s! 
So we need to understand and address 
the key reasons as to why we are in this 
situation and what we can do about it. 

Clearly, the role of government is 
governance — being in business is more 
a legacy of circumstance than a current 
need. This is a pattern we have seen in 
most European and Asian economies, 
with many functions getting gradually 
privatised. In the halcyon days of public 
enterprise, state and Central govern- 
ments entered almost every field of busi- 
ness — including areas like hospitality, 
biotechnology, venture capital and con- 


qs viewpoint expressed in the de- 
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sulting, which had relatively low levels of 
success. Today many of these enter- 
prises are being privatised, leading to an 
improvement in service quality and per- 
formance in many cases. Competition 
itself has brought about significant per- 
formance improvement — the telecom 
sector is a clear evidence of this. 


Vijay makes an extremely relevant : 
point that the government must focus | 


on providing welfare services. But is it 
possible for the government to revert to 
a pure 'governance' role? To my mind, 
the answer is no. The reason goes be- 
yond the normal ones of wide socio-eco- 
nomic disparities, strategic reasons, etc. 


We, as a people, have defined certain 


functions as being the 'duty' of the gov- 


ernment and, as a corollary, believe we | 


should enjoy these without any pay- 
ment. There are many such examples of 
this — from subsidised fertilisers and 
free power in the rural sector to roads, 
water and tertiary healthcare in the ur- 


ban sector. Any attempt to drastically | 


change this cannot work in today's so- 
cio-political scenario. Gradual efforts do 
not show any obvious near-term results 

















initiatives can make a measurable differ- 
ence at the overall level, or will they re- 
main standout examples? 

We have chosen and perpetuated a 
form of government that, by its ethos, 
must be populist and unable to take 
many (seemingly difficult) decisions. 
The fortunate part is that this form of 
government has allowed us to retain the 
freedom of choice and the freedom of 
change — which we have seen exercised 
many times over the last 50 years. 

To my mind, Akhila's perspective of 
comparing reward and punishment sys- 
tems and the magnitude of the tasks in 
the private sector and the government 
sector, or Rudras route of having a COO 
who would be complementary to an 
elected government are both quasi-my- 
opic. Comparing the private sector and 
the government sector, or trying to 
adopt the principles of one in the other 
as a solution are futile — given that the 
primary objectives of the two are as dif- 
ferent as chalk and cheese. Akhila will 
have to continue to labour under a sys- 
tem where caution overrides all else — 
Dinesh, Tanaaz, et al, and most impor- 





— and, in most cases, face huge resis- 
tance when they start making a differ- 
ence. So no government which wishes to 
stay in power can be expected to exit 
many of these functions. This will bring 
with it its resultant levels of (in)effi- 


ciency. It is wishful thinking to expect | 


optimal resource or capital utilisation in 
organisations whose objectives are pop- 
ulist and not profit-oriented. We cannot 
change these performance levels with- 


out bringing about a fundamental | 


change in the outlook of the people. 

We, therefore, need to question 
whether there can be efficiencies be- 
yond what exist in such a system today. 
Using Dinesh' profit measure would be 
difficult — by the group's own definition 
and concurrence, government is in busi- 
ness to fulfil a social need and not to 
make profits! But there is absolutely no 
gainsaying that applying principles like 
Rudra’s yield analysis, Vijay's profitabil- 
ity indicators or Naresh's cost-benefit 
analysis will definitely lead to micro- 
level optimisation and performance im- 


provement. The issue is whetherthese | 





tantly, the rest ofus are equally responsi- 
ble for the state of this system. 

For any significant efficiency im- 
provement to take place in the govern- 
ment sector, we require a much broader 
consensus on and acceptance of the 
need for change. This will have to be at 
multiple levels; 

Bl In the political system, where all par- 
ties have a ‘common minimum agenda’ 
for better governance; 

ll In the administrative system, where 
initiative regains a premium over risk 
avoidance; 

ll In the populace at large, where we 
recognise that every service has a cost, 
direct or indirect, and we should be pre- 
pared to pay this cost. 

Unless we build this consensus, it 
will be futile to expect radical improve- 
ment in quality — and 20 years hence, 
we will still be discussing reward systems 
in both sectors or standout cases of per- 
formance and non-performance! (And 
have a case study reviewer commenting 
that every point of view in the discussion 
is valid!) x 
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ness management, I don't know how 

to respond to case studies. So, in- 
stead of individually examining what 
each person discussed in the case, I will 
try to analyse some of the issues that re- 
late to public sector enterprises (PSEs). 

The economic argument for govern- 
ment intervention is based on the con- 
cept of ‘market failure. For most transac- 
tions, markets and prices do an efficient 
job of allocating scarce resources. As a 
consumer, I don't need the government 
to help me choose between an Alto or a 
Santro. That's determined by the relative 
attributes of the two cars, my prefer- 
ences and my budget. Similarly, Maruti 
and Hyundai need not be told where to 
buy their steel or tyres; market forces, 
prices, costs and profits do the job. 

But markets occasionally fail to give 
appropriate signals. Consider a chemi- 
cal factory that releases toxic effluents 
into a river. The private profit calculus of 
the factory is to produce goods effi- 
ciently; polluting water plays no part in 
this calculation. There is a need for the 
government to regulate pollution levels 
and, through a mix of incentives and 
penalties, ensure that the factory does 
not pollute the river. The key word is 
‘regulate’. The factory should remain in 
private hands, subject to the control of 


N EVER having been a student of busi- 


| 
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an efficient pollution regulator. 

The second instance of market fail- 
ure involves projects with very high in- 
vestments, which, by creating entry bar- 
riers, can encourage price gouging. The 
typical example is electricity. Generation 
needs expensive power plants; trans- 
mission needs hundreds of kilometres of 
power lines; and distribution needs 
complex grids. Because of the size of 
these investments, you won't find too 
many competing utility companies in a 
given area. This creates conditions for 
monopolistic pricing. Here, too, the so- 
lution is not government ownership, but 
efficient regulation — preferably by an 
honest, empowered, technically compe- 
tent and independent regulator. 

The third example relates to social 
necessities like education, sanitation, 
drinking water, defence and administra- 
tion of law and justice. There is generally 
no price mechanism that can generate a 
socially desirable allocation of these ser- 
vices. These are possibly the only cases 
where one can argue in favour of govern- 
ment ownership. But for primary educa- 
tion and supply of potable water, there 


are instances where private ownership 
coupled with transparent subsidies and 
careful monitoring has worked better. 

Nothing can justify government con- 
trol of hotels, tourism companies, ce- 
ment and fertiliser plants, steel mills, 
condom factories, aluminium smelters, 
textile mills, consultancies, petroleum 
refineries, heavy electrical factories and 
electronic assembly lines. Lack of capital 
may have been a reason why many of 
these were set up in the 1950s and up to 
the end-1960s. But not anymore. 

"But what's wrong with public own- 
ership?" you may ask. "Aren't PSEs like 
Bharat Heavy Electricals and Indian Oil 
doing well?" Certainly, some PSEs are 
doing well. But among the profitable 
PSEs, we need to distinguish between 
those who operate in monopolistic mar- 
kets and others in competitive ones. In- 
dian Oil may be highly profitable, but it 
operates in a monopolistic sector. In a 
study, Laveesh Bhandari of Indicus Ana- 
lytics and I proved that most PSEs that 
consistently turned in good profits be- 
longed to monopolistic industries; con- 


versely, most PSEs that operated in com- 
petitive markets either incurred losses, 
or were far less profitable than their pri- 
vate sector counterparts. 

"That's unfair!" you might say. "The 
job of PSEs is not to make profits, but to 
produce and sell goods and services effi- 
ciently for the benefit ofthe nation." 

Here, too, PSEs perform poorly com- 
pared to private sector companies in 
similar industries. Our study proved that 
in most industries, the average cost per 
rupee of sales of a typical PSE is a lot 
higher than its private sector counter- 
parts. For example: the Steel Authority of 
India is far less efficient than Tisco, and 
the average public sector bank than 
ICICI Bank or HDFC Bank. The costs are 
higher due to excess labour, wastages in 
production and operations, higher over- 
heads and everything else that is rou- 
tinely controlled by private companies. 

That brings me to the last part of my 
argument. Ownership matters, and one 
should generally expect PSEs to be less 
efficient than private sector firms. This 
has to do with the governance of PSEs. 

Simply put, everybody owns PSEs 





and, therefore, nobody owns them. PSEs 
are riddled with multiple and conflicting 
objectives; with the wrong kinds of ac- 
countability; with little or no managerial 
independence; with excessive interfer- 
ence by babus and mantris; with CEOs 
who are rarely at the helm for more than 
three years; with risk aversion; and a 
managerial ethos where one must be 
seen doing the ‘right thing’ rather than 
‘doing things right’. In such a milieu, it is 
foolhardy to expect high standards of ef- 
ficiency and competitiveness. Thus, 
only the exceptions are efficient. 

Could one foster greater efficiency in 
PSEs without forsaking majority govern- 
ment ownership? No, because it is the 
political nature of the government to use 
assets to bestow patronage, not to effi- 
ciently run enterprises. Thus, if we want 
a more competitive India, PSEs will have 
to be either liquidated or privatised, and 
buttressed, wherever necessary, by inde- 
pendent regulators. History of devel- 
oped and rapidly-growing economies 
has shown this to be true. India can only 
ignore it to its peril. sl 
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NDIA took 20 years to reach an installed base of 10 mil- 
lion PCs, but just over seven to reach 10 million mobile 
phones. From the looks of it, it will take over four years 
to double the PC base to 20 million, but only two years 
to double the mobile phone base to the same figure. 
Clearly, the mobile phone has a special place. At one level, it 
is pointless comparing it with PCs, laptops or PDAs. Even 
now, the laptop population in India is about half-a-million, 
fiddlesticks compared with mobile phones. 

Most people on the planet can relate to the phone as an 
essential communication tool, and consider mobility im- 
portant. And if any telecom expert still stuck in the past cen- 
tury says all this telecom doesn't apply to a country teeming 
with rural “poor”, the village folk are the big users of long- 
distance telephony through several hundred thousand 
public call offices (PCOs). 

Where the mobile phone has an edge over the PC is that 
it's affordable, accessible, and a personal device, 
not a shared, community resource. What's 
more, if you own a mobile phone, you 
probably carry it around all your waking 
hours, every day of the week (which 
youd never do with a PC or even a 
PDA). And our GSM and CDMA 
phones are digital — they can send 
and receive messages, sounds and 
even pictures. What a great terminal 
for information applications! 

Imagine the power. If you had to in- 
stantly reach a large population with, 
say, an emergency message from the gov- 
ernment, what quicker way than through 
an SMS from an emergency gateway to all 
phone users in India? But of course, you don't need 
to go to such extremes to realise the power of the mobile 
phone as an information appliance. The everyday use of 
SMS simply to communicate between two people is power- 
ful enough to be changing our lives and our work, and our 
meetings, and our dates, and marriages, and divorces. 

The use of SMS to gather feedback, such as by TV chan- 
nels (Are ministers corrupt? SMS your opinion to NDTV — 
6388) means immediate, real-time feedback, much quicker 
than email, much more convenient and likely than any 
other medium like phone or fax. No wonder all the new 
news channels are heavily using SMS. But build applica- 
tions around SMS, and you enter a new realm of interactiv- 
ity — and quick revenues. Indiatimes 8888 is one of the 
most successful SMS-based services in India, backed by the 
Times group's marketing and ad muscle. Airlines, railways 
and other services, they're all using SMS for information. 

5o are banks, even banks wary of mobile banking. ICICI 
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Bank lets you register for SMS alerts on specified transac- 
tions, so you know the moment you get your salary, or a 
cheque is cleared. HDFC Banklets you go all the way, check- 
ing balance or stopping a cheque or paying a phone bill by 
SMS. The mere ability to check balance and transactions, 
and know when a debit has been made or a salary credited, 
takes away halfthe trips to an ATM or bank branch. 

The phone is far more convenient than the PC here — 
Net banking has been around for years, yet its use is limited. 
Itis not convenient to always find a connected PC when you 
need quick information, and it is sometimes tiresome to 
simply log in through all the secure systems. A mobile 
phone is personal, so user identification is quicker. Hence, 
for getting quick information on the fly, it is unbeatable. 

Now the latest is location-based information. Hutch was 
the first off the mark in May, when its Delhi users suddenly 
found their location showing up on their display: GK1 or 

PVR Priya or Gurgaon 13. Airtel announced plans 

to extend this further with local information 

on restaurants, etc. (“Cell info” needs to be 
on in your phone.) 

If you have also followed the ‘de- 

bate’ in the media about the privacy 

issues this raises, well, it doesn't. The 

phone system in the very first place 

has to know which cell you are in to 

be able to give you the call when 

someone dials you; that's what cellu- 

lar telephony is about. Wherever you 

are (assuming you have roaming en- 

abled), as long as your phone is on, your 

service provider's system knows where you 

are. All that Hutch is doing is telling you. 

In the near future, there will be an explosion of 
applications developed for the mobile phone. SMS itself 
continues to be on the sharp ramp up, and a good indicator 
of how much usage there is for it is that fact that SMS tariffs 
have remained high while voice rates have fallen. Even ba- 
sic one-way text-only 'applications' like banking or flight in- 
formation adds up to a good chunk of information needs. 

It is the two-way, interactive nature of the phone and 
SMS that will really make the phone the definitive informa- 
tion appliance. And it will be the ideal information device 
for the masses. The PC is not always accessible or conve- 
nient. Nor is it cheap and or as ubiquitous while the phone 
is convenient, cheap, has the installed base required and is 
always on. Location-based services actually leverage on the 
mobility and the fact that the phone is with you all the time. 


— — ———————————————À —— 
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There's more than a 
flutter in infrastruc- 
ture funding today. 
What's driving this? 
M. ANAND 


HE Jaiprakash Industries- DS Con- 
struction (JPDS) consortiums suc- 
cessful bid for the Rs 550-crore 
Delhi-Gurgaon expressway in De- 
cember 2001 was astonishing. The 
National Highways Authority (NHAI) 
had earmarked a grant of Rs 40 crore to 
enhance the project's viability. And an- 
nounced that the company that bid for 
the lowest grant would win. But JPDS of- 
fered to 'pay' NHAI Rs 61 crore for the 
right to build the six/eight-lane express- 
way along two of Delhi's airports and 
charge a toll for it for the next 17 years. 
The project's cost per kilometre of al- 
most Rs 20 crore was far higher than the 
average cost of Rs 4-5 crore for NHAI'S 
100 other projects. It also did not have 
the comfort of assured payments that 
NHAI’s annuity projects enjoyed. The re- 


turns would come by way of tolls, a | 


method that had often failed in the past. 
“I have identified three routes by which I 


can go to the airport without paying a | 


toll. Will anyone ever lend to this pro- 
ject?" sniggered an unsuccessful bidder. 


Twenty-eight long months later, that | 


question has been answered — in the af- 
firmative. Last week, JPDS achieved fi- 
nancial closure, raising about Rs 380 
crore as debt. Among the lenders were 
HUDCO, the Life Insurance Corporation 
(LIC), Punjab National Bank and non- 
banking finance company SREI Interna- 
tional Finance. 

JPDS' financial closure sent out three 
strong messages. One, even difficult in- 
frastructure projects can now be fina- 
nced. Two, a new breed of lenders, like 
banks, which historically shied away 
from direct lending to infrastructure, has 
emerged. And three, the process of rais- 
ing finance continues to be gruelling, 
cumbersome and long drawn out. 

Nevertheless, the fact is that in the 
last few months, at least three other 
build-operate-transfer (BOT) road pro- 
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are reconsidering their 'no 
direct infrastructure lending' policy. The 
State Bank of India, Punjab National 
Bank, Canara Bank and Corporation 
Bank are reportedly keen on financing 
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World Bank have a lot of funds at pre- 
sent. Other international lenders, like Belgian Investment Company, 


Where the 
new money 
is coming 
from 


SA el LS especially the private ones, could be a new 
source for funds for infrastructure over the next few years. Public 


sector insurers already fund infrastructure but they could further 
increase their exposure 
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jects worth about Rs 900 crore © 
achieved financial closure, 
many with direct lending from 
banks. The Municipal Corpo- 
ration of Delhi just got a AA 11 
rating from ratings company sii 
ICRA and hopes to raise Rs gag 3 
500 crore for a civic centre 
through a bond issue. In 
contrast, over a dozen mu- 
nicipal corporations have 
together raised only Rs 582 
crore in the last five years. A Rs 
800-crore Tata Power-Power Grid 
Corporation project to transport power 
from Bhutan to Delhi has reportedly 
raised funds at attractive rates, again 
through direct lending from banks. On 
the equity front, the NHAI plans to fund 
a few annuity projects through initial 
public offerings — a feat hardly anyone 
in infrastructure has attempted. In the 
roads sector, projects worth Rs 17,000 | 
crore are in various stages of raising | 
funds, mostly through debt. In other sec- 
tors, the activity could be twice as much. 
But don't rejoice just yet. The trickle 
is still not a stream. It will be many years 
before adequate funds can flow into in- 
frastructure projects. After all, the sector 
is shackled by a legacy of failures: un- | 
clear government policy has stalled | 
progress in the power, telecom and air- | 


port sectors; 
attempts at un- 
bundling and pri- 
vatising state elec- 
tricity boards have 
been disastrous; there 
are 10 failures for every success in BOT 
road projects; and the entire financial 
system is burdened with huge non-per- 
forming assets in power and telecom. 
Why then are some lenders looking 
at infrastructure so favourably? The an- 
swer lies in a combination of factors. 


H 


Liquidity Overflow 


Today, monetary systems, both in India 
and abroad, are flush with funds. The 
World Bank is a case in point. Last year, 
India, China and Brazil prepaid about $7 
billion of their loans. Hence, the World 
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Bank, 
which fo- 
cused on 
development 

and structural 
adjustment loans, may hike infrastruct- 
ure lending by as much as 2596. Interna- 
tional lenders like Belgian Investment 
Company are also interested. 

Domestic banks, too, face a similar 
situation. Credit off-take has been slug- 
gish, while savings have been growing 
steadily. So far, banks deployed surplus 
funds in high-yielding government se- 
curities. But with interest rates tumbl- 
ing, they are looking for new avenues to 
invest in. Also, a decline in lending rates 
has squeezed bank spreads. Infrastruc- 
ture could offer better returns, albeit 
with higher risks. And banks are biting. 

Last year, one of Indias largest public 
sector banks doubled its exposure to in- 
frastructure to Rs 2,000 crore. At least 
half a dozen players, including the State 
Bank of India, Corporation Bank, Pun- 
jab National Bank and Canara Bank, are 
building up infrastructure assets via 
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aMUEM The sector of the 
season. Lenders, including for- 
eign banks, are keen to fund NHAI's 


. SPECIAL 







AS sig Failures, like Dabhol and privatisa- 
tion of Orissa's power sector, have hit lenders. 
Generation is a no-no, but distribution is OK 


WASZE Lenders are worried about the falling tariffs. But tele- 
com companies like Bharti still attract cheap funds — it recently 
raised $315 million at 5.5% 





its borrowings are more expensive than private debt. So, urban 
bodies are cleaning up their act to raise debt in the bond market 





both direct lending and bond financing. 

The Reserve Bank of India (RBI), too, 
is goading banks to fund infrastructure. 
This February, it allowed banks to lend to 
anyone who wants to acquire shares in 
an existing infrastructure firm. This 
could encourage consolidation in sec- 
tors like telecom and indirectly improve 
future fund-raising capability. 

However, banks are restrained by 
one factor — asset-liability mismatch. 
Most infrastructure firms take 15-25 
years to repay loans, while banks' 
sources of funds are of a shorter-term. 
(This does not apply to bond financing, 
where easier exit options are available.) 


A New Breed Of Lenders 


Insurance companies have no such con- 
cerns. Infrastructure needs long-term 
funds and the insurance sector seeks 
long-term assets. In 2002, LIC invested 
Rs 20,500 crore in infrastructure — a 
mere 8.4% of its total investments of 
Rs 244,388 crore. However, that's below 
the Insurance Regulatory and Develop- 
ment Authority's stipulation that 1596 of 
life insurance companies' investments 
and 1096 of that of general insurance 
firms have to be in infrastructure. 
Besides, as private insurers get big- 
ger, their lending to infrastructure will go 
up. Eleven private insurers invested 


Rs 1,424 crore in 2002 (Rs 242 crore in in- 
frastructure). “In 2-3 years, a few private 
insurance firms will grow big enough to 
invest Rs 1,000 crore each every year. 
That's when we will make a bigger im- 
pact on infrastructure,” says the treasury 
head at a private insurance company. 
Infrastructure returns have also be- 
come more attractive over the last two 
years. Infrastructure has always given 
better yields than gilts (the staple invest- 
ment for insurance firms) as it is more 
risky, but now its incremental yields are 
increasing. “During 2001-02, the average 
yield on infrastructure investments 
(13.25%) was higher than on govern- 
ment securities (12.5%). Last year, yield 
from infrastructure was 110 basis points 
higher,” says Sanjeev Chanana, general 
manager (investments), Oriental Insur- 
ance Company. His company increased 
investments in the sector from Rs 400 
crore (11% of its Rs 3,636 crore total in- 
vestments) in 2001-02 to Rs 500 crore 
(12.596 of Rs 4,000 crore) last year. "Our 
investments in infrastructure will in- 
crease in tune with the returns, but with- 
out compromising on safety," he says. 
Nevertheless, there are some con- 
cerns for insurance players, especially 
the private ones. Private players face a 
shortage of good quality, long-term in- 
frastructure assets. Take their pension 


MAGAZINE OF THE NEW ECONOMY 4 BUSINESSWORLD 9 JUNE 2003 


Imaging: SATYAJIT DATTA 


DILEEP PRAKASH 


INFRASTRUCTURE FINANCE 


x) nl 





plans. Currently, private firms don't sell 
annuities. They only assure policyhold- 
ers a lumpsum on maturity. Policyhold- 
ers use that amount to buy an annuity 
later. That's because there is not enough 
long-term paper available. Max New 
York Life's CEO and managing director 
Anuroop 'Tony' Singh says that 50-year 
infrastructure bonds with a coupon rate 
that's 200 basis points higher than gilt 
rates (the higher premium is for the 
tenure) could mobilise more insurance 
funds for infrastructure. 


Having The Right Structure In Place 


Last December, the Tamil Nadu Urban 
Development Fund (TNUDF) and US- 
AID clubbed 13 small urban local bodies 
in Tamil Nadu to create a 'pooled fi- 
nance' structure and issued bonds 
worth Rs 30.41 crore. Specifically, they 
created a pool fund for water and sanita- 
tion, into which all the 13 bodies cred- 
ited their receipts for water and sewage. 
Lenders would be serviced through this 
fund. This way, the local bodies hoped to 
raise funds at rates as low as 9.2% and 
even reduced their overall cost of debt. 

Others, too, are trying out similar 
structures to increase lender comfort. 
ICRA Rating Services (a division of ICRA) 
head Naresh Takkar says he has seen a 
proposal where an oil pipeline devel- 
oper raised funds on the basis of his ex- 
pected contractual receipts. 

But the most famous example of a 
structure is the governments decision to 








Max New York Life's Singh (left) and 
Delhi Municipal Corporation's Mehta: 
there are a lot of synergies between 
insurance and infrastructure 





earmark the cess on petrol and diesel for 
road projects. The NHAI leveraged this 
assured fund flow to borrow at attractive 
rates. Confederation of Indian Industry's 
deputy director general Manasi Roy be- 
lieves this single-handedly turned the 
tide for infrastructure financing. 

Similarly, Infrastructure Develop- 
ment and Finance Corporation (IDFC) 
came up with a take-out financing struc- 
ture to encourage bank lending. Banks 
would lend fora short-term period at the 
end of which IDFC would take-out these 
assets from the banks. That way, banks 
could avoid a asset-liability mismatch. 
But this has not taken off yet. 


Success Stories 


The Dabhol power project fiasco and the 
unsuccessful unbundling of Orissa's 
power sector have made lenders chary. 
But a few projects have since fared bet- 
ter. Take the privatisation of distribution 
in Delhi. "The anticipated savings in 
commercial, transmission and distribu- 
tion losses are realistic. If these are 
achieved, the project will achieve a 16% 
return on equity. There will be a lot of 
ready lenders if other states, too, follow 
the Delhi model," says the infrastructure 
lending head of a large public sector 
bank, which lent to the city's two private 
power distribution companies. 

Or take the case of a South Indian 
bank, which, till recently, stayed away 
from infrastructure. Two years ago, it 
lent a substantial sum to a private sector 
player managing a port jetty. The returns 
have been quite satisfactory. "We are a 
lot more open to funding such projects," 
says the lending head of the bank. The 
sentiment is clearly improving else- 
where too. "We have seen alot more pro- 





posals coming from 
even the power sector," 
says ICRAs Takkar. 


Cheaper Debt 


Falling interest rates, 
too, have helped. For 
one, they improved the 
viability of the Delhi- 
Gurgaon  expressway. 
The effect, however, is 
temporary. "One would 
expect that the internal 
rate of return for state- 
sponsored projects 
awarded to the private 
sector would also re- 
duce proportionately over time," says 
Abhijit Bhaumik, director at infrastruc- 
ture consultancy Feedback Ventures. 

Falling interest rates also throw up 
refinancing options for existing projects. 
Developers have raised cheaper debt to 
replace older, high-cost borrowings. The 
Madurai Municipal Corporation re- 
cently refinanced a Rs 43-crore road pro- 
ject and cut interest costs from 15.576 to 
12.5% — a saving of Rs 8 crore. “There is 
alot of refinance activity, especially for 
shorter-term funds," says Sunil Kanoria, 
director, SREI International Finance. 

Also, "Lenders are now provisioning 
for a renegotiation of rates 2-3 years after 
disbursement," says Takkar. Infrastruc- 
ture projects face high risk in the initial 
stages of their implementation. The 
risks reduce as the project runs its 
course. But interest rates are fixed for the 
entire tenure. The new provision could 
see lower interest rates for the lower risk 
stages of the project. However, the bor- 
rower could be hit if interest rates rise. 

Finally, the appreciating rupee has 
made foreign debt more attractive, tho- 
ugh this, too, could be a short-lived ad- 
vantage. Indian Railway Finance Corpo- 
ration raised $100 million at just 5% 
(including the cost of forex cover) to re- 
tire its higher-cost domestic debt. Simi- 
larly, Bharti Televentures recently raised 
$315 million at 5.5%. 

Interestingly, government organisa- 
tions like urban local bodies find that 
market borrowings are cheaper than 
government debt. “Why should I borrow 
from the government at 11-13%, when 
the market can offer me about 8%?” asks 
Rakesh Mehta, commissioner, Munici- 
pal Corporation of Delhi, on the eve of 
his bond issue. But to do that, corpora- 
tions have to implement reforms, like 
shifting to a double-entry method of ac- 
counting. This will, in turn, improve 
their long-term borrowing capacity. 

Is it a sign of better times to come? B 
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To protectthe environment 
we created a green cover 





Our business is manufacturing world class aluminium. And while doing 
so we maintain our ecological balance and nurture environment as 
well. Because we know that protecting the environment is of 
paramount importance. Our future depends on it. That is why, every 
year we add hundreds of trees to our green belts. To preserve the 
soil and protect the environment as a drive towards afforestation. 
Knowing that if we support nature today, it will support us tomorrow. 
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WORLD ENVIRONMENT DAY 


We are not the inheritor's 
of the earth but custodians of 
it for the future generations", is 
today's chant together with the much 
bandied words of eco-friendly, or- 
ganic and green brigades. These 
words reflect the grave concern on 
the ecological front. A concern that if 
the environment were to be ill- 
treated any further, it would have 
serious repercussions on the sur- 
vival of human race as a whole. And 
the succour - yes, conservation ef- 
forts -being undertaken -by 
corporates, business houses, State 





Governments, committed individu- _ 


als, groups of activists, NGOs, gov- 
ernmental agencies, Forest - Re- 


search Institutes, State Forest De- 


partments, charitable trusts, foreign 
organisations, to groups of villagers 
numbering. thousands... 

Different organisations resort to dif- 
ferent kinds of efforts, like: energy 
conservation, harnessing non-con- 
ventional or alternate sources of 
energy, the installation of pollution 
control equipments, greening of bar- 
ren lands, organic farming, preser- 


- —yation of seeds, eco-tourism, eco- 


hotels ...... The list is endless. 


. A fine example, that good corporate 
.. environmental policies and practices. 
— -can definitely make a huge business. 


impact is that of Hindalco. This ISO 


-— 14001 company's philosophy is to 
= synchronize cost effectiveness with - 


environment friendly, safety con- 


scious and socially accountable mea- 
sures. The benefits have been two - 
- of the 

— . company's image and lowering costs 


- folds, an enhancement 


of production. 


— The main motto is. Seasteinable de- | 
velopment”. This commitment is met 

by pollution prevention, waste mini- - 
.. mization and introduction of clean 
.. technologies. And the top priority is | 


to conserve valuable natural re- 
sources. Towards this endeavour it 
has replaced all its old rotary kilns 
with the latest fuel efficient Gas Sus- 
pension Calciners and the old stoker 
fired boilers with highly efficient and 
larger capacity PF & FBC Boilers with 
cogeneration facilities. This has re- 
sulted in tremendous saving in fuel 
consumption. Similarly production 
related operations are carefully 
monitored to get the best raw mate- 
rial consumption figures. Hindalco's 
other strength lies in the environ- 
ment friendly disposal of all its solid 
wastes. It was the first to start dry 
stacking of Red Mud. The solid wastes 
generated are used in Red Mud Plan- 
tation as a soil conditioner at 
Renukoot and as landfill of low lyig 
areas at the other locations. The 
state of art industrial effluent treat- 
ment plants ensure that all treated 
effluent is recycled for reuse in pro- 
cess and in horticulture, thus mak- 
ing it a zero effluent discharge com- 
pany. 

It has a patent for the process to re- 


. cover fluorine values from spent pot 
 linings to produce Cryolite, dry fly 


ash is converted into bricks, full 
fledged sophisticated control labora- 


.tories have been set up to monitor 


the quality of air-emissions and wa- 
ter effluents. Employees have been 
encouraged to observe safety and 
health standards and the certifica- 
tion of OHSAS 180001 was a natural 
culmination of these efforts. 

In a-world where cities are being 


- ranked as being able to afford a stan- 
dard of living, the Delhi Govern- 
ment's progress has been truly ex- 


emplary. For a true Delhiite the ero- 
sion in the quality of life be it the air, 
water, power or the lack of green vis- 


` tas & open spaces was a heart break- 
ing experience. The steps taken, in - 


56 


PROMOTIONS 





the last four years, to restore the 
city to its original grandeur befitting 
its status as the Capital and its in- _ 
delible history have slowly begun 
to bear fruit. 

One of the main deterrents to the 
city was its air pollution, stern policy 
measures taken by the Government . 
and its unwavering implementation. 
saw air pollution levels drop signifi- - 
cantly. The steps taken include: 
mandatory fitting of catalytic con- 
verters, introduction of low sulphur 
diesel and introduction of CNG 
buses in Delhi. The appreciation - 
conferring of the clean cities inter- 
national partner of the year award 
for 2003, by the Department of En- 
ergy of the Government of USA. 
For achieving the mantra of cleaner 
greener Delhi, the Government of — 
Delhi is adopting a multi pronged - 
strategy tackling problems on all 
fronts to be able to afford to its in- 
habitants an environmentally sus- 
tainable and livable city. Foremost - 
has been plantation & greening of 
Delhi, planting of trees has resulted - 
in the increase in forest cover from 
26 sq. km in 1997 to 99 sq: km in 2002. 
Intensive and sustained measures . 
have revived the green cover in the © 
Asola -Bhatti Wild Life Sanctuary. 
All of these have been achieved in 
partnership with the state agency, Ee 
voluntary organizations, 
and residents welfare associations. 
In the area of waste management, 
regulation for segregation of bio-de- - 
gradable and non-biodegradable - 
garbage at community level is be- _ 


ing implemented, the use of plastic. 


"npa is being. restricted, OH Tas sa 
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WIND POWER - ENERGY OF THE FUTURE 





VESTAS RRB INDIA LTD. 


An Indo Danish Joint Venture - Pioneer in Wind Power Generation in India 
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It's Managing Director 


SHRI RAKESH BAKSHI, LFIMA, FIE 
ON COMPLETION OF THE SUCCESSFUL WORKING OF THE COMPANY FOR THE LAST 15 YEARS UNDER HIS DYNAMIC LEADERSHIP 





Worldwide more than 6500 MW aggregate capacity of Vestas Type Wind Electric Generators are operating 


successfully. In India Vestas Type Wind Electric Generators are operating successfully at various locations in the 
States of Gujarat, Maharashtra, Madhya Pradesh, Orissa, Tamilnadu, Kerala and Karnataka. 


CREDIBILITY IS NO COINCIDENCE 
mm Vestas RRA MM Works o vembuliamman Koil Street, K.K Nagar (West), Chennai - 600 078, INDIA 


india Ltd. Tel : 91-44-24839999, Fax : 91-44-24834783, Email : vrrb@gnmds.global.net.in 
An ISO 9001-2000 Company Website: www.vestasrrb.com 


WIND ENERGY : THE CLEAN NATURAL POWER FOR INDIA 
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"or conservati ! 

P jw X esting is- n ied 

- for ‘self sufficiency of water supply. 
Apart ‘from this, the main thrust has 
M -been environment awareness cam- 
; E .  paigns to sensitize citizens on the en- 
~ vironmental and health hazards and 
|. promote safer & healthier options. 
= These include forming of Eco-clubs, 
anti littering and anti-plastic bag 
campaigns under the Bhagidari 
Programme,  anti-crackers cam- 
paigns, to celebrate Holi using natu- 
ral colours and cleaning of Yamuna. 
The city built on the remnants of 9 
cities is all set to continue this heri- 
tage in this infotech era. 
Actively working in the field of har- 
nessing wind energy for power gen- 
eration is Vestas RRB. An Indo-Dan- 
ish joint venture, promoted by RRB 
Consultants & Engineers Pvt. Ltd. 
and Vestas Wind Systems A/s 
Vestas, Denmark for the manufac- 
ture of Vestas type Wind Electric 
Generators in India. It is also an ISO 
9002-2000 company. Rakesh Bakshi 
the man behind the venture, be- 
lieves in enhancing the greater de- 
ployment and utilization of wind 
power. This belief is fast developing 
into a movement for a future that is 
full of wind energy. Bakshi, a Padma 
Shri awardee says, “wind energy is 
a green power source that is one of 
the cleanest, most economical, re- 
newable, unlimited, abundantly 
available and fastest growing source 
of energy on the planet. It is a crucial 
area of alternate sources of energy.” 
Worldwide more than 6500 MW ag- 
gregate capacity of Vestas type wind 
electric generators are operating 
successfully. In India Vestas type 
wind electric generators are running 
successfully at various locations in 
the states of Gujarat, Maharashtra, 
Madhya Pradesh, Orissa, Tamil 
Nadu, Kerala and Karnataka - with 
more being added everyday. Vestas 
RRB offers customers custom-built 
turnkey solution from concept to 
commissioning. This includes site se- 
lection, nicro- -siting, Lie aia of 





in Wetting finance Dn basil p rovid- ^A 
ing information on various benefited In the red e organized sector 
for setting up wind farm projects, ex- 


plaining critical technological and 
economic factors, assisting custom- 
ers in assessing the financial viabil- 
ity, carrying out capital investment 
analysis and providing after sales 
service for the lifetime of the wind 
electric generators. 

Another form of pollution which is in- 
creasingly taking place is when lead 
a friendly metal is allowed to roam 
unchecked, as scrap lead, without 
proper method of disposal / recycle 


or through unorganized smelting. 
Though it finds usage in a multitude 
of industries, the biggest user of lead 
is the battery industry. As per the In- 
dian Battery Manufacturers Associa- 
tion (IBMA) India uses approximately 
200,000 MT of lead of which approxi- 
mately 150,000 MT is used in the bat- 
tery industry. Since 70 - 75% of the 
lead used in battery is something 
each one of us uses in its myriad ava- 
tars — for cars, motorcycles, invert- 
ers, UPS etc..., there is greater onus 
on us to see that it is recycled in an 
organized manner and not allowed 
to pollute air, water or soil. The major 
causes of lead pollution are fuel ex- 
haust, small scale and unorganized 
lead smelting and unorganized bat- 
tery manufacturing operation. 

As IBMA puts it, all the organized sec- 
tor battery manufacturers put to- 
gether use approximately about 
90,000 tonnes of lead in new batteries 
and another 90,000 tonnes is used 
by the small scale and unorganized 
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battery manufacturers cater to only 
44% of the total batteries sold and 
they source their entire lead require- 
ment from HZL or imports. 50% is 
sold by small scale manufacturers, 
assemblers and re-conditioners all 
of whom use recycled lead from the 
market and 6% is sold by importers 
who are difficult to identify by Pollu- 
tion Control Boards. 

Though in May 2001, Battery Manage- 
ment & Handling Rules came into 
effect for controlling lead pollution 





by stopping unauthorized smelters 
who smelt lead in open bhattis and 
to primarily channelise old batteries 
to authorized smelters with pollution 
control equipments. The spirit of this 
rule is return of batteries by custom- 
ers to ensure that the batteries when 
returned go to smelters who have 
environmentally friendly smelting 
operations. For this to happen, the 
SPCB should concentrate and focus 
their attention at the points from 
where the scrap is diverted to unau- 
thorized smelters. 

The saga of pollution from lead is 
frightening and serious. It can cause 
permanent damage to vital body or- 
gans, can affect the lungs if inhaled, 
can poison groundwater and in turn 
enter our body through water con- 
taminated. It is dangerous to say the 
least. 

Lead is totally recyclable and can be 
least polluting provided it is recycled 
using proper pollution control equip- 
ments and as users it is our respon- 
to stop diversion and unau- 
LI 
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Are you leaving 
behind a good 
CLEAN 
ENVIRONMENT for your 
CHILDREN? 











Ua lead acid batteries (used in cars/motorcycles, inverters, UPS systems and host of other 
applications) can cause severe environmental damage if not disposed off properly. 
Lead and acid can seep into ground and water causing lead poisoning. 


The Ministry of Environment has framed the Battery Management & Handling Rules 2001 
1 ae to return Ln used batches to dealers. 


TUS 


specifying the responsibilities of the co 





Under the Law: d eio ad 
e Consumers must return scrap batteries to dealers or mat 
© Please return used batteries to your dealer and insist he 

the battery to the manufacturer or a smelter ten ye Ih 
Ministry of Environment & Forests —— = 









approved by the Ministry of PERRE &F pium e sts 
© Penalties for non-compliance include arrest anc i cutis 


So, make sure you follow the law. Return your 
used batteries to the dealer for safe disposal. b 
Why risk stiff penalties... and the — of ere ASSOCIATION : 
future generations? B | "i 


IBMA INDIAN BATTERY 
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opme t 5 rural and 
ward areas. The annual 
per capita consumption at 
50 kWh is amongst the low- 


shortages during 2001-02 
were estimated at 7.8 % in 
terms of energy and 1376 in 
terms of peak load. Given 
these facts it is imperative 
that alternate sources be 
tapped and that too speedily. 
Together with this guzzling need for 
power is the growing concern over 
the availability of the non-renewable 
sources of energy to meet this de- 
mand in the long run. With the fast 
depletion of the conventional non- 
renewable sources of energy, the 
increased costs of generation and 
the environmental concerns associ- 
ated with it - the biggest worry is - 
Can the generation of power by non- 
renewable sources be sustained in 
the long run? There is a growing re- 
alization that we need Green Power 
for sustainable development and it 
is necessary that we embrace tech- 
nology which uses renewable 
sources of energy for power genera- 
tion. World over renewable energy 
is a being seen as a definitive an- 
swer to the peril that we face. Some 
of the countries are trying to replace 
their conventional power sources 
with the cleaner sources, mainly 
from the ecological point of view. 
Amongst the entire gamut of renew- 
able energy solutions available, 
Wind Energy is being seen as the 
most cost effective and a solution 
that is closest to commercial viabil- 
ity. Countries in Europe are adopting 











wind energy because of growing 
environmental concerns and its 


sustainability in the long run. It is 
definitely an act of being able to fore- 
see the future, a case of anticipating 
changes in energy consumption in 
the days to come. Apart from this 
wind energy has obvious advantages 
like: it is non-polluting clean power, 
does not cause ecological imbalance 
and had no throughput of fuel. Also 
the projects have extremely low ges- 
tation periods and there have been 
recent technological advancements. 
In fact wind energy technology has 
become an extremely sophisticated 
and advanced enterprise. Wind En- 
gineering encompasses the various 
disciplines of engineering right from 
Mechanical, electrical, civil and aero- 
dynamics apart from Computer and 
electronics and instrumentation. 
Today's wind turbines or wind energy 
generators as they are also called, 
are masterpieces of engineering ex- 
cellence. Due to the technological ad- 
vancements the wind turbines have 
become extremely cost effective on 
per MW installation capacity — almost 
at par with the cost of installation of 
thermal power plans. The intangible 
benefits in term of no recurring fuel 


60 


costs and no environment 
hazards is too huge for the 
future generations to be 
overlooked. The larger wind 
turbines gain from the 
economies of scale and 
worldwide today it is become 
a standard practice to use the 
larger wind turbines of IMW 
to 1.3 MW capacity for grid 
connected applications while 
the sub Mega watt class is 
considered mainly for the re- 
mote power applications. For 
land applications the sizes 
ranging between 1MW and 
1.3 MW are most preferred 
due to various factors includ- 
ing the logistics and cost in- 
volved for installation. Larger 
Multi Mega Watt machines 
are becoming popular in Europe for 
offshore applications since the scar- 
city of available land for large wind 
parks is the biggest obstacles there. 
India at one time was third in terms 
of the total installed capacity of wind 
energy after Germany Denmark and 
Spain but today it has slipped down 
to the sixth position after holding on 
to 5 position for a few years in be- 
tween. The main reason for the con- 
stant slippage in world position is as, 
Girish Tanti, Director Suzlon Energy 
Limited, says "lack of long term poli- 
cies to promote renewable energy 
on large scale at both National and 
state level". 

In Europe about 10% of total power 
requirement is targeted to be met 
by renewables with an investment 
from Utilities/SEB's standing at 90%, 
while private participation is limited 
to 1096. In India surprisingly the trend 
is exactly the opposite with negligible 
investment from the utilities and 
over 95% by the private participators. 
This is inspite of the huge power 
deficit we have. Apart from the 
ecological concerns, wind energy 
presents potential of over 45,000 MW 
ready to be tapped. 

Tanti adds " frequent changes in the 





policies make the investors a bit 
wary of the investment, though most 
states have realised that and are 
promising long term policies, we still 
have a small bottleneck in terms of 
financing of the Wind Energy 
Project by the banks and financial 
institutions. If they start funding the 
projects on cash flow of the project 
rather than on the balance sheet of 
the investor we will see a lot of in- 
vestors come forward to invest in 
these energy for future projects ” 
Even today it makes a lot of com- 
mercial sense for large business 
houses to invest in the projects as is 
evident with the more than 60MW 
of the Tata Group and the Bajaj group 
of companies with Suzlon Energy 
Limited the market leader in India 
in the field for past six years in row. 
In fact Suzlon has to its credit the 
largest wind park in Asia at 
Vankusavade near Satara in 
Maharashtra. The ideally located, 
with the backdrop of the Sahyadris 
& overlooking the calm Koyna back- 
waters, little village is today the hub 
of wind-power. It has put India on 
the world wind energy map. 
Sprawled over 4400 acres of barren 
land it is today a source of green 
power with a capacity of 250 MW. 
The main purpose of the project was 
to demonstrate that wind is an eco- 
nomically viable energy option if 
harnessed scientifically. To set a 
trend for future wind energy projects 
in the country and at the same time 
tap the vast potential of wind energy 
in the country. Finally, it was to be a 
showcase for the policymakers of 
the country on the economic benefits 
of wind power. Its potential of ener- 
gizing tens of thousands of homes 
flung in remote areas, savings in 
terms of coal reserves, savings in 
emissions while creating local job 
opportunities thus benefiting the 
ecology and the local economy in 
the process. 

Therefore the innovative concept of 
Suzlon Wind Park involved - that of 
developing a wind farm with all req- 
uisite infrastructure including land, 


civil & electrical work, wind energy - x 
E etas 2 transmton ; 
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lines, approach roads together with 
all financial assistance for third par- 
ties. The investors have access to 
extensive infrastructure because of 
collective design at shared costs. 
They can claim all incentives as well 
as utilize the power generated by the 
wind park in an economically viable 
manner. The package includes from 
site selection, micro-siting, site infra- 
structure development, installation 
of wind energy converters, power 
evacuation facilities, interfacing with 
state grid to liaison with the govern- 
ment departments & agencies to fi- 
nancial arrangements. 

Suzlon takes care of these Green 
Power Plants of the investors for the 
entire life of the WEC's offering the 
investors a total peace of mind. This 
leaves the investors to concentrate 
on their core businesses while tak- 
ing care of their power requirements 
and freezing the costs of their power 
bills for next twenty years in the 
least. Tanti further adds, "our ma- 
chines have generated maximum 


energy per kw installed with annual 





in excess of 98 — 99% thanks p ie 





availability factor being maintained 









providing power at frozen costs, 
offer employment opportunities to 
people in the nearby areas. Tanti re- 


iterates, "with the development of 
our wind Farm at Satara, not only 
have we given the grid additional 
power to light over 80,000 homes we 
have thrown open the doors to hun- 
dreds of families to welcome their 
youth back home who had ventured 
far from Satara to search for daily 
wages. Our medical facilities at 
Vankusavade are being utilised by 
the locals with thousands of locals 
being benefited. We also undertake 
eye camps and blood donation 
camps to help the local authorities — 
a commitment to the society we 


firmly believe in. Should the policies” 


back us we would in the near future 


have more green districts like Satara 


in the country." 


He strongly emphasizes that to meet — 
its energy demand and sustain de- 
velopment targets, India needs to. 


fulfil its commitment to source 10% 


of its electricity from renewable ^ - 
sources by 2010, not to mention to 
foster confidence, a long term policy —— 

with the right market incentives is — 
| . absolutely essential. It is pertinent - 


to say that the answer to India's - 


e x eu dcr is — — in M 
. in the windi! s | 
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PERSONAL BUSINESS PENSION FUNDS 


A landmark verdict 
restrains Air-India 
from backtracking 
on its promised 
pensions to gloss 
over mismanage- 
ment of employee 


funds. That's good 
news not only for 
Air-India pensioners, 
but also employees of companies 
like the former Williamson Magor 
group firm Kilburn Engineering, 
who are facing similar problems. 





VIKAS DHOOT 


HE smiles are back on the faces of 

33-year-old Smita Jadhav and her 

two children, Sonali and Vivin. For 

a year now, a dark cloud has been 

hanging over their household. Air- 
India (A-I), Smita’s late husband's em- 
ployer, had threatened to cut her widow 
pension from Rs 2,000 a month to 
Rs 400. With an ailing mother-in-law 
and school-going kids to take care of, she 
couldn't see how she could make ends 
meet. And her's wasn't the only house- 
hold under threat — 1,851 other families 
were being denied what was 
rightfully theirs. 

Thethreat had come from 
some 'amendments that the 
company made in the Air-In- 
dia Employees’ Self-Contrib- 
utory Superannuation Pen- 
sion Scheme  (AIESSPS). 
Effectively, the changes 
meant that current retirees' 
monthly pensions would be 
cut by anywhere between 
50% and 87%. 

Five representatives of 
the pensioners and the Air- 
India Pensioners Welfare As- 
sociation filed a case in the 
Bombay High Court chal- 
lenging the A-I decision. The 
respondents named in their 
case were AIESSPS, Air-India, 
Life Insurance Corporation 
(LIC) [which managed the 
superannuation pension 
scheme investments and 
payouts], Air-India Employ- 
ees Guild, Air-India Officers 
Association, and AIESSPS 
chairman and trustee Amod 


Smita Jadhav (R) and her 
family will get the pension 
that’s rightfully theirs 


SANJIT KUNDU 








Justice 





The Bombay High Court verdict favouring 
Air-India pensioners is a landmark decision 


Sharma along with 11 other trustees. 


The case went on for almost a year. | 


An interim stay granted by the court en- 


sured that until the case was resolved, | 


the retirees would continue to get their 


original pensions. But now, the trial is | 


over and retirees can breathe easy that 

they will indeed continue to get the pen- 

sions they were originally promised. 
The judgement, delivered on 3-4 


April 2002 (yes, it was announced over | 
two days), is a landmark decision in | 
many ways. Not only does it uphold the | 


pensioners’ rights to a pension that was 
assured to them, it also reminds trustees 











| thatthey are mere agents acting on be- 


half of employees and employers. 

In the judgement, the court stated: 
"The (challenged) amendment to the 
Trust Deed to the extent it applies in fu- 
ture (is) legal and valid. As far as the past 
retirees, i.e., the retirees up to the date of 
amendment, are concerned, the said 
amendment cannot apply and such em- 
ployees shall be entitled to continue to 
receive pensionary benefits as they ex- 
isted at the time of the amendment." 

Past retirees include not only current 
pensioners, but also the people who 
have retired but not collected their pen- 
sions yet. Apparently, the 
AIESSPS trustees had been 
thinking of ways to get 
around the shortfalls in their 
pension fund due to their 
own mismanagement since 
October 2001. And the em- 
ployees who retired between 
October and April 2002 (the 
date of their amendment no- 
tice) were left in a limbo over 
their pension dues. 

Air-India and AIESSPS' 
primary contention was that 
the retirees, who form only 
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10% of the 18,386 employee members of 
the pension scheme, have taken 6095 of 
the total contribution by all the employ- 
ees, whereas their own contribution of 
Rs 18.20 crore is only 17.9896 of the total 
contribution. As a result, older employ- 
ees who made smaller contributions 
would receive disproportionately large 
amount of benefits and employees who 
retire after 2005 would not get any bene- 
fit at all despite contributing heavily. 
That's why they had to bring in the con- 
troversial amendment and change the 
pension from 40% of last drawn salary to 
a contribution-linked pension. 

This may confuse one into believing 
that the original scheme is similar to a 
pay-as-you-go scheme, where new em- 
ployees' contributions pay retiring em- 
ployees' pensions. However, AIESSPS 
was conceived as a scheme which would 
be fully-funded if managed properly. 
Any worries that A-I and the AIESSPS 
have now are of their own creation (See 
Zero Visibility’, BW, 9 December 2002). 
For instance, as late as 1999 (five years 
after the scheme was started), the em- 
ployee contributions for the first 27 
months (1 April 1994 to 31 August 1996) 
had still not been remitted by the trust to 
LIC for investment. 

A-I and the AIESSPS also tried to con- 
vince the court that since the scheme 
was a self-contributory one, implicitly, 
its benefits must equal contributions 
made by employees. The court found 


: The court scuttles Al's amended 
. Scheme, which seeks to offer lower 
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LB. M PB.Kumar S. Alhawat 
Source: Bombay High Court Judgement 
in the Writ Petition No. 1273 of 2002 
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PENSION FUNDS 


@ Kilburn Engineering 


IN The Other Beneficiary 


Lf rA ORTY retired employees of Kilburn Engineering (KEL) may be 
- the first to move court to recover their superannuation 
pension fund dues on the basis of the Judgement on the Alr- 
India pensioners’ case. KEL (formerly known as Macnelll & Magor) 


was born when the Williamson Magor group separated its group companies Into 
individual entities. The transition was to be smooth for employees — existing 
terms, ‘Including retirement benefits applicable’, would continue In the new firm. 

The problem Is that the Williamson Magor Superannuation Fund (WMSF) Is an 
umbrella fund, where employees of all 25 companies of the Magor group contri- 
buted. Even after the group split, the superannuation pension funds were still 
with WMSF. In 1999, It was decided to decentralise WMSF so that Individual 
companies could take care of thelr own funds. But the transfer of funds from 
WMSF to the respective companies didn’t happen. It may be mentioned here that 
WMSF Is not refusing to pay, It’s Just not paying. WMSF claims that calculating 
the share of each company's employees takes long, or that some records have 
been burnt, and the like. Even the LIC has sent In four requests to WMSF so far to 
release the pension payment orders of Individual employees. 

WMSF's dues to KEL are sald to be close to Rs 2.3 crore. But now WMSF Is 
saying it can only give about Rs 67 lakh. Allegations of trustee mismanagement 
are flying thick and fast, with some saying that senior managers and trustees 
have walked off with huge retirement cheques from the same fund. 

Affected KEL employees did file an application for a hearing In the Bombay 
High Court citing pension as thelr fundamental right. But the court rejected the 
application saying that pension was a constitutional right and, therefore, had to 
be filed before a lower court first. Going to a lower civil court means years of 
litigation. The employees and thelr lawyers had been exploring other legal 
alternatives. For them, the Alr-India Judgement has come Just In time. 


the argument specious as it ignores two | 


common types of pension funds — de- 


fined benefit funds and defined contri- | 


bution funds. 


Moreover, the monthly pension in | 


question was payable by LIC on the basis 
of an annuity purchased by the AIESSPS 
on the retiree's behalf. The AIESSPS' at- 
tempts to reduce the pension with LIC's 
help and LIC following the trust's in- 
structions were against the latter's statu- 
tory obligation to fulfill the promise it 
had made to pensioners. That the value 
of an annuity, once issued, cannot be 
changed under any circumstances has 
been established in earlier court cases. 
The court, in this case, was irked that LIC 
supported the AIESSPS as it is, anyway, 
notallowed to refund money to the trust. 

Beyond upholding the A-I pension- 
ers’ rights, the court has also dealt with 
certain rights and duties that have never 
been dealt with by the Indian judiciary 
before. These have to do with the ab- 
solute and unilateral powers of trusts 


and the duties of LIC to its policyholders | 








(every LIC policy is backed by a Central 
government guarantee under Section 37 
ofthe LIC Act). “In our view, (it would be) 
a highly unjust and inequitable situation 
if trustees of welfare funds were allowed 
to reduce the pension of retired employ- 
ees merely by intimating the LIC accord- 
ing to their whims." 

Trustees, who are part of thousands 
of such trusts across the country 
(whether for provident funds, gratuity 
schemes, pension schemes or others), 
should bear this in mind the next time 
they attend a meeting. "The trustees of 
the pension fund merely act as agent of 
the employees and employer." 

And employers who wish to disown 
liability for trustees' actions should stick 
this on their walls: "The fact that instead 
of carrying out its socio-economic oblig- 
ation by itself, the company had done so 
through the modality of a trust created 
by it makes no difference." 

For Indias senior citizens, this is a ray 
of hope in an area where there was only 
darkness before. 
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WIN... FOR LIFE 

. By Akhil Marfatia 

Tata McGraw-Hill Publishing 
Company 

Pages: 439; price: Rs 250 









Win... For Life as yet another bor- 


- itsauthor's credentials. For today's 


| |: would have been easy to label 


| ing self-help book if it werent for : 


_ young executives, Akhil Marfatias - 


. name isnt likely to ring a bell. Yet, in 
_ the 1970s and 1980s, Marfatia was 
regarded as the father of the direct 
_ selling industry in India. He almost 
' single-handedly created Eureka 
. Forbes, a joint venture between AB 
: Electrolux and Forbes, Forbes & 


_ Campbell, and turneditinto a direct . 


< selling powerhouse. Under his lead- 
/. ership, thousands of young people 
' discovered the real challenges and 

~ thrills ofa front-line selling career. 
Nearly two decades have passed 
since. Selling has lost 
much of its magic. 


wo Young executives pre- 
fer the more glam- 
ourous marketing - 


jobs. Most sales or- 
ganisations are fac- 
ing problems of high 
staff turnover. Thus, 
Marfatias book is 
interestingly timed. 
| Why does sales 
_ have a stigma attached to it? The 
_ reason is simple: while we all have 
. the potential to sell, not everyone 
- discovers what it takes to build their 
| “winning and selling personalities". 
- Schools don't teach it. And parents 
. never ask what it entails. A few chil- 
.. dren do stumble upon the secrets of 
_ salesmanship and the winning for- 
. mula. Atits core, selling, says the au- 
* thor, is about winning. Winning is 
. about achieving one's life goal and 
- selling is the way to achieve the re- 
_ wards of your achievement. At vari- 
. ous stages in his career, every pro- 
. fessional — be they lawyers, sales- 
| men or accountants — needs to sell 
_ his skills, products and services. But 
. noteveryone succeeds. 
. Marfatias book is a clever distil- 
. lation of his experiences in interact- 
_ ing with front-line sales executives. 
. Backed by useful workshop ideas 
. and strategies for success, this book 
E 














_ is bound to be of great value. | 
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ARELY five 
years ago, 
when life was 
infinitely 
simpler, cor- 
porations did not 
have to go into intel- 
lectual paroxysms 
every time they de- 
bated the imple- 
mentation of a new 
technology. People 
looked at technol- 


ogy as something that helped run 

their business while remaining in the 
background and not as something that 
would dictate their choice of business | 
models. Whether to buy and implement 
a new technology was a simple enough 
decision. You weighed the disadvan- 
tages vis-a-vis your competitors. Or, if 
you were an early adopter of a new tech- 
nology, you assessed the operational ad- 
vantages. You also toted up the cost of 
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Even though the 
dreams of businesses 
built around the Net 


have gone sour for 
most corporations, 
almost all man- 
agers now recog- 
nise that imple- 


‘Technology mente | m 
JmeramecCadomg technology nas be- 
ee aTa come a strategic 
a price: £25 o> decision. But be- 
e A cause technology as a 

| driver of strategy is a rel- 


atively new idea, very few 


| precisely what the 


about the fact in 


guidelines exist for managers 
trying to make intelligent decisions. 
That is why a book with the sub-title The 
Strategic Implementation of Technology 
| is particularly attractive. 
The problem though is that the sub- 
title is entirely misleading. The book is 
about ... well, it is difficult to pinpoint 


book is all about. In 


fact, the author himself makes no bones 


his introduction. It 


out a delightful man. 


the technology and tried to work out the 


return on investment (ROD. 


Then, the Internet business boom 
happened. Suddenly, people started 
talking about business models on the 
Net that were completely different from 
the business models in the offline world. 
And gurus exhorted you to build your 
strategy around available technology 


and soon-to-be-available technology. 


Conservationist Revisited 


T HINK birdman and Salim Ali's name | 


comes to mind. But his cousin, Hu- 


mayun Abdulali, who died recently, | 


was an equally admired and respected 


Salim Ali, Abdulali was the joint honorary 
secretary of the Bombay Natural History | 


| 
figure in ornithology circles. Along with | 
Society (BNHS). This book is partly his | 


own memoirs and 
partly a biography 
pieced together by 
family friend Reuben 
who uses Abdulali's 
notes and accounts 
of friends, colleagues 
and relatives to flesh 
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states: "The focus of this book is the im- 
plementation of new technology, strat- 
egy business models and other innova- 
tion... Technical roll-out and 
installation are only a small part of the 
implementation process and are not the 
main determinants of success.... The so- 
cial side of the implementation process 
begins when we signal our intentions to 
change, and start to create sensitivity to 





by Rachel Reuben 
Mosaic Books 


Pages: 112; price: Rs 280 
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and the many spats 


Born in Japan, Abdulali’s family moved to 
| Bombay when he was a teenager. The 
| young man had a penchant for small- 
| game shikar. But by the time the Wildlife 
Protection Act came about in 1951, Abdu- 
lali had become a conservationist, and 
was responsible for the ban on export of 
frog legs from India. Reuben does a com- 
mendable job of capturing Abdulali's 
character, specially his sense of humour, 
he had with Ali on the 


running of the 
BNHS. The book 
also gives insights 
on the evolution of 
the wildlife conser- 
vation movement in 
India. Another bon- 
us: family pictures 


from the 1920s. E 
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. —andasense of urgency for — the need 
to change..." 

Having fired his warning shot in the 
introduction itself, the author then 
promptly gets down to dissecting the en- 
tire gamut of strategy and management 
issues and thoughts — ranging from the 
different theories of business models to 
the effects of stress in the workplace and 
everything in between. 

If Carlopio tries to cover every issue 
that a modern corporation faces in this 
slim (all of 200 pages) volume, he is 
equally ambitious in discussing each of 
these issues. He tries to examine the dif- 
ferent schools of thought on each issue, 
discuss and dissect the merits and de- 
merits of the arguments of the different 
thinkers, before arriving at some com- 
posite. The first chapter on new business 
models discusses the contradictory 
viewpoints of Porter, Tapscott, Mahade- 
van, Turban, Lee, King, Chung, Glasscoff 
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— and that is only a partial list — before | 
coming round to the conclusion that | 
Porter was, perhaps, the one who got it | 
right. The pattern remains consistent in | 


every subsequent chapter. 
Given the fact that the book is sup- 
posed to be on strategic implementation 





o 


JAMES CARLOPIO has been researching | 
and writing on change implementation for — | 
a number of years. He also provided consul- 
tancy toa number of Australian and US cor- 
porations on large-scale organisational 
change. His specialisation includes cyber- 
netics and technology and behaviour 





chapter is largely a theo- 
retical dissertation on 
how to analyse the work- 
place and match the 


| technology to it, The 
third looks at how strate- 
gic technology decisions 
are actually made. _ 


chapters, which fall un- 
der a section called 
strategic preparation, 
the book degenerates rapidly. The au- 
thor starts discussing how great leaders 
communicate. One of the examples he 
picks is Percy Barnevik. From the way he 


| gushes about the former ABB chairman, 
| itis obvious that Carlopio has not heen 


i 
1 


and implications of technology, the first 
three chapters are still relevant. The first — 
chapter deals with new business models 
and how technology fits in. The second | 


following business news. There is nary a... o 
mention of the cloud that Barnevik i i c 


under currently. 
After that, Carlopio goes completely 
berserk, He devotes 115 pages to "per- 


After the first three - 





he point is that as long as information and things are bound together, 

the difference in their economics is blurred and this suppresses value. 
There is always a trade-off, for example, between the informational 
imperative of wanting to provide the customer with unlimited choice, and 
the logistical imperative of wanting to minimise choice due to the 
associated costs (e.g., the cost of inventory and space to display and 
store many things). When information and things are blown apart, it 


unleashes the potential to create value in new ways. 


Nine Strategies For A Second Life 


HE Phoenix Effect is a bit of a misnomer — it deals as much 

with preventing companies from turning into ash as with 

raising them from it. The authors, PricewaterhouseCoop- 
ers' Carter Pate and Northeastern University's Harlan Platt, 
make a living helping companies turn the corner. They classify 
companies as "the good, the bad and the ugly". The first cate- 
. gory comprises those for that need a “tune up” to do better. The 
second those that need a "turnaround" to catch their slide. The 
third those that need "crisis man- 


————————. 
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suasion, decision, commitment" He 
talks of how it is important to be sensi- 
tive about local culture. He progresses to 
the measurement of change before get- 
ting into the chaos and complexity the- 
mentation fits into all this never 
becomes clear. 

The conclusion is that Carlopio has 
written it essentially for the academic 
community, not for practicing man- 
agers, Anyone looki ng for some aa 
advice will be disappointed. E: 





failure is determined largely by the thoroughness of planning . 
and the execution of the plan. That is where strategies relating | 
to business orientation, scale, debt, sweating assets, getting — 
employees to go the extra mile, products (what to sell; make or | 
buy, etc.), and processes come into play. With elegant simplic- 


ity the authors have packed many years of experience into © = 


strategies classified under these nine broad heads. | | 
It is a rare company that needs no revitalisation at all. So. | 
most managers will find the book useful. The only worry is that _ 


being an insider it might not be possible for him to take anout- |. 


sider's detached view and, to that extent, he could fail to imple- _ 
ment the revitalising strategies. "...Pai- _ 


agement” to get them back on therails. THE PHOENIX EFFECT lures nearly always get another crack 
What is vital, irrespective ofwhich g Revitalizing Strategies No at success, providing they displ: 
. category the company comes under, Business Can Do Without — spirit needed to get off the.c 


says the book, is figuring out the prob- 
- lem or objective and determining the 


scope of the business (whether it m Sons 
needs narrowing, broadening or lea M decr 


ing eee caches success or 
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...” That is probably the single m 
enitn. message in the book an 
has been saved for the epilogue! 


ABHIJIT MIT 
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ory. How strategic technology imple- 
















India cannot gain market access by relying on “hig 


HERE has been a wave of outrage after recent 

- reports that two new bits of legislation could make 

. itmore difficult for our outsourcing juggernaut to 

access the US market. Four US states are reportedly 

-working on a law that will ban outsourcing of 

x government work to foreign countries, And a new Bill has 

been introduced in the US House of Representatives on 

19 May that will make it almost impossible for Indian 

companies to send workers abroad on L-1 visas while the 

foreign subsidiaries of American companies will face no 
such problems. 

These are clearly non-tariff barriers and, hence, unjust 

án the new global economy. Commerce minister Arun Jait- 

ley expressing his outrage at the situation told a meeting of 


-. exporters recently that “we are placed on high moral | 


- . ground and will take it up during the World Trade Orga- 
nization (WTO) negotiations”. Taking the high 
_ moral ground is all very well, but we must 
also recognise that successive Indian gov- 
ernments have got the strategy on free 
trade in services all wrong. In fact, we 
seem to have shot ourselves in the 
foot with spectacular pride. 
(v Let's go backto the debates raging 
- 10 years ago on the Uruguay Round 
of negotiations that eventually led to 
the formation of the WTO, One con- 
_--tentious issue at the time was whether 
trade in services should be part of the 
new international trade body. India was 
` one of the countries that initially opposed 
__ the proposal. We were, perhaps, worried that 
foreign banks and retail chains would invade our 
| . economy, while never realising that the export of software 
services would be our key competitive advantage. The pro- 
posal went through nevertheless and the General Agree- 
<- ment on Trade in Services (GATS) came into existence. It is 
this agreement that Jaitley will have to depend on if he has 
to fight the battle for market access. 
The GATS agreement mentions four types of trade in 
- services. First, there is the cross-border supply of services, 
as in the case of a Mexican power company providing elec- 
tricity services to a town in neighbouring California. Sec- 
nd, there is consumption abroad, for example when a 
British c citizen uses an ATM in France. Third, there is the es- 
tablishment of commercial presence abroad as when Wal- 
. Mart opens a store in China. Fourth, there is the movement 
of natural persons’ as in the case of Infosys sending its engi- 
neers to work on a project in the US. 
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NTHONY LAWRENCE 





gh moral ground” alone 





It is this fourth type of trade in services that i is now be- z 
coming the real issue of debate. The current GATS agree- 
ment does allow countries to impose several quantitative 
and qualitative constraints on the movement of natural 
persons. These include: national security, social obliga- 
tions, cultural differences and public policy. (The current 
GATS rules perhaps allow for the ban on outsourcing of gov- 
ernment services.) 

According to a concept paper by Aashit Shah and Vaib- 
hav Parikh of law firm Nishit Desai Associates, while liberal- 
isation of the movement of professionals “has been more 
onahorizontal approach, it would be more effective to have 
specific sectoral commitments... for skilled professionals 
and workers". 

The challenge before the Indian government is to fight 

for a reduction in these restrictions, The ridiculous and 

arbitrary manner in which H-1B visa quotas are 
unexpectedly changed or the sudden intro- 
duction and withdrawal of the German 
green card are issues that need to be 
highlighted. The basic principle of free 
trade is that market access should be 
based on international rules rather 
than the arbitrary whims and fancies 
of governments. 
For its part, India has been trying 
to make up for its initial mistake of 
opposing an agreement on trade in 
- Services. Now it is busy fighting a battle 
to remove restrictions on the free move- 
ment of its professionals, but nobody seems 
to belistening. 

There's a long battle ahead and Jaitley will need to 
take the fight to the enemy camp. The US is remarkably 
hypocritical when it comes to free trade. In the 1980s, it had 
arm-twisted Japan's auto companies to accept "voluntary 
export constraints”. George Bush does not have the ideolog- 
ical commitment to free trade that Bill Clinton had. So he's 
unlikely to be very receptive to India’s fight i in the WTO in 
the coming months. 

But the battle has to be fought: neve th eless. Trade fric- 
tions are going to increase in 1 : ead a s more busi- oe 
ness is outsourced from the , Wt is 











vices. The iescons from our bizarre e opposition to the very 
concept in the 1990s should be learned. | 

Just depending on moral outrage is not going to be 
enough. Market access is not won by slogans, but by stub- 
bornly prising open closed doors. m 
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TO HEALTH 


statutory warnine: CIGARETTE SMOKING IS INJURIOUS TO HEALTH 


JWT.3046.2003 





How bad is it really? 





ALLY 


bu have made Suzlon, 

dia's undisputed 

arket leader in wind energy. 

br the 5" consecutive year. 

pvt. & Nodal Agencies: Ministry of Power, Ministry Of 


bn-conventional Energy Sources (MNES), Indian 
inewable Energy Development Agency (IREDA), Centre For 


ind: Energy Technology (CWET), Tamil Nadu Electricity - 


bard (TNEB), Tamil Nadu Energy Development Agency 
EDA), Rajathan Rajya Vidyut Prasaran Nigam Ltd 
VPNL), Rajasthan. Energy Development Agency (REDA), 


jarat Electricity Board. (GEB), Gujarat Energy | 
evelopment Agency (GEDA), Maharashtra State Electricity VR 
| (MSEB), na d Development Agency | 


mil Nadu: alaen 5 Steel Products ie. andor E maintained an edge in technology. and added a 
inning Mills Ltd., Amarjothi Wind. Far Ro Amarjothi am MW Indi 
wer Sena Bet ie dtd. Aan Energy Generation P. — MEE capacity of 380.49 MW to In ia's non-conventiona 


d., Amen Knitting Mills, € A. v Cot n Mills Ltd., E y energy pool, capturing 20.3% market share of ; 


a Indian wind energy sector. 


watt class wi 
| turbines of a to 
capacity of 61.25 MW 
across India. ^ — 


Thanks to your faith in our wind power, we have 


| » : Su zlon * the first Indian company to have exported : 5 


1.25 MW wind turbines to the USA. 


-It is your unflinching. support indeed that is. 
|. reinforcingustobe in the lead. 
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BUILD STRENGTHS 


STAR must not make 


the mistake of 
spreading itself too 
thin by getting into 


more businesses than 


it can handle. 


REKHA MISHRA, Jaipur 


E One thing that Star India needs to 
take into account is that it has a very 
strong rival in regional channels. To 
establish and consolidate its position 
as the No.1 media company, Star has 
to deal with the likes of Asianet, Sun 
TV and Zee's regional channels. 
These channels have a devoted fan 
following in the interiors of the coun- 
try. Star must realise that the people 
in the metros comprise a small per- 





THE WRONG TACK 


This refers to your cover story on Re- 
liance Infocomm (‘What Went Wrong?’, 
BW, 19 May). When | attended a Dhirub- 
hai Ambani Entrepreneurs seminar in 
December 2002, it was apparent that 
something was inherently wrong with 
Reliance's telecom venture. The com- 
pany officials did not have any clue on 
many important issues. After reading 
the story, I realised that the lack of clarity 
emanated from the top echelons and 
percolated all the way down to the front- 
line. Given that the first innings was a 
washout, Reliance must ensure that it 
does not suffer again. It entered the mar- 
ket hastily. Reliance Infocomm should 
do some introspection before going 
back to the people with some more hare- 
brained schemes. 

V.S. BADRI NARAYANAN 

Chennai 


SHOWCASE ACHIEVEMENTS 


It is high time that the achievements of 
the government sector are highlighted 
(‘The Brand That Is India - I’, BW, 26 
May). This will make people more 
aware of the true potential of sarkari 
departments and will go a long way in 


GUIDANCES UNDER SCRUTINY 


;Businessworld! 


DISINVESTMENT DERAILED 


See HE MAKINGOF — 
INDIA'S BIGGESIS 
MEDIA HOUSE 





centage of the total audience. Also, 
not everyone will find channels like 
Channel V and Star World palatable. 
Zee is also something that Star 
just cannot afford to ignore. Now that 
NDTV, Star and Sahara have entered 
the news arena, Zee is bound to get 
more aggressive and could be a po- 
tential threat to Star. 
PRAVEEN SURI 
Ahmedabad 


moulding their perceptions regarding 
government services. A meaningful, 
symbiotic relationship between the 
public and the private sectors can help 
propel the country to greater heights. 
KISHOLOY ROY 

Via email 


A NEW PHENOMENON 


Though a rising rupee might be good 
for our nations pride, the export market 
is bound to face trouble because of it 
(‘Super Rupee, BW, 26 May). Also, the 
fact that the rupee is constantly falling 
against other leading currencies has 
created a lot of confusion among cor- 
porates, which have only seen the 
‘downslide’ of the rupee till now. 

VISHAL SAITH 

Lucknow 


CORRIGENDUM 


In the story on the Tata Group (‘All- 
round performance, BW, 9 June), the 
name of Firdose Vandrevala, CEO, Tata 
Power, has been spelt as Pheroze Van- 
drevala. The error is regretted. 


Letters can also be sent to 
editor@bworldmail.com 
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Some of the US senators who are 
against outsourcing to India 
(clockwise from top left): Dianne 
Feinstein, Tom Tancredo, Joe 
Lieberman and Barbara A. Mikulski 


4 LETTERS TO THE EDITOR 
55 BIZQUIZ 
68 EDITORIAL 


IN THE NEWS 


10 BANKING STOCKS The volatility in banking stocks 
was the direct result of an information gap created by 
a series of flip-flops by government officials. 


12 ITES A survey of call centre employees says they are a 
happy and excited lot. So why the 43% attrition rate? 


18 FM RADIO High licence fees and a fragile alliance of 
the Mumbai licensees. The result: WIN loses out. 


ECONOMY AND POLITICS 


8 ECONOMICS 2.0: NIRANJAN 
RAJADHYAKSHA If private play- 
ers are allowed to operate freely 
in healthcare and education, the 
quality of services will improve. 


COMMENT: A. DESAI In the 
Delhi schoolteachers' campaign, 





education takes a backseat. 


posters dominate the walls while | 











COVER STORY 


o [he Backlash 


In April, a US employee of Bank of America shot 
himself. He did so, his father says, because he had 
lost his job. And he lost his job because the bank 
outsourced that job to India. In five US states, 
senators have introduced bills to stop jobs from 
going to locations like India and China. Websites like 
nomoreH1b.com are leading the anti-offshoring 
charge. Even mainstream media like CNN has 
started taking notice of the protests. How bad is the 
problem? What will happen in the next six months? 
Will this spoil India's BPO party? A detailed look. 





22 CONGRESS A bridging of differences between the 
Congress and the Mulayam Singh Yadav-led Sama- 
jwadi Party has given a serious jolt to the Mayawati 
government. But will they be able to stay together to 
challenge the Vajpayee government next year? 


BUSINESS 


24 ABB After he took over as the Swedish company's 
India manager in 2001, Ravi Uppal has been chasing 
product and service opportunities. And, finally, the 
strategy appears to be paying off. 


38 HONDA With its gear- 
less scooters alone, it 
has overtaken Bajaj 
Auto. Now, with the ad- 
dition of Eterno, a 
geared scooter, Honda 
takes on Bajaj Auto in 
its own backyard? 


> a = seti 


OE 


Haruo 
Takiguchi 





44 INTERVIEW Ranbaxy’s president (R&D) Rashmi 
Barbhaiya talks to BW about the challenges in devel- 
oping new drugs in India. 


46 BY INVITATION: R. GOPALAKRISHNAN The Tata 
Sons executive director discusses how business 
leaders can tackle the unknown unknowns. 
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How Does It Affect Us? 


| F you have been following the 


LEAD STORY 
® Busting The Myths 


Most marketing theories about the consumer are 
bunk, says Harvard professor Gerald Zaltman, as 
they continue to make assumptions that have 
been proved incorrect by other disciplines. But he 
does suggest the way ahead. A BW exclusive. 


Indian business press, you | Busipessworld | 

could not have failed to no- | | 
tice the stories about the US 
backlash against jobs being out- 
sourced to India. You would have 
read about Kevin Flanagan, the 
Bank of America worker who 
shot himself in the parking lot of 
his office after he was laid off— How bad is it really? 
and how his father blamed his 
death on the bank outsourcing jobs to India. You would 
have read about how five US states — Maryland, New Jersey, 
Connecticut, Washington and Missourie — have already in- 
troduced bills to curb American jobs being outsourced and 
how more are likely to follow. You would also have read 
about how the US is planning to crack down on Indian tech 
e companies for misusing L1 visas. And the moves to cut the 
Gérald - number of H1-B visas issued every year. 














Zaltman 
But just how bad is the backlash and what does it actually 


mean for India? How badly will it affect the Indian IT and 
ITES (IT-enabled services) industries? And what are Indian 





SPECIAL companies planning to do about it? None of that is very 
clear from the stories that have appeared in newspapers 
50 EXTRACT Don’ try to fix prob- and magazines so far. 
lems before you understand the 
complex relationships among Our cover story this issue answers precisely those ques- 
them and their causes. An extract tions. Special correspondent Shelley Singh and senior cor- 
from The McKinsey Quarterly. respondent Shweta Verma got in touch with US senators, 


tech workers whose jobs were under threat, employers and 
consultants to gauge the full extent of the opposition to jobs 
being outsourced to India. Shweta and Shelley also spoke to 
various Indian IT and ITES companies and Nasscom offi- 
cials to see how they were responding to the issue. Senior 


SCIENCE 


58 ASTRAZENECA The company has 
one ofthe world's largest R&D 





T | 
centres to develop new TB drugs. adi A assistant editor Rajeev Dubey oversaw the project. And the 
Can it help fight the scourge? | answers they came up with? Well, I don't want to give the en- 
tire story here. 


BOOKS 
Meanwhile, don't miss the interview with Gerald Zaltman of 
66 THE NANO AGE The world has invested nearly $2 Harvard Business School in this issue. Zaltman says that 


billion in R&D in nanotechnology — a technology 


much of the marketing theory that everyone swears by to- 
that is set to change the face of business. A book on 


day is nothing but junk. Why does he think that? Turn to 


the coming nano age. page 26. 

Cover Design: JYOTI THAPA MANI 

For appointment advertisements go to 

www.jobsahead.com/jobworld.html Ky Ow 

For advertising opportunities go to (AVEEK SARKAR) 
www. agencyfaqs.com/brandfit/businessworld.html CHIEF EDITOR 


MAGAZINE OF THE NEW ECONOMY E 13 BUSINESSWORLD 16 JUNE 2003 


).—— toonowios 2.o wma uw 00 
TIME FOR A BIG SHIFT 


FRIEND of mine who is a doctor was taken aback re- | ted to it. Instead, they have to battle mile-long queues, 
cently when he received a call from one of Mumbai's | which any economist will tell you is a sign of artificial short- 
top speciality hospitals. “You had applied to us some | age. So parents are driven to neurosis. 
time ago and wed like to know if you're still inter- There is a huge shortage of good schools in the country. 
ested,” the lady at the other end asked him. That's | (And I don't mean just expensive schools of the type high- 

when he lost his temper. lighted in magazine cover stories. The school that helped a 

This friend of mine is a cardiologist. He had spentacou- | fisherman's boy become the president of the country needs 
ple of years in Australia to learn what was then a new tech- | much more attention than the schools that help cultivate 
nique of clearing cardiac blockages — angioplasty Hecame | the right accents.) 

back to India about 10 years ago. He assumed that his Why only schools? Is there any reason why clubs which 

newly-acquired skills would ensure anattachmentinoneof | offer nothing more than a bar and a pool should be so ex- 

the top three or four hospitals in Mumbai. However, his | pensive and much sought-after? Thankfully, all this could 
naive assumption was soon blown to bits. The rejection let- | now be changing. Investment has started pouring into ser- 
ters came in. The medical mafia did not want any threats to | vice industries. This magazine has already written at length 
its monopoly. about the boom in hospitals and schools. Going forward, 

That monopoly is now being broken. The major metros | the middle class will be able to break out of the stranglehold 
are now seeing a rush to build speciality hospitals. I reada | that existing hospitals, schools and other service providers 












report recently that said that the top cities will soon have over it. 

have surplus capacity as far as cardiac care is But there is a worrisome aspect to all this. As 
concerned. Another doctor friend tells me of now, most of the investment is pouring 
that he gets fewer and fewer outstation into the high-end of the services sector. 


patients today because smaller (but There are excellent cardiac hospitals 
well-equipped) nursing homes have CONTROLS ON HEALTHCARE and international schools coming up 


come up just outside the metros. AND EDUCATION SHOULD BE by the dozen. These are inevitably ex- 

Hence that call to my cardiologist pensive. There’s nothing wrong in 
friend. The hospital he had applied LIFTED. IF THE PRIVATE that. Ifthere is a market for expensive 
oo deee err cubes re oie SECTOR IS ALLOWED A FREE ot au turther decontrol of these 
quality healthcare. It can no longer HAND HERE, THE QUALITY OF sectors will ensure that service 

d it tation alone. It id ddressi h i 

a By a. BENOE WL IMPRE- Se a E E 
an application made nearly 10 years ago. It's not an empty hope. James Tooley, 
"Your game is over. In another five years, this professor of education policy at Newcastle 
entire racket of getting attachments in hospitals University, has written about how private schools 
will end. Any doctor will be able to walk into ahospital | have mushroomed across the slums of Hyderabad, offer- 


ing cheap education to the children of rickshaw-pullers and 
fruit-sellers. They are refugees from the poor services pro- 


with his patient, use the hospital's facilities, pay for them, 
and walk out," my friend angrily told the hospital's manage- 
ment committee. vided by government bodies. 

Why is his story worth recounting? Because I think it Sooner or later, this question is bound to be asked: "Why 
captures a big shift that is taking place in the Indian econ- | should the government waste its time on managing schools 
omy — the beginning of the end of various service sector | and hospitals?” It will bea lot better if this is left to the pri- 
monopolies. The Indian middle class has grown up in the — vate sector. 
midst of rampant shortages. Many of these were a result of The government can continue to subsidise the needy, 
too much control and too little competition. perhaps through a system of vouchers. Otherwise, we'll end 

Economic reform has already finished off the shortages | up with the unfortunate situation where the poor are 
in manufactured goods. Today, one doesn't have to stoically | chained to the mediocre education and healthcare pro- 
wait for five years to get a car allotment. Now, itissimple | vided by the government, while the better-off escape to the 
enough. You just walk into a showroom when you feel likeit | private sector. So, the earlier controls on education and 
and drive your car away. healthcare are lifted, the better. 

Why shouldn't it be the same with schools? A parent 
should be able to walk into a school and get his kids admit- The author can be reached at niranjan_r@hotmail.com 
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TODAY WAS 
A GOOD DAY. 

I FOUND A WHOLE 
NEW AREA OF 
WASTE AND 
INEFFICIENCY. 


You've stretched every budget and cut every bit of fat. Or have you? SAP solutions give you 




















real-time visibility of information across your entire enterprise, so you can plug the leaks in 
your supply chain with greater accuracy, get products to market faster, get more out of 
procurement and reduce duplication. Things you might be doing now. But could be doing more 


effectively with the right business solution. Visit sap.com for details. 


THE BEST-RUN BUSINESSES RUN SAP ^ 


FOR A FREE COPY OF THE INDUSTRY-SPECIFIC SAP WHITE PAPER AND A COMPILATION OF SAP 
CASE STUDIES ACROSS INDUSTRIES E-MAIL US AT info.india@sap.com 


OEM 9568 
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Who blew the 
banking bubble? 


| eign funds) and T. Chaudhary, an un- 


AST week, a six-month bull 
run on banking stocks came 
to a crashing halt, hurting 
investors badly. It is now evi- 
dent that the volatility was 
due to an information gap created by 
government flip-flops over whether 
banks would be allowed to return capi- 
tal to the government at par. The mar- 
ket soared on such hopes, especially af- 
ter 28 May, when a finance ministry 
spokesperson confirmed this. Then, on 
30 May, finance secretary S. Narayan 
said that might not happen. Two days 
later, the decision was not yet made. 
That's not the government's only 
crime. It is also guilty of selectively re- 
leasing market-sensitive information 
to a few institutional investors. On 22 
May, sources say, a conference call was 
organised between a group of institu- 
tional investors (including leading for- 


Could buybacks limit 
growth of banks? 


UPEES 4,400 crore — that's how much the govern- 
M ment will lose if banks return capital to the govern- 
ment at par. But the government may not be the 
biggest loser; it could well be the banks them- 
selves. That's because if banks do return capi- 
tal, the government stakes will fall — even 
down to 51% as in the case of Bank of Baroda 
(BoB) (see ‘The Buyback Question’). That's the 
minimum the government will have to hold in 













THE BUYBACK 
QUESTION 
Bank of Baroda 
ssa nat 


Figures in % 


dersecretary in the finance ministry. 
The meeting was organised by a large 
Mumbai broker, Prabhudas Lilladher, 
reveal sources. Over the course of the 
meeting, fund managers asked the offi- 
cial to clarify the government's stance. 
“This is the way the government works. 
If a bank comes to us today to return 
capital, we will have to accept it at par 
as that's what we've been doing. But we 
are considering other ways to do this. 
However, there’s no immediate deci- 
sion made yet,” the undersecretary is 
reported to have replied. This meeting 
was held four days before Punjab Na- 
tional Bank (PNB) made its plans 

to reduce capital by Rs 130 
crore public. Bank of Bar- 
oda (BoB) followed the 
next day announcing 
plans to reduce capital by 








Rs 91 crore. Interestingly, news about 
announcements were out in the market 
two weeks earlier. Arun Sheth, manag- 
ing director, Prabhudas Lilladher, re- 
fused to comment on the conference 
call. The undersecretary denied that it 
ever took place. 

But the story of capital reduction 
goes back to earlier months. Andhra 
Bank announced as early as January 
that it was considering a capital reduc- 
tion of Rs 50 crore. The bank’s plans 
eventually went through on 27 
March. Ever since, sources say, 
top Mumbai brokers like 
Motilal Oswal Securities have 
been approaching the chair- 
men of banks and lobbying 
with them to reduce capital. E 

In recent months, a slew of 
banks have decided to return cap- 
ital to the government. But even as 
more brokers have been pushing the 
idea to keep the bank bull run alive, 
mutual funds, too, have done their bit. 

Since November 2001, most funds 
have almost doubled their expo- 
sure to banking stocks. Some like 

Alliance Basic Industries Fund 

have a 3596 exposure. 
The bubble may have burst, 


A 





a public sector bank. That's dangerous because with the fall 
in government holding towards the 51% threshold, banks 
limit their ability to grow in the next few years. Why? When a 
bank gives a loan, it has to statutorily set aside capital equal 


to 9% of that loan amount. So as banks give more loans, they 
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return 
of capital 










Before 
return 
of capital 














will have to increase their equity proportionate to the 9% 
norm. Sooner or later, banks will have to raise fresh capital, 
even though chairmen argue that accruals and Tier-II capital 
(bonds) are adequate to fund future growth. That's when 
the trouble starts. Take BoB. If government equity falls to 

5196, BoB cannot raise any more equity from new inves- 

tors as that will dilute government equity further. The 

only way out would be a rights issue (at close to market 
price), with the government subscribing in full. Why 
would the government accept Rs 10 for a 
bank share now (that's below current mar- 
ket prices) and pay many times that amount 
a few years later? One way out could be to 
reset the 51% threshold to 33%; Yashwant 
Sinha had promised this earlier. This means 
disinvestment. But the government has dis- 
invested in other PSUs at a hefty premium. 
Why should banks be any different? 


is 
AVINASH CELESTINE 
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but some key questions remain 
unanswered. For instance, how nor- 
mal is it for a government official to 
make market-sensitive comments to 
investors in a closed meeting rather 
than a public forum? How did the 
news of capital reductions in PNB 
and BoB leak? Have mutual funds not 
learnt the diversification lesson even 
after their 40-60% exposure to tech 
stocks? 

And finally, is anybody answer- 
able to retail investors who didn't 
have the information that the select 
institutions had? E! 
AVINASH CELESTINE & VIKAS DHOOT 






One step 
forward... 


URING the last two quarters, 
D ICICI Bank has recovered Rs 400 

crore worth of non-performing 
assets (NPAs). That amounts to around 
13% of the bank's total NPAs of Rs 3,151 
crore. Sources in ICICI Bank say that 
many defaulters have suddenly become 
eager to settle their bills after being 
served legal notices. Under the 
Foreclosure Act, banks now have a new 
power to seize their assets. 

However, this recovery of NPAs has 
not sent ICICI Banks net profit soaring. 
That's because its net NPAs rose by 
Rs 430 crore in financial year 2002-03, 
thereby cancelling out the effect of the 
write-backs. Recently, a brokerage 
house issued a report saying that the 
bank may have to classify Rs 3,000 crore 
worth of loans as NPAs in the future. 
That's what kept the corks from 
popping off the champagne bottles. But 
the alacrity with which defaulters are 
clearing dues bodes well. x 

AVINASH CELESTINE 








R.A. CHANDROO 


e News 
Overheated! 


Banking sector stocks are falling. R. Sukumar, chief investment officer, 
Franklin Templeton India, in a chat with BW's Vikas Dhoot advises investors. 
















Ii A look at the price to adjusted book value of some of these stocks shows 
that they are overheated. Is the excitement sustainable? 

The rally in PSU banks, in particular, has been due to increased retail 
participation, essentially led by speculators who are betting on the reported 
return of capital to the government at par value (which would make the 
holdings of other shareholders more valuable). We believe that at current 
levels many of the PSU bank stocks do not look attractive relative to other 
large-cap stocks. However, capital reduction at par could change valuations 
overnight if it happens and then some of these stocks could run up. 


@ What are your other concerns about the banking sector? 

Our concerns have largely to do with the fundamentals of certain PSU banks. 

We are worried about: 

Profitability: The ability of PSU banks to sustain it given that portfolio gains 

cannot be expected to be at the same levels; 

Costs: The high cost structures of PSU banks in servicing and distribution; 

Retail: The possibility of their increasing penetration, given the competitive 

advantage that the private sector banks enjoy; 

Standard assets: Provisions are much lower than (for) private sector banks 

Management: The administrators of PSU banks are not moving fast enough 

to reduce the competitive disadvantages 

Retail-based fees: Unlikely to get meaningful share of the income from 
distribution of products like insurance, mutual funds, 

RBI bonds, etc. 

























@ Beyond capital appreciation, does it make sense 
for an investor to buy banking stocks for their 
healthy dividends? Can it be a regular income solution 
in times of low interest rates? 
The sustainability of healthy dividends depends 
on the profitability of the banks, which is 
dependent on some of the above-mentioned 
y factors. Since the current rally in the markets 
/ , seemsto be speculative, if the expected 
^ \ capital reduction doesn't come through, 
investors might run the risk of capital 
erosion over the short term. The recent 
correction in banking stocks after 
statements from the government with 
regard to this issue is a clear indication that 
those who are betting on capital erosion 
should keep in mind the fact that the 
downward risk is high. Return of capital at 
par does not make economic 
sense to the government, 
which is looking to reduce 
its deficit. 
The profile of PSU 
banks in particular will 
impact the risk-reward 
equation. Investors who are looking to 
invest in these stocks should carefully 
analyse the fundamentals of the banks 
and their own risk profile before making 
any buying decision. ij 
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EMPLOYEES' PROVIDENT FUNDS 


Life after the | 
rate cut 









“eNews 


rated bonds with low returns. At pay-out time, they 
will have to dip into their company's reserves. Some 
trusts encourage loans against provident fund, but 
this goes against the fundamentals of provident fund, 
which is supposed to be a terminal benefit scheme." 


AMIT GOPAL, assistant vice-president, India Life AMC 






F } i 
HE provident fund (PF) rate was 4 ere “ob. The EPF rate should have been re- 
cut last week. The labour ministry — 4/7 the returns: duced further as 9% return is unsus- 
gave in to the finance ministry's E Seg, ^ tainablefor anyone. Most of my in- 
pressure to align the rate with market / / AAA corporate debt 6.75% vestments are in SDS, which gives a 


realities. The MoF had suggested a | B 
rate of 8%, but they have only been 
taken down to 9%, that too withan | | 
additional 0.5% bonus for 2003-04. 
The 3,000-odd PF trusts that are run 

by companies will have trouble achiev- 
ing those returns. BW's Supriya Ku- 
rane spoke to three experts. 





VÀ. PSUs 
b. I us 





inl. 





"T 

The absence of a rate cut makes 
trustees invest in state government bonds that f 
may default or they might invest in safer AAA- |” 








CALL CENTRES 
Shiny, happy 
people? 


RECENT NFO-PeopleEquity India 
A survey, covering 1,000 employ- 

ees, 19 companies and four 
Cities, measured employee satisfaction 
in the call-centre industry, but had no 
answers for HR managers wrestling 
with 40% attrition rates. 

On the other hand, the findings, 
available exclusively to BW, suggest 
that call-centre employees are a happy 
and excited lot. The study identified five 
factors — motivation levels, willingness 
to recommend employer to friends, sat- 
isfaction with the working climate, per- 
ceived image of the company and will- 
ingness to reapply to the same 
employer. It then built a TRI*M index to 
measure employee satisfaction. On a 
scale of -65 to 135, the call centre sector 





Central government securities 6% 


4 State government securities -10.5% 


XX. — PFs can invest 10% of assets in AAA corporate 
WX debt, 25% in central government bonds, 
15% in government bonds, 40% in. 


a PSU bond and 10% discre- 


scored 99. In contrast, the manufactur- 

. ing sector scored about 50-60. 

| The study also identified the con- 
cern areas — not enough holidays to re- 
cuperate from stress, no room for pro- 
moting individual interests, no advice 
on how to balance work-life, etc. That 









return of 8%, how can we pay out 
9%? Pay-out rates should be mar- 
ket-driven, not regulated." 


J.R. DALAL, officer (accounts), ACC 


6.75% 






"There is no clarity on whether pri- 

vate provident fund trusts have to pay this 
bonus too. Also, will this bonus be taxed in 
the hands of the employee? 







R.CHANDRAN, assistant manager (HR-operations), Citibank 


should not surprise HR managers. 
"Employees enter the profession 

. knowing what they are getting into, 
but their disillusionment is due to their 
expectations from their company and 
not with the industry. The attrition is in- 
tra-industry. They hope that by moving 
from one company to another, their ex- 
pectations will be met," offers Abraham 
Karimpanal, business head, NFO India. 
That may be an explanation, but cer- 
tainly not a solution. 

The solution may, perhaps, be found 
in the city-wise ratings. Delhi ranked 
the highest with 103. Mumbai, scored a 
measly 80. But why are employees in 
Mumbai so dissatisfied? "Mumbai em- 
ployees look at the profession as a long- 
term career option rather than as an in- 
terim stop-gap arrangement," explains 
Karimpanal, adding, "and they often 
end up disillusioned." Perhaps HR man- 
agers need to stop promising careers 
and simply hawk jobs. m 


SUPRIYA KURANE 
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AFTEK INFOSYS 


The scrip rise mystery 


Tatime when infotech stocks are plunging, one 
IT stock has been steadily climbing. And how! 
Over the last two months, Aftek Infosys' stock has 
appreciated almost 7096. Why is it rising so phe- 
nomenally. Aftek CEO Ranjit Dhuru claims: "Our 
fundamentals are improving. Companies like 
ours have a price-earnings (PE) multiple of 9- 
10. Our PE is only five. We think the market is 
rerating us, given the growth we have 
shown." But analysts aren't buying that line. 
So who is buying Aftek? Dhuru claims that 
Kotak Mahindra and UTI hold stock in Aftek. 








Overture and Autonomy dominating the market. So the acqui- 
sition fails to explain the stock price movement. Then, how 
about looking at Aftek's attractive 50% operating margin com- 
pared to the industry average of 28-30%? 

Most analysts are not convinced about this either. "Aftek's 
business is 70% services and 30% products. In services, their 
billing rate is $24-26 an hour, which is lower than for Infosys 
(Technologies). So what is it on the product side that is deliver- 
ing such huge margins?" asks a research head at a broking 
house. Recently, Dhuru had a hard time convincing SBI Capi- 
tal Markets why no institutional investor wanted the stock. So 
who is buying Aftek? There's no clear answer on that either. Wi 


But, both these funds' latest monthly 
portfolio fact sheet shows they do 
not hold any Aftek stock. 
Dhuru also feels that the 
surge could be due to a recent 
acquisition — the 49% stake 
that Aftek has picked up in 
German firm Arexera. Again, 
analysts are sceptical. Arex- 
era has a nifty search tech- 
nology, but that is largely re- 
stricted to the German 
market. It also has an interest- 
ing anti-spamming software. 
Unfortunately, both these mar- 
kets are fiercely contested, with 





MID-CAP STOCKS 


Up and away 


M 


ID-CAP stocks are back with a 
bang. The Top 5 mutual fund 
performers in May are all 
funds focused on investing in mid-cap 
firms, be it the Franklin India Prima 
Fund or the Nifty Junior Benchmark Ex- 
change traded fund (Nifty Junior Bees). 


MID-CAP BULL RUN 
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THE RISE AND RISE OF AFTEK 


1,387.01 








SHISHIR PRASAD 


/. Aftek Infosys 









So what's driving the surge? 
Sundaram Mutual Fund's equities 
fund manager Srividya sees three rea- 
sons why. Some mid-cap firms showed 
better annual results than the large 
caps in their own sector. Dividend pay- 
outs were hiked by 5-695 for most 
while some have even paid 8-99! 
There is also a seasonal reason be- 
hind the rally. Typically, in May-June, 
mid-cap stocks are rerated by 
the market on the basis of re- 
sults and prevailing low valua- 
| tions. The excitement cools by 
end-June or July. This doesn't 
mean you should avoid mid- 
caps altogether. Over the last 
5-6 years, while CNX Junior 
Nifty index has doubled, the 
Nifty has hardly moved. So 
keep one eye on the stocks and 
another on the weather. ik 
VIKAS DHOOT 
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PUBLISHING 


Men in the news 


EN have big egos and at last a 

M eene is going to say that! 
ME (Mens Ego), a 

quarterly priced at Rs 50 will 

be launched by Delhi- 

based publisher Tarun 

Sarda in October. 

His Rs 8.5 crore Vin- 
tage Publication pub- - 
lishes Celebrating Vi- 
vaha (50,000 copies; 
price Rs 50), In Touch 
with Fashion (35,000 
copies; price Rs 200) 
and Timeless Jewels (25,000 copies; 
price Rs 100) all quarterlies. 

So why a men's magazine? "There is 
synergy with all my other three maga- 
zines, which are in the lifestyle and 
fashion space," says Sarda. He will start 
with a print run of 25,000 copies and 
hopes to get Rs 1.5 crore at the end of 
the first year. E 


VANITA KOHLI 
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RADIO CITY 91 FM 


PRESENTS 
REFRESHING NEW PROGRAMS 
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To advertise on India's Hit Hindi Music FM Radio Network that's 


rocking Delhi, Mumbai, Bangalore and Lucknow contact: 














Call 51619191 or 
email at radioworksdel @ myradiocity.com 
Call 56969100 or 


email at radioworksmum @ myradiocity.com 
Call 2121971 or 


email at radioworksbgl @ myradiocity.com 


Call 2616666 or 
email at radioworkslko 9 myradiocity.com 
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SBI CARDS 


Profits from 
plastic 


FTER three years in the credit 
A cards business, SBI Cards has 

broken even with a profit 
before tax (unaudited) of Rs 7.48 
crore for the nine months ended 
December 2002 (the FY03 results are 
not yet out.) This is the first time 
that the financials of any credit card 
company have been made public. 
Last year (FY02), SBI Cards ran up a 
loss of Rs 1.56 crore on an income of 
Rs 16.49 crore (when it had a base 
of 9 lakh cards). According to a 
Venture Infotek report on the credit 
card industry, SBI's total card spend 
in FY02 was Rs 1,485 crore. 
Standard Chartered's credit card 
business, too, had broken even in 
three years, though its profit figures 
are not available. 

SBI Cards created waves a 
couple of years back when it 
positioned itself at the middle- 
income household market, unlike 
the entrenched foreign banks which 
had focussed on the higher-income 
group. That helped SBI garner a 
base of 11 lakh cards in December 
2002, behind only StanChart and 
Citibank. But since then, it has had 
to face tough competition from 
other players like ICICI Bank, which 
has also aggressively targeted 
similar customers. 

While Rs 7.48 crore might seem 
small, SBI Cards is still growing. The 
Indian operations of other big 
players like StanChart and Citibank 
earn a big chunk of profits from 
credit cards. E 
AVINASH CELESTINE 








TELEVISION RATINGS 


TAMS challenge 


HE debate over CAS (Conditional Access system) has got a lot of people 
worried. Advertisers and media buyers feel that set-top boxes (STBs) 
might capture viewership data over a larger sample size and, so, they 
could stop subscribing to TAM's PeopleMeter (viewership data based on 
a sample of 4,555 homes in 73 cities). That has forced TAM to defend its 
PeopleMeter. A TAM paper presents the following argument: 
ll Smart cards are not smart enough! 
Not all STBs have smart cards that can capture viewership. Even if they have, smart 
cards can't detect if there is a viewer before the set, or who in the family is watching. 
E Information from a single multi-system operator (MSO) STBs are inadequate 
Even if STBs can detect such information, it will only flow to an MSO. Mumbai 
alone has more than 10 MSOs today. So one MSOS viewership information is no 
comparison to, say, a system which captures viewership for 73 towns across 
hundreds of MSOs and local cable operators. 
Bi Information from multiple MSOs can't be pooled 
This is not possible because analog boxes are incapable of a viewership capturing 
feature, individual MSOs that go in for digital STBs will have diverse 
technologies, and MSOs may not part with the information to any third 
party. 
ll Aren't free-to-air (FTA) and terrestrial 
audiences valuable to advertisers? 
In a post-CAS scenario, the TAM PeopleMeter 
will capture viewership data in terrestrial, FTA 
Cable & Broadcasting as well as CAS-enabled 
cable and satellite homes. But only homes 
that opt for pay channels will have STBs. 
ll Go West. Go East. 
Though many countries have tested STBs, 
no one has yet figured a way of gauging 
viewerships with it. 

But, that is a TAM point of view. Wait 
and see how things unfold. D 
VANITA KOHLI 
















MARUTI IPO 


To buy or not 


S the Maruti IPO overpriced? Busi- 


be a good year for the company. They 
are trying to regain marketshare by 
competing on prices and are in a good 
position to cut costs, considering their 
scale and size." 

— Srividya, equity fund manager, Sun- 
daram Mutual Fund 

W "The Maruti IPO is expensive. Their 
largest-selling model needs a revamp. 


nessworld posed a simple question: 

"Would you buy Maruti at the IPO 
floor price of Rs 115?" to a fund man- 
ager and an analyst. Their responses 


were contrasting. That could affect mar- 
@ “Yes, | would buy gins. Suzuki's royalty 
Maruti. There are no waiver and 

big auto companies in discounts on comp- 
India. Maruti is the onents are only sweet- 
biggest player. At a eners." 

PE multiple of 8 for — Richard D'Souza, 
the next year it does World's 1 11h largest vehicle research analyst, 

not seem too expen- manufacturer in 2000 Sunidhi Consultancy 
sive. And 2004 should Services E 
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uper Mileage. Super Pick-Up. Super Safar. 


IESEL SUPER. Whether you are driving on the highways or in the bustling metros, there is one diesel in India that makes 
riving a very pleasurable experience. DIESEL SUPER. Reinforced with 
Tulti Functional Additives, it cleans the engine, minimises exhaust 
missions, prevents gum formation, restores peak engine power and 


cceleration, hence ensuring lower maintenance costs. So, switch over 


gerina 


indian 





> DIESEL SUPER for a pleasant driving experience. 


lvatlable at select outlets in all metros and major cities. UM. 
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FM RADIO 


Warning bells on 
all frequencies 


ui bono? Who gains? That is | 
what Mumbai's five troubled | 


FM radio broadcasters, sho- 
uld have asked themselves. 


The licence fees were killing | 





them. So they were in New Delhi two | 


months ago to renegotiate their agree- 
ment with the government and try to 
switch to a revenue-sharing agreement à 


la the cellular telephone companies. | 


The least they needed to do was get the 


payment schedule of the licence fees for | 


the second year deferred. Four of the sta- 
tions belonged or were affiliated to Ben- 


nett, Coleman and Company, Mid-day | 


Multimedia, Living Media and Music 
Broadcast (MBPL). The fifth belonged to 
Gautam Radia, an entrepreneur and the 
founder of WIN 94.6. 

To win the licences, all of them had 
agreed to pay Rs 9.75 crore each as li- 


cence fees for the first year (with 15% es- | 
calation every year). But each found that | 


the current revenues did not cover the 


fixed costs of Rs 6 crore, variable cost of | 


Rs 2 crore-3 crore and the licence fees. 
The total addressable market for radio 


was Rs 110 crore nationally. In Mumbai, | 


the largest ad market in the country, the 
licence fees alone was double the rev- 
enues in the first year and there was no 





hope of making money before five years. | 





Representations to the Union gov- 
ernment had fallen on deaf ears. So, in 
early April, they agreed to ask for a 90- 
day deferment of the payment of the li- 
cence fees. They joined hands, decided 
not to pay and hoped the government 
would listen. After the handshakes were 
over, Bennett, Coleman (which owns Ra- 
dio Mirchi) decided to pay up. "The date 
for us to deposit the license fee was 21 
April, which was eight days ahead of 
everyone else, and so we deposited it," 
says Prashant Panday, COO, Radio 
Mirchi. He adds that there was talk of 
asking for a 30-day grace period. His 
company denies there was any agree- 
ment not to pay the fees. 

But at least two senior industry exec- 


utives concede that the meeting had | 


been held. "Bennett, Coleman had a 
week's grace period. They could have 
waited, but didn't," says a source. The 
moment Bennett, Coleman did this, the 
rest followed. Except Radia, who could 


not because he did not have the money. | 


(Radia had managed to raise only Rs 25 
crore from angel investors Hemendra 
Kothari and Ajay Piramal.) He forfeited 


his bank guarantee and had his licence | 


revoked. He was obviously in an alliance 


of unequals. All the rest had deep pock- | 


ets. Radio Mirchi, for example, had al- 
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ready raised Rs 60 crore from CDP Capi- 

tal via a complex financing structure. 
Radia had started Intelligent Investor 
(Now Outlook Money) and sold it to Ra- 
jan Raheja. He then ran a 350-man radio 
station — Maharaja Broadcasting — in 
Sri Lanka quite successfully. With WIN, 
he, perhaps, let himself be fooled by co- 
operation from his rivals. Radio Mirchi's 
Panday says: “94.6’s demise was bad. But 
since all radio stations air similar pro- 
grammes, WIN listeners can tune in 
elsewhere." 8E 
SHISHIR PRASAD 











Two big exits and a small beginning 


AVI Deol, the man cred- 
ited with building the 
Barista coffee chain, 
has quit. His exit, ostensibly to 
pursue higher studies at the 
London School of Economics, 
is a surprise. Deol had joined 
Barista in September 2000 af- 
ter stints with Ciba Geigy, 
Wipro-GE, and Coca-Cola. As 
head of distribution and retail 
of Coca-Cola India, he helped 
expand the company's reach 





R 


Photographs: DINESH KRISHNAN 


to 70,000 retail outlets and 
` 40,000 villages.Deol will 
. continue as non-executive 
director. 


Like Deol, Rajan Chhibba, 
managing director of retail 
consultancy KSA Technopak, 
who also quit last week, has 





a passion for distribution. 
Earlier, Chhibba ran a mar- 
keting and distribution firm 
for six years. But, he couldn't 
surpress his entrepreneurial 
urge. He has floated InTrim, a 
supply chain, distribution, 
branding and marketing firm. 
Chhibba is a free spirit, and 
KSA chairman Arvind Singhal 
is looking for a replacement 
from within the firm. E 
M. RAJSHEKHAR 
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4 colour printing 4 colour printing + special purple 


BILT Royal. Because it takes 


a special paper to deliver 


special colours and effects. 





4 colour printing + special purple, pink, red & blue + spot U^ 


There are many things that go into printing the perfect picture. Coating strength of paper is one of them. 
£ £ E I E 5 pak 

BILT Royal, a respected name across the globe, lives up to this promise. A product of 502 quality tests, 

it delivers exceptional print fidelity and ink coverage. Available in matt and gloss, double coated 


BILT Royal is the answer to hi-speed and hi-resolution printing, perfect colour balance and registration. 


This ad. is printed on BILT Royal C2S coated paper (gloss), 170 GSM. For more details call 1600-3333-16 or visit us at www.biltpaper.com 


...ideas in paper. 
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Black & white 4 colour black & white 


BILT Royal. Because it takes 
a special paper to print 


metallic colours. 


4 colour black & white + dash of green + silver metallic 


There are many things that go into printing the perfect picture. Mottle free paper is one of them. 
BILT Royal, a respected name across the globe, lives up to this promise. A product of 502 quality tests, 
it delivers exceptional print fidelity and ink coverage. Available in matt and gloss, double coated 


BILT Royal is the answer to hi-speed and hi-resolution »rinting, perfect colour balance and registration. 
I gl | 


This ad. is printed on BILT Royal C28 coated paper (gloss), 170 GSM. For more details call 1600-3333-16 or visit us at www biltpaper.com p ideas in 
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ELECTIVES 


E pride ourselves as the world's largest democ- 
racy; our newspapers are full of national political 
competition — between big ideas such as secular- 
ism and communalism, or socialism and capital- 
ism. However, what distinguishes India is the de- 
gree to which democratic politics has taken root at the 
grassroots level. I recently had a glimpse of it during a cam- 
paign among the schoolteachers of Delhi for election to the 
executive committee of the Government Schoolteachers' 
Association. We have generally pretty naive notions about 
teachers — that they are more interested in knitting than in 
teaching, that all they want is higher salaries, and so on. Ac- 
tually, the reality is more complex and fascinating. 

The economic demands showed great variety. Teachers 
have to wait 10 years before being promoted to senior scale; 
they wanted the period to be reduced to eight years. To be 
promoted, a teacher has to give a seminar; apparently the 
seminar has to be given in some school other than 
their own, to a large number of students. Some 
teachers want this to be abolished. Some 
parties were more moderate; one said 
that there should be a limit on the dura- 
tion, that the seminar should not be 
attended by more than 35-40 stu- 
dents, and that it should be held 
within 10 km ofthe teacher's school. 

Several parties wanted the trans- 

. portation allowance to be reintrodu- 

- ced. Teachers sometimes fall ill and do 

not turn up for duty. They have to pro- 

duce a medical certificate. So the Delhi 
government gives them an allowance for 
medical examinations and empanels doctors 
to examine and treat them. Some teachers want 

the medical allowance to be raised. Others want private 
hospitals to be empanelled so that they would get the full 
panoply of services. Yet others want the present system to 
be replaced by access to the Central Government Health 
Service; that would entitle them to be treated at CGHS dis- 
pensaries and to hospitalisation when necessary. One party 
wanted the pension fund to be computerised to reduce de- 
lays in payment and felt that teachers should be allowed to 
withdraw money from it for pilgrimages. 

One would think that schoolteachers get enough leave; 
but they want more. They want casual leave to be increased 
from eight to 12 days; some ambitious ones want 20 days. 
Teachers get less leave in summer than students because of 
examinations and so on; they want 10 days’ special leave to 
compensate. Some take leave of this world. Their jobs were 
once given to dependents — sons or daughters or wives. 
This privilege was abolished; some want it reintroduced. 


A 
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THE DELHI TEACHERS’ 
CAMPAIGN POSTERS 
DOMINATED SCHOOL 

WALLS BUT THERE WAS 
LITTLE EDUCATIONAL 
MATERIAL ON THEM 






FOR TEACHERS 


All parties wooed special interest groups. Teachers who 
have or get a Ph.D. should be promoted to teaching in col- 
leges. Librarians have no chances of promotion as only few 
schools employ them and most have only one; one party 
wanted every middle school to have a librarian and a sub-li- 
brarian. Another wanted the grade of physical-training and 
yoga teachers to be raised. A third one wanted laboratory 
assistants to be put on the same grade as junior teachers. 

The students did not figure much in teachers' dreams; 
but one party did ask that scholarships should be intro- 
duced from the first standard itself, and that all scholarships 
should be increased by Rs 100 a month. One inexplicable 
proposal was that the Central Board of Secondary Educa- 
tion's examination fees should be raised; presumably the 
marking fees the teachers get depends on examination fees. 

The teachers were entirely against privatisation, as well 
as partnership, an idea that Sheila Dikshit has successfully 

implemented in other fields. They did not like non- 
educational duties, especially election duty. 

They wanted at least women teachers to be 

exempted from it, and others to be called 
to a place within 5 km of their homes. 
Principals were not popular. 
Teachers wanted them to be more 
strictly controlled and wanted con- 
trol of properties to be taken away 
from them. There should be no sus- 
pension without a special reason, 
they said. But just because principals 
were unpopular, it did not meant they 
were undesirable; a teacher would not 
mind becoming one. Many schools, espe- 
cially small ones, do without a vice-principal; 
one party wanted vice-principals’ posts filled up. 

One of the 'parties' in the elections was a scheduled 
caste one. Its candidates were exercised over the faking of 
SC/ST status. Elsewhere, some states had started giving 
SC/ST certificates to distinguish genuine persons; this 
party wanted them introduced in Delhi. It wanted two 
teachers from each school to be vested with the task of en- 
forcing reservation. Another party wanted a roster of SC/ST 
candidates to be prepared so that vacancies could be filled 
up quickly and high-caste substitutes kept out. 

What struck me was that in some schools teachers' cam- 
paign posters dominated the walls; there was very little ed- 
ucational material on them or the notice boards. It was as if 
the schools were teachers' clubs into which children were 
allowed out of kindness. Whatever else they may lack, these 
government schools certainly do not lack a stern hand. 











The author is consulting editor of Business Standard. 
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ARATI R. JERATH 


HE reverberations of the political 


turmoil in Lucknow are being felt | 


in Delhi. For the first time since the 

BJP-led National Democratic Al- 

liance came to power, the possibil- 
ity of a broad-based coalition of anti-BJP 
forces is emerging and it could pose a 
formidable challenge to the ruling al- 
liance in next year's Lok Sabha polls. 

There are hurdles to cross before the 
coalition takes shape, but the main ob- 
stacle, the standoff between the Con- 
gress and Mulayam Singh's Samajwadi 
Party (SP), seems to have been crossed. 
For the first time after they 
fell out over the disastrous 
attempt to topple the Vaj- 
payee government in 1999, 
the two are doing business 
again. Their immediate aim 
is to dislodge the Mayawati- 
led Bahujan Samajwadi 
Party (BSP) government in 
Uttar Pradesh, but the 
larger target is the Vajpayee 
government at the Centre. 

This has taken political 
circles by surprise. Certain- 
ly, neither BJP nor BSP was 
expecting the patch-up and 
UP chief minister Mayawati 
went on a five-nation tour 
unaware of the storm that 
would break in her absence. 
The impetus came in the 
forced exit of Rashtriya Lok 
Dal chief Ajit Singh from the 
Union cabinet in the last 
reshuffle. Things happened 
quickly. Ajit Singh met Con- 
gress president Sonia Gan- 
dhi, then Mulayam Singh 
met her. Within a couple of 
days thereafter, a joint dele- 
gation comprising Con- 
gress general secretary 
Nawal Kishore Sharma, and 
SP leaders Amar Singh and 
Ajit Singh met UP governor 
Vishnu Kant Shastri and 
staked a claim to form the 
government. 

Besides, in her most cat- 
egorical statement on the 
issue, Sonia said in Srinagar 
recently that her party is 
"open" to the idea of a na- 
tional electoral alliance to 
fight the BJP. She also con- 
ceded that a tie-up with the 
SP is a “possibility”, indicat- 
ing the Congress is willing 
to form a coalition govern- 
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ment with its former bete noire. 
Congress sources point out that a 
patch-up was inevitable. It was just a 
matter of timing. With the Lok Sabha 
polls due next year, pressure is mounting 


on the anti-BJP forces to join hands if | 


they want to oust the NDA. Much as the 


Congress hates to admit it, ground reali- | 
ties in Bihar and UP are forcing it | 


to concede political space to re- 
gional parties like SP and Laloo 
! Yadav's Rashtriya Janata Dal. In 
Bihar, with the emergence 


Congress has been irrelevant 


Sonia Gandhi ends standoff with SP 
with an eye on the general elections 


‘OPEN’ TO 
TIE-UPS 


MAGAZINE OF THE NEW ECONOMY 





of the Samata-BJP alliance | 
in opposition to Laloo, the | 





for over a decade now. In UP its perfor- 


| mance in the 1999 Lok Sabha polls, 


when it got 10 seats and 18% of the vote 
share, was its best since 1989. It, there- 
fore, has little option but to look at an 
alliance, a formal one or informal seat 
sharing in these two states, which to- 
gether account for 121 Lok Sabha seats. 

There are plenty of problems, how- 
ever, that can destroy the fragile truce 
between the Congress and the SP. One 
has already cropped up: the former re- 
fused to be part of the delegation that 
went to Shastri if Rashtriya Kranti Dal 
leader Kalyan Singh was going to be in it. 
Although any alternative government in 
Lucknow would need the 
support of his four MLAs, 
the Congress is still diffident 
about sharing a political 
platform with someone so 
closely identified with the 
Babri Masjid demolition — 
Kalyan Singh was chief min- 
ister of UP when it hap- 
pened. Ultimately, as a 
compromise, Kalyan Singh 
did not go in the delegation. 
But then, nor did Mulayam 
Singh. He sent Amar Singh 
as the SP representative. 

This is just a sample of 
the pitfalls ahead. The 
biggest issue confronting a 
non-BJP front is, of course, 
the leadership question. 
Will Mulayam Singh allow 
Sonia Gandhi to lead the al- 
liance? Will Sonia be ready 
to hand over the mantle to 
someone else in the Con- 
gress or even outside her 
party? Will Laloo accept 
Mulayam Singh as the 
leader? Or vice-versa? How 
many seats will Mulayam 
Singh give the Congress to 
contest in UP and how 
many will Laloo part with in 
Bihar? Will the Congress ac- 
cept to play second fiddle to 
these parties in states that it 
once dominated? 

These questions must 
be answered once talks be- 
gin for the Lok Sabha polls. 
But for the moment the 
Congress-SP tie-up in UP 
has got the BJP worried. It 
will have to review its strat- 
egy. That means that the 
fate of the Mayawati gov- 
ernment hangs in balance. 
And that despite its formi- 
dable numbers. 
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T was a difficult homecoming for 
Ravi Uppal. On 15 September 2001, 
days before he was to rejoin ABB as 
its managing director (he had quit in 
1996 after a 16-year stint), Uppal was 
being briefed in Sweden by the then ABB 
CEO Jorgen Centerman, and the top 
brass on his new assignment. The $26- 
billion power and automation giant was 
slowing down in the US and Europe and 
it was looking to India and China for 
growth. Centerman wanted Uppal to 
double ABB's Rs 800-crore sales in five 
years — that's a 1596 annual growth. The 
ABB top brass knew the target was a stiff 
one — in the preceding five years ABB's 


| sales had hardly grown. At the end ofthe | 


meeting, Centerman asked Uppal: "So, 
are you ready to come home?" 

Uppal replied in the affirmative, but 
demanded more powers than his prede- 
cessor, K.K. Kaura. ABB was organised 
along business units globally and Indian 
managers in these units reported to the 
business heads in Sweden. But Uppal 
wanted to be made country manger — a 
practice ABB did not follow in any geog- 
raphy except China — and wanted the 
India heads to report to him. Centerman 
agreed, but only because Uppal had 
been a star performer in his earlier stint 
— at 38, he was ABB's youngest vice- 
president ever and had grown ABB s in- 
dustrial division from Rs 35 crore in 1990 


When he took over, Ravi Uppal started a series 
of changes in ABB. Now they are paying off 


RETURNT 
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to Rs 280 crore in 1996. He quit to set up 
Volvos subsidiary in India and grew that 
business to Rs 250 crore by 2001. 

Exactly 18 months later, Centerman 
will be pleased that he made that special 
concession. On 10 April, when ABB an- 
nounced its 2002 results, sales had al- 
ready grown to Rs 1,200 crore. Profit (be- 
fore tax and extraordinary items) had 
jumped 44% to Rs 123 crore. The order 
book, too, was 20% bigger. Uppal is al- 
ready halfway through to his 2005 target 
inless than two years. The stock has shot 
up from Rs 245 to Rs 338 in the last year 
and analysts want Uppal to go for the 
Rs 1,600-crore target in three-and-a-half 
years instead of five. 

Sure, it could be argued that the ex- 
ternal environment played a part. After 
years of dithering, the government has 
finally started committing money to 
power reforms, shifting focus from 
power generation to transmission and 
distribution (T&D). ABB gets 6096 of its 
revenues from the T&D sector. In the last 
two years, close to Rs 2,000 crore has 
been spent under the Accelerated Power 
Development and Reforms Programme 
(APDRP) to improve power distribution 





BUSINESSWORLD 16 JUNE 2003 








in several states like Karnataka, Tamil 
Nadu and Andhra Pradesh. Uppal 
claims that ABB has garnered almost 12- 
1596 of that spend. Another Rs 7,000 
crore is allocated for this year. 

But the biggest part of the turn- 
around can be attributed to one simple 
strategic change that the company 
made: from just thinking of projects, the 
company started focussing on products 
and services as well. To understand why 
that is a big change, consider this: ABB's 
main business (80% of sales) till now was 
from high-end turnkey projects such as 
setting up a new cement or paper plant. 
It was not only the contractor but it was 
also the supplier of almost all the stuff 
like motors, drives, low-voltage trans- 
formers, etc., that went into these plants. 

ABB was, therefore, not primed to 
other opportunities like selling products 
like motors on a standalone basis. Also 
as new opportunities, like biotech parks, 
hospitals, high-end housing had sprung 
up, ABB's distribution network could not 
reach original equipment makers, like 
air-conditioning system manufacturers 
or elevator companies. So, product sales 
were almost non-existent. Besides, ABB 
was not tuned into the maintenance op- 
portunity either. Services revenues were 
just 8% of total revenue in 2000. 

Thetop brass in Sweden realised that 
since there was hardly any capacity ad- 


dition happening, ABB's project-driven | 


business model would sputter. More- 
over, since customers pay for projects 
only on completion, which can take sev- 
eral months, there was a huge strain on 
working capital. In 2001, for example, 
the company paid Rs 7.2 crore as interest 
to finance some of that. 

So Uppal wanted ABB to chase prod- 
uct and service opportunities. Products 


(Margins: 8-10%) and services (12-1596). . 
are also more lucrative than projects (3-- 


696). Uppal, therefore, trebled the num- 
ber of channel partners for the products 
business to 325. He also appointed a na- 
tional service manager who is also part 
of the corporate managing committee 
and reports directly to Uppal. 
The payoffs are already visible. Even 
as revenues from projects have grown 


from Rs 640 crore to Rs 840 crore be- | 


tween 2000 and 2002, products have 
grown from Rs 96 crore to Rs 240 crore 
and services from just Rs 64 crore to 
Rs 120 crore. 

That's made a big difference in the 
competitive landscape. Unlike ABB, 
arch rival Bharat Heavy Electricals (Bhel) 
has been content mostly with the pro- 
ject business. Bhel's 18% growth during 
the same period was, therefore, much 
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discontinued operations like oll, gas and petrochemicals and the asbestos 
liability on its US subsidiary has put ABB in the red. Last year, it i incurred a 
loss of $783 million and had to retrench 12,000 people. To get back Into profits, 
ABB has to lower the cost base by $800 million by mid-2004. Some of that ig going 
to come by moving manufacturing to low-cost operations like India and China. i 
But exports was not a core area for ABB India, export income was only. Rs 
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HE ABB Group had been going through tough times since 2001. Losses from — E 





lower than ABB's 50%. "That's due toa | 
combination of higher project sales as | 


well asthe growth in the channel partner 
business (selling products as opposed to 
just projects). They have grown their 
marketshare in the channel partner 
business, largely by taking away share 
from competitors like Siemens and 
Crompton Greaves," says Shilpa Krish- 
nan, analyst with Prabhudas Lilladher. 
Moreover, with the new product and ser- 
vice focus, ABB's margins (profit before 
tax) have increased from 8.7% to 10.2%. 

But to achieve all this, Uppal had to 
win an organisational battle first. Over 
the years, the ABB workforce had be- 
come laid back and was content with 
modest growth rates. The challenge was 
to make the stodgy ABB organisation ag- 
ile enough to hound the new opportuni- 
ties in products and services. 

Uppal had limitations here. He 
couldn't hire fresh talent, as personnel 


cost was already a high 15% of sales. 


ABB's performance management sys- 


tem did not differentiate between high 


and average performers. "The company 
valued teamwork, high performance 
was a dirty word," concedes PC. Rajiv, 
head (HR). ABB had a rigid, four-grade 
organisation structure with fixed 
salaries. “In one year,” remembers Rajiv, 
"every Grade D employee got a Rs 800 in- 
crement." Besides, there was stiff inter- 
nal resistance to any transfer. 

Uppal decided to dump the grade 
structure. Starting in February 2002, he 
travelled extensively, meeting employ- 
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ees and explaining why ABB would | 
move to an individual compensation : 


" 
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crore or 896 of total revenue in 2000. That's something that Uppal is trying to. d 
correct. To begin with, he has managed to convince the global team to choose — - 
two factories — Vadodara and Nasik — as global feeder factories for highand 
medium outdoor circuit breakers. More such products are In the pipeline. B 
Recently, ABB India bagged a Rs 168-crore order for setting up six new cm 
substations in Syria. A few more orders like these, Uppal hopes, will heip ABB a 
increase exports to 25% of sales or Rs 400 crore by 2005. d 


riim yon a La e S A AA tvi p rere em te Oh ennai itia 


plan. By April 2002, employees: were 
handed their letters and were advised 
not to disclose their salaries to others: Al. 
this was done with great speed, to min- 4 
imise resentment or resistance, ^ "The . 
first 100 days were important,” remem- 
bers Uppal. A new appraisal system, 
with a component for individual perior 
mance, was introduced last year, E 
The new system seems tobe work. 
ing. In just the first 100 days, 100 trans- 
fers were made, compared to just 10in | 
one year. Revenue per employee has. 
since increased from Rs24 lakh to Rs 37 
lakh in 2002. (Personnel costs have come 
down to 11% in 2002). Uppal has imple- 
mented other measures like cutting 
down costs, improving collections and — 
better inventory management, which 
has also freed up working capital.” 
interest burden has reduced to Rs 5 
lakh from Rs 7.2 crore two years ago, ooo 
But the ABB turnaround is far fror m 
over. Competition is intense, withilo 
(Bhel, Crompton Greaves) and globa 
players (Siemens, Alstom, Emerson). 
Siemens, for example, has also become. 
more powerful and, like ABB, has trime- 
med alot of flab. Its profits for 2002 wer 
up by 35%. In the first half of 2003, th 
company grew its turnover by 13%. It 
parent has committed to investing $500 
million in India. ABB, though, is un. 
to get any funds from its parent. On: 
contrary, the ABB top brass is expect 
a lot from India. As Uppal admits, . 
performance is being monitored o 
monthly basis. "They (ABB Swe 
have set a cracker on my tail," hequ 
surely is firing up the company. 
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‘95% of Thinking Happens 


GERALD Zaltman is pushing against the 
tide. The professor of marketing at Har- 
vard Business School believes that most 
marketing theories about the consumer 
are bunk because they have no roots in 
science. So, building on research from di- 
verse disciplines like neurology, sociol- 
ogy, cognitive science and psychology, he 
has been trying to understand how con- 
sumers contemplate their needs and 
evaluate products. It’s an onerous task he 
has set himself. The nature of science is 
such that the longer an idea stays in 
vogue, the harder it is to debunk. Once 
the larger questions are answered, scien- 
tists and researchers move on to smaller 
pieces of the puzzle. What Zaltman is do- 
ing is nothing less than asking everyone 
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to get back to the drawing board. In a 
conference call with BW’ Indrajit Gupta 
and M. Rajshekhar, the Boston-based 
academic spoke about how marketing is 
getting increasingly insulated, and why 
this needs to change. Excerpts from the 
interview: 


WE What are the reasons why traditional 
marketing has come under a strain? 

There are several reasons. On a surface 
level, there is more competition, con- 
sumers have more choice, and they are 
increasingly sceptical about companies' 
marketing messages. This makes estab- 
lishing effective emotional contact with 
consumers more difficult. But that is 
only skimming the surface. What com- 





panies have to do, and what they are re- 
luctant to do, is think differently. Doing 
that is very hard. It requires taking a crit- 
ical look at current assumptions and 
working knowledge and a willingness to 
face the fact that they may be wrong. 
Also, many firms fail to put them- 
selves in the shoes of the customer. They 
focus alot on what they think customers 
think. Then, they go out and validate if 
that is the case or not. But they rarely in- 
vest the kind of time and effort required 
to truly understand what consumers 
think so that they can answer questions 
they cannot put to the customer. An ex- 
pert on Aristotle should be able to an- 
swer what Aristotle would have said 
about, say, nuclear energy. The expert 
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In The Unco 


knows Aristotle so well that he or she is 
able to put forth a very plausible answer 
when asked what he would have said. 
The way things are, companies have not 
invested (enough) in understanding their 
consumers to enable them to answer 
questions like that. In a rapidly changing 
technological environment, many cus- 
tomers cannot imagine certain products 
or services even though they will have 
very definite reactions to them when 
these innovations are introduced. 

There is also another dimension. Be- 
ing customer-centric involves far more 
than understanding what consumers 
might want. It means also being able to 
anticipate what customers might find 
satisfactory or attractive and leading 
customers in that direction. It calls for 
a kind of leadership and a kind of think- 
ing that leads customers where they did 
notknow enough yet to know they could 
go. And I dont see very much of that 


thinking among any of the firms I see | 


around me. 


@ in india, we rely on focus group 
discussions and depth interviews as, 
perhaps, the primary way of gleaning 
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derstand. By any measure, 
traditional market research 
provides only a small part of 
available knowledge about 
consumers. The social and bi- 
ological sciences and human- 
ities devote appreciably more 
human and financial re- 
sources to knowledge devel- 
opment than the marketing 
profession. And, fortunately 


non-marketing disciplines relates di- 
rectly to marketing. 


Market research has to improve its | 
methods by understanding current | 
thinking in virtually every discipline. I | 
think if we paid attention to the kind of | 
thinking in various disciplines — sci- | 
ence, philosophy, anthropology — it | 


would fundamentally change our per- 


ceptions of how people think and why | 


they do what they do. For instance, re- 
search assumes that most of our think- 
ing takes place in our conscious minds. 
In actuality, consumers have far less ac- 
cess to their own mental activities than 
marketers give them credit for. Ninety- 


five per cent of thinking takes place in | 





OF MARKETING 


for marketers, much of the workin the | 







INTERVIEW 









our unconscious minds — 
that wonderful, if messy, stew 
of memories, emotions, 
thoughts and other cogniti 
processes we're not aware of 
that we cannot articulate. TI 
way things are today, focus 
groups have no fundamental —— 
grounding in science, nà | 
strong rooting in fundamental ^. 
psychology. 


@ To your mind, what will drive 
research to take on more inter- 
disciplinary approach? What are the — 
triggers that will force this upon them? 
Do you see this happening? | 

I see that happening already. As long: as 3 
everyone is doing things the same way : 
everyone is fine. There is parity, no óne 
has a competitive advantage rooted in 
superior custorner insight. The moment 
a firm starts to improve the insights it 
gets, it gains the competitive edge. And. 
sooner or later, companies will under- 
stand they need this knowledge-based 
competitive advantage. It is a slow 
process, but I see it happening. Firms 
have done alot toimprove their potone- 
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ing to dramatically 
impact marketing is 
that the boundaries 
between disciplines 
are sooner or later go- 
ing to melt. Conser- 
vation biologist E.O. 
Wilson introduced 
the term 'consilience 
to describe the unity 
of knowledge — even 
across seemingly un- 
- related disciplines. 
— That is what market 
research needs to un- 
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Consumers can be 'injected' with company messages and. | 
will interpret them. as marketers. intend — E again!) 3 |] 
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‘Consumers’ minds and their surrounding culture can be | | 
studied mh of one another (Reality: Don't even try) | 


VERE aranana iana aa anen anmannan naranai 


teneret ebore ema a iH nb n A RUMEN EN AAA FMA Me Ui 
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Consumers’ mer memories accurately represent their exper | 
| ences. (Reality: Our memories are far more creative than lian 
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Consumers think in words. (Reality: They don't. images precede ' | 
Fenresenton through mores) ] 
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working like befor 
They might be okay 
for harvesting de- d 
mand, but not for- 
| cultivating demand. 
|i |. We need to develop | 
new methods t 
will help us une 
_ stand just wh 
|, consumers want. 
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customer-centric than they ever were. 
What are these companies, and what 
lessons can be learnt form them? 

There are several firms which have al- 
ways impressed me a great deal, in terms 
oftheir consumer understanding. These 


include IBM, Coca-Cola, Procter & Gam- | 


ble, Pfizer, General Foods, Johnson & 


Johnson, Novartis, Bank of America and | 


General Motors. What all these compa- 
nies share is that they understand the 
importance of a story. Each of these 


companies shows how their products fit | 


into our lives. They are increasingly con- 
cerned with finding the core idea under- 


lying the consumption of particular | 


goods and services. This core idea is one 
that consumers in very different cultures 
or situations can all relate to in person- 
ally meaningful ways. However, in each 
culture the way customers relate to the 
core idea may differ. So the challenge be- 


"Most promising 
knowledge exists 
at the boundaries 
between fields 


rather than at 


their centres" 











| comes one of presenting that core idea 
| inawaythatenables peopletorelatetoit | 


in their preferred ways. This becomes 
the "story" people tell about the product 
and the meaning it has for them. 

For example, a firm found through a 
deep understanding of customers that 
people unconsciously responded to 


their product in terms of emotional bal- | 
ance, a very profound driver of behav- | 
, marketing start to withdraw from the 


iour. They were able to create advertis- 
ing around the concept of emotional 
balance that could be used in very differ- 


ent countries. This advertising was very | 


cleverly constructed so that people in 
different cultures could relate power- 
fully to this single idea. When the adver- 
tising was tested using a storytelling 
technique, people in different countries 
told somewhat different stories 
about the same driver — emotional bal- 
ance. This advertising campaign was 
very, very successful. 

Stories contain both our beliefs and 
our knowledge about the world. Suc- 
cessful brands help consumers create 
stories full of promise. For example, 
Coca-Cola helps inspire consumers to 
create stories of refreshment. Malibu 
rum stimulates the idea of escape from 
the small annoyances of life. Other 
brands, like Tanqueray gin or BMW, are 
badge brands. That is, they inspire con- 
sumers to create aspirational stories 
about who they are and what they be- 
lieve they can become. To do that, (one) 
requires an understanding of how the 
unconscious mind works. Consumers 
develop coherent stories about brands, 
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and those stories are encoded in their 
memories. These stories might change 
owing to actions taken by managers, in- 
fluences from other consumers, and, of 
course, consumers’ new experiences or 
reassessments of prior experiences. 


W There was one other thing we wanted 
to look at: that’s the triumph of the 
rational marketing man. When did 


other disciplines, become insulated, and 
as a result, get into this stage of rigor 
mortis? 

I can't say that marketing has withdrawn 
from other disciplines so much as the 
field has not monitored developments 
in as many fields as it should have and 
has not kept up to date in other cases. It 
is partly because of short-term thinking 
among marketers. It forces them to look 
at things which provide immediate re- 
sponses. And that discourages taking 
time to learn about new ideas whether 
they are in familiar or unfamiliar fields. It 
also encourages an emphasis on so- 
called rational behaviour, which is much 
easier to deal with. 


@ That seems to have percolated down 
even to the academic circles. Short- 
termism would be a business 
phenomenon. But even marketing 
concepts have not evolved at the same 
pace as the markets... would you agree 
with that assessment? 

Yes, I would say that is a fair assessment. 
I think the academic world is really no 
different from the business world. In 
both, there are silos. It is easy for people 
in business schools or in marketing not 
to entertain ideas from other silos or de- 
partments. It is a major communica- 
tions problem. There is also an organisa- 
tional issue with universities. The world 
does not divide itself up the way univer- 
sities are organised. We must explore 
many disciplines, since the most prom- 
ising knowledge frontiers typically exist 
at the boundaries between fields rather 
than at the fields' respective centres. 


ii How much of the blame should lie in 
how marketing is taught today? Can 
that be changed? 

Marketing teachers have to take signifi- 
cant responsibility. But things are chan- 
ging. I see a more systematic introduc- 
tion of thinking that comes from other 
fields. And I see slowly but surely, more 
attention to helping students under- 
stand that they have to look at more than 
just customers’ rational behaviour. I am 
encouraged by what I see. But I see it at 
theverybeginningofalongclimb. W 
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SENATORS 

Five senators, like 
Congressman Tom 

Tancredo (right) of 

Colorado and Shirley 

K. Turner of New 

Jersey, have introduced 

bills to prevent jobs 

being taken by foreigners. 
Two more states plan to do so 


SHELLEY SINGH 


HEN Kevin Flanagan, 41-year-old software pro- 
grammer with the Bank of America, stepped out 
into the parking lot of his office and shot himself, 


become the rallying point of the anti-outsourcing 
movement in the US. Kevin did not accuse any- 
body before killing himself after being handed the 
termination notice. But his father did. In an interview to a local 
newspaper, Flanagan Sr. said that his son killed himself be- 

cause he was forced to train his replacement — an Indian engi- 





The anti-outsourcing movement has been slowly gathering 
steam as the US grapples with its worst unemployment rate, 
6%, in the last four years. It has caused five US state senators 
to move bills in their respective senates — New Jersey, 
Maryland, Washington, Connecticut and Missouri — 
to curb the flight of jobs out of their states. And the 
US government imposed visa restrictions that 
prompted the Indian commerce minister, Arun 
Jaitley, to say that India would take the issue up 
with the US as it was causing "trade distortions". 
All the news ofthe outsourcing backlash in the 
US is making people in the Indian IT and IT-en- 
abled services (ITES) industries sit up simply be- 
cause of their sheer dependence on the US market. 
As much as 7196 of India's IT export revenues come 
from the US. The Indian BPO industry's export revenues 
from the US are believed to be even higher. And these two in- 
dustries are also the fastest growing sectors in the Indian econ- 
omy. India's BPO industry grew 59.196 in 2002-03 and is pro- 


| jected to grow 54% to $3.6 billion in 2003-04. Even after the tech 


he probably didn't realise that his suicide would | 


neer — before he was terminated. And that Kevin and several of | 
his colleagues had to lose their jobs because the bank had out- | 


sourced so many of its jobs to India. 


Initially, the news and the accusation was confined to Pleas- | 


ant Hill, California, the city in which Kevin worked and lived. 


But soon it spread. CNN anchor Lou Dobbs ran a show and a | 


panel discussion on the issue. The Wall Street Journal and the 
Financial Times (of the UK) decided that outsourcing — and 
the job losses it was causing — was an important enough issue 
to start focussing on for regular coverage. The San Francisco 
Chronicle carried a number of stories on the growing dissatis- 
faction among highly-trained tech workers who were seeing 
their jobs increasingly going to cheaper foreign workers. 


GLOBAL MEDIA 


Till recently, the problem was 


restricted to the local press. Now, 
major international media — The 
Wall Street Journal, Financial Times, 
BusinessWeek, 
The New York 
Times, CNN — 
are playing up 


the issue 


By Maus, Somos 
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| First Ripple of Backlash As Unions, States 
Seek to Block erem | of Jobs Overseas 


crash, the Indian IT industry has been clocking growth rates 











OUTSOURCING 
BACKLASH IN 
THE US 


upwards of 2596 a year in the past couple of years. 
India also sends 64,350 IT workers to the US. Hence, any 
outsourcing backlash in the US, which also impacts onsite 





| work by foreign workers, will have a great impact on India. 


So how bad is the outsourcing backlash in the US exactly? 
Does it have the potential to spoil the Indian BPO party com- 


pletely? How soon will the effects of the backlash start being felt 


here? BW decided to seek out the answers to these questions. 


| WHAT IS THE GROUND REALITY? 


"It's a recession when your neighbour loses his job. It's a depres- 
sion when you lose yours." 
- Harry S. Truman, former US president, 1958 

As the US faces its worst downturn in 50 years, the words of 
the former president never seemed more true to Americans. 
Due to the downturn, there's a 
grave risk that outsourcing could 
be seen as the chief cause of a de- 
pressed job market. 

Consider this: the 6% unem- 
ployment rate in the US today is its 
highest in four years. Worse, many 
of those unemployed are well-ed- 
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ucated, white collar workers. And while US labour union mem- 


bership fell by 280,000 to 16.1 million in 2002, the number of 
members of IT worker unions like the Communications Work- 
ers ofAmerica (CWA) has swollen. And 448,000 Americans filed 
claims for unemployment benefits in the last week of April. 

The problem, says Nasscom president Kiran Karnik, is that 






A 








unlike the job losses because of manufacturing outsourcing in 
the late 1980s and 1990s, this time, “it is affecting the middle- 
class white collar workers — a population that is articulate and 
forms an important constituency of every political party". 
“Wages are flat. A bonus now is having a job,” says Jeffrey C. 
Taylor, CEO, Monster.com, America’s biggest online recruiter. 
This sentiment has only been fuelled by reports like the one by 
Forrester Research that estimates that 3.3 million of the 6 mil- 
lion US BPO jobs will be offshored in the next 
decade. That's $136 billion in wages moving 
from the US to nations like India and Russia. i 
Which is why the problem — the trade 
unions and IT workers who have lost their 
jobs to onsite and offshore outsourcing — is becoming a 
groundswell. It is this public opinion that has pressed US state 
senators to move bills in their senates. In fact, some of the most 
powerful senators are the authors and initiators of these bills. 
Republican Tom Tancredo, the Congressman from Col- 
orado, sponsored HR3222 and HR946 bills aimed at reducing 
immigration. Tancredo is one of the most active members of 
Congress. "Between 1800 and 1965," he wrote in his statement 
on the bill, “the annual number of people admitted as immi- 
grants averaged 200,000. Since 1990, that number has been 
over one million — and that doesn't count illegal immigrants.” 
The New Jersey Bill $1349 to prevent outsourcing of state 
contracts has been initiated by senator Shirley K. Turner. The 
bill seeks to get state departments to allow only US citizens to 
provide them services under a contract or its sub-contracts. 
Turner had also sponsored bill No. $153, which prohibits unso- 
licited telemarketing sales calls to certain customers. 
Congressman John L. Mica introduced a bill (No. HR2154) 
to prevent firms from hiring foreigners with L1 visas. He also 
serves on the Transportation and Infrastructure Committee. In 
an email response to BW, Mica said: "L1 visa holders are replac- 


ing American workers. This was not the intended purpose of | 


the visa that allows inter-company transfer of employees.” - 
Ifthe politicians and senators are one pressure point, the 


websites are another. More than a dozen websites — some ex- | 
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i pire 
| tremely pernicious — are relentlessly covering anti-outsourc- 

| ing campaigns. Prominent among these are: nomorehlb.com, - ; 
| hireamericancitizens.org, h] bvisasucks.com and zazona.com. 
| 

| 
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The Communication Workers Union 
of America (with 750,000 members) 
was one of the sponsors of the New 
Jersey bill. Now, the Washington 
Alliance of Technology Workers is 
emerging as one of the most 
powerful voices 
against 
outsourcing 
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| In some of these, Indian IT companies are getting eme 
| broiled in some seedy controversies. “Is your company replac- c 
ing Americans with foreigners on work visas? Letsputastopto || 
it! Ifyou know about Tata Consulting replacing American work. — 
ers I NEED TO KNOW! Email me your story,” says the website. __ 
(http://www.hannatroup.com:81/). The site is particdlarlyse- — | 
vere on Indias largest IT company Tata Consultancy Services. 
(TCS). "Tata taking over jobs at Cutler-Hammer, PA... Tatatak- ooo 
ing over jobs at Eaton, OH,” it screams. E 
And after Flanagans suicide, even the mainstream media 
has taken up the issue. Apart from the Lou Dobbs showan CNN. 
last week, a Wall Street Journal article, ‘Unions, States Seek ta 
Block Outsourcing of Jobs Overseas’, had a fair mention of 1n- 
dia. CBS News recently aired a programme ‘Where Have Jobs: 
Gone? beginning with a Bangalore-based firm that is doingac: 
counts processing for US firms for only $6,000 per annum per. 
employee against US firms that 
charge up to $40,000. 
One thing needs to be noted here. 
Anumber of impartial observers say 
that much of this backlash is simply 
because of the depressed US econ- 


WEBSITES 


Websites promoting the cause of 
laid-off workers are mushrooming. 
As the number of those losing jobs 
swell, they could slow down the 
offshoring process 
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ANTI-OUTSOURCING: THE POWER LOBBY 


The US senators and Congressmen who are against jobs going to ‘outsiders’ 


Shirley K. Turner, 
New Jersey 


COMMITTEES 
Education, Co-Chair 
Transportation 


CAREER HIGHLIGHTS 
@ Sponsored $1349, 
the much talked-about 
New Jersey bill, to 
prevent outsourcing of 
state contracts outside 
the country 


@ S153, which 
prohibits unsolicited 
telemarketing sales 
calls to certain 
customers 


@ S414, which requires 
state police to set up a 
trooper performance 
database and early 
warning systems 


@ S439, to establish a 
civilian board of review 
to review and 
investigate complaints 
and allegations of state 
police misconduct 











Tom Tancredo, 
Colorado 


| COMMITTEES 


Education and 


| Workforce, International 


Relations, Resources 


CAREER HIGHLIGHTS 

@ One of the most 
active freshman 
members of Congress. 
During the first session 
of the 106th Congress, 


| he introduced 12 


different legislations 


@ Sponsored HR3222 
and HR946 bills aimed 
at reducing immigration 


@ Established a school 
safety hotline in his 
state. Introduced the 
School Safety Hotline 
Act to allow other 
states to establish 
similar hotlines 


@ Spokesperson for 
issues like tax reform, 
education reform and 


| parental rights 





| Dianne Feinstein, 
| California 


| COMMITTEES 
Judiciary, including sub- 


committee on Terrorism 
and Technology; 
Appropriations; Rules 
and Administration 


CAREER HIGHLIGHTS 

@ First woman on the 
Senate Judiciary Com- 
mittee. Got a ban on 

manufacture, sale and 
possession of military- 
style assault weapons 


@ Authored the 
California Desert 


| Protection Act and the 


Comprehensive 
Methamphetamine 
Control Act of 1996 


@ Successfully 
brokered a deal to save 
the Headwaters Forest, 
protecting thousands of 
acres of ancient old- 
growth redwoods in 


| Northern California 











Joe Lieberman, 
Connecticut 


| COMMITTEES 


Governmental Affairs, 
Environment and Public 
Works Committee, 
Armed Services 


CAREER HIGHLIGHTS 

6 Sponsored the 2002 
resolution authorising 
use of force against the 
Saddam Hussein 
regime in Iraq 


@ Tried to postpone the 
most expensive and 
least effective parts of 
the Bush tax cut and 
replace them with pro- 
growth tax cuts and 
investments 


@ Promoted funding for 
vital research and 
development in science 
and technology 


@ Got the SEC and 
other watchdogs to do 
their duty in the light of 


| the Enron collapse 














John L. Mica, 
Florida 


COMMITTEES 
Transportation and 
Infrastructure, House 
Administration, 
Government Reform 


CAREER HIGHLIGHTS 

@ Sponsored HR2154, 
to limit the number of 
L1 visas MNCs can use 
to move staff between 
nations and the US 


@ After 11 September, 
authored the Aviation 
and Transportation 
Security Act to protect 
transportation modes 
from terrorist attacks 


@ Expedited Florida's 
highway and interstate 
expansion 


@ Served as chairman 
of the Subcommittee 
on Criminal Justice, 
Drug Policy and Human 
Resources. Recognised 
for his anti-drug efforts 


Compiled by Shweta Verma 
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omy. The US economy grew 1.9% in Q1 2003, and is expected to 
grow by 1.1-1.8% in Q2 2003. But it needs to grow at least 3% (it 
grew at 3.6% per annum between 1992 and 2000) to reduce un- 
employment. If the economy grows well in the next two quar- 
ters, most of this opposition to offshoring will disappear. 

“What shape the backlash takes would really depend on 
how the economy moves. If things improve, then these will be- 
come isolated voices of dissent and will die. But if things get 
worse, we'll see more action like tightening of visas...," says Ar- 
jun Malhotra, CEO, TechSpan, Inc. 


WHAT COULD HAPPEN IN THE SHORT TERM 


The course of the backlash will be decided by two things. One, 
the US elections next year. Two, the growth of the US economy. 

In the near term, the protests could grow as US politicians 
gear up for elections. “Politicians have a need to find the next 
cause for crusade after the Iraq war. Whether it solves the prob- 
lem of unemployment or not, they try to get political mileage 
by creating this hype,” says Narendra Surabathula, executive 








vice-president, PRISCO, a US-based procurement ITES pro- 
vider. How serious the politicians are about taking these bills 
will be known after the elections. Ravi Shah, principal consul- 
tant, New Horizons Consulting, expects 100,000-150,000 jobs 
to be lost to outsourcing by next year. “Protests will only in- 
crease. Many of these jobs will affect minority communities... 
and their interest groups will try and lobby against it,” he says. 

While the immediate danger is from the visa restrictions 
(See ‘Tightening The Visa Norms’), it is doubtful whether the 
anti-outsourcing bills will themselves become laws. The New 
Jersey bill was passed by the Senate in December 2002, but is 
awaiting approval of the House of Representatives, which sent 
it back to a sub-committee for discussions. Then, it has to be 
approved by the state governor before it becomes law. Usually, 
95% of these bills don't become laws. Also, the process could 
take at least two years. The Mass Immigration Reduction Act, 
introduced in 1999, is still in cold storage. 

In this rumble against outsourcing there's also the hearten- 
ing voice of Congressman Jay Inslee, who also sits on the Com- 
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mittee on Resources and the Committee 
on Financial Services. In an email inter- 
view to BW, Inslee said: "The legislation 
in Washington state to ban trade in ser- 
vices with India is not going anywhere in 
the... legislature. There was no markup 
on the bill. The bill had limited co-spon- 
sorship. The legislative session is over. It 
will not pass into law." Earlier last week, 
he told the Associated Press: "These bills 
wont go anywhere." 

Richard Jones, vice-president (inter- 
national operations - India and Europe) 
of Exult Inc. sees globalisation of BPO 
work as unstoppable. But he adds: "In- 
evitably, there will be pressures in some 
sectors — notably the government." 

Some of the 50,000 call centres in the 
US (there are another 50,000 abroad) are 
the only job providers in their area. In 
other places like Ohio, things get emo- 
tional. “If you have 1,000 call centre jobs 
going out from Ohio, the alternative left is 
to grow potatoes. It precipitates a crisis," 
says Ravi Chauhan, vice-president (en- 
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What’s the case? 


Pennsylvania 
e 342,387 
e 96,990 


UNEMPLOYMENT 


California 
e 1,030,252 
e 300,451 



























e 222,141 
e 140,367 


Missouri 
e 302,448 
e 69,192 




















@ Unemployed 
Americans 


@ H1B jobs in the state 


Texas 
e 621,952 
e 70,550 






BPO: Nearly 3.3 million of the 6 million BPO jobs in the US may be outsourced 
over the next decade. That’s equivalent to $136 billion in wages every year. About 
1.3 million US manufacturing jobs have already moved out of the US 





HEMANT MISHRA 


terprise solutions), Nortel Networks. 

So the CWA, with 750,000 members, 
has already sounded the bugle. One of the key sponsors of the 
New Jersey bill, it plans to back similar bills in Oregon and 
Alaska. Says legal representative T. Santora: “CWA will sponsor 
such bills in other states also.” Expect rumblings in California 
too. According to the US department of labour, California has 
over a million unemployed Americans — the maximum 
among the US states. It also has the highest number of H1B jobs 
— over 300,000. That's a total H1B payroll of $15.42 billion a 
year. The second-highest unemployed, 0.6 million, are in Texas 
— over 70,000 H1Bs ($3.7 billion in wages). 

The situation could worsen if the slow growth of the US 
economy continues. Then social pressure could prompt the US 
to seek excuses to curtail outsourcing. One such could be secu- 
rity. Already, CWA president Steve Tisza has written a letter ti- 
tled "Threat to Nations Communications Infrastructure’ to 
Daniel Burnham, chairman and CEO of Raytheon Corpora- 
tion, and a member of the National Security Telecommunica- 
tions Advisory Council (with a copy to Homeland Security). He 
writes: “Trained Indian workers... (can) access AT&T’s network 
via all nationwide 4E and 5E switches.... Should AT&T allow for- 
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Phaneesh Murthy 
CEO, Primentor Inc. 


“I don't think private 
enterprises will get 
affected.... Having said 
that, there is a lot of 
negativity in Indian media" 





Kanwal Rekhi 
President & CEO, Ensim Inc. 


"The US recession brought 

into sharper focus the loss 
of jobs to India. Politicians 
always jump at these oppo- 
rtunities to gain favour" 





SANJIT KUNDU 











eign... access to our... communications infrastructure? It could 
be... a potential threat from hostile foreign intelligence agents 
to the telecommunications, energy, transportation,... manu- 
facturing and emergency service sectors of our great country." 
Anationwide clampdown on outsourcing will cause ripples 
in India. Nasscoms Karnik sees no short-term impact (on the 
visa issue). He says: "In the medium term (2-3 years), visa tight- 
ening will have an impact. In the long term, there will be none." 
Vikram Talwar, CEO, exlServices.com, says: “At best, a backlash 
could slow down decisions. Though it will be short-lived.” But 
Atul Vashishta, CEO, neolT, says: "Banking and healthcare off- 
shoring can be impacted on data protection grounds. Sales 
cyles will increase by 60-90 days and costs can go up by 2-3%.” 
But with US companies like GE, Citigroup and American 
Express setting up operations here, the case for offshoring is 
pretty strong. Nasscom says that over 300 call centres in India 
cater to foreign clients — 70% and more of this is to the US. 
Gartner Inc. and Forrester Research say that more than 300 
of the Fortune 500 companies work with Indian IT firms. By 
2004, over 80% of US companies could offshore IT services. 
Says Exult’s Jones: “The non- 
captives are likely to feel pres- 
sure in the short term, but cap- 
tive players like us will not feel 
the pressure as badly — if at 
all.” Non-captives like Daksh 
eServices say that for them the 
backlash is not an issue; last 
month, it got two new clients. 
Other Indian workers, too, 
could be affected. Says Amit 
Misra, 30, a management stu- 
dent at the Graduate School of 
Business, Chicago: “The tech 
market is tough for Indian 
workers. I did not get too many 
offers for summer internship. 
Firms like Deloitte (Consulting) 





Arjun Malhotra 
CEO, TechSpan Inc. 


“If the US economy gets 
worse, we should see some 
tightening of visas as an 
indirect way of getting 
voters to see some action” 
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Tightening the visa norms 


misusing the L1 visas. 


^ Congressman John L. Mica says: "Some companies use L1 visa programme 
<- to bring labour into the US via inter-company transfer and then outsource them 
to others.... The L1 visa holders are replacing US workers at cheaper wages." 

-= The use of L1 visas has shot up in the last few years. The number of L1 visas 
-. granted rose to 57,700 in 2002 from 41,739 in 1999. And Americans started 


-crying foul. 


— ..ln a representation to the Congress in California, lawyer Kim Berry claimed: 
... *India's top-tier software firms now have more than $2.5 billion in sales and are 
- aggressively pursuing the US market — with the advantage of Indian wages and 

. benefits... Twenty American IT workers at Siemens in Florida are being replaced 
by foreign workers earning Indian wages." An immigration law expert at Cornell 

- "University says that legal questions over L1 remain murky. Tata Consultancy 

-< Services, Wipro and Infosys send at least 1,000 employees a year on L1 visas. 
Mica admits that Indian firms have stayed well within the US laws. But he will 
-move for legislative change to tighten the L1 visa programme. This could impact 


: companies that use L1 visas frequently. 





- and Hewitt (Associates), which were very open earlier, now ask 
for permanent work authorisation even for internships." Now 
an intern at McKinsey and Company, Misra says 50% of his 
-< class of 500 does not have summer placements. The backlash 
could also generate cold responses to Indian floats (like Bharti 


^ Televentures' $185-million listing) in the US markets. 


. ARE THE BILLS JUSTIFIED? 


Legal experts like Shardul Shroff, managing partner, Amarch- 


-. and and Mangaldas, believe the US is justified in controlling 
the visas issued to foreigners. Hence, India would have no case 
- evenifit brings the quota to nil. 

| ButtheUShas no legal basis internationally for legislations 
_ like those proposed in the five states. Because, under the Gen- 
«eral Agreement on Trade in Services (GATS), every signatory is 


-= bound to open up its services sector, with exceptions only in 
non-commercial government services like healthcare and edu- © 
«^ cation, and measures affecting air-traffic rights and services. 


> For other services, unless a country has sought partial or full 
- exemption before signing the treaty, signatories have to open 
^. up their services sectors. The US, under the Schedule of Spe- 
— cific Commitments (to GATS), has not sought any exemptions. 
So, if the bills become law, they can be challenged under 
^. GATS. Says Shroff: “These are contrary to its commitments. 


^ They will have to be taken up as dispute resolution and will be 


: 7 struck down. It's a tactical mistake they made years ago. They 
-+ are now paying for it.” Besides, "it would look very stupid of the 


~~ US to say we don't believe in free trade", says Shroff. 


. What the US could do is use these bills as a leverage to get 
India (or other nations) to open up sectors they still protect. It 
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hanging over Indian BPO firms, the more immediate 

threat could come from visa restrictions. The US 
government is talking about reducing the number of H1B 
visas it grants every year. Most tech workers go to the US 
under this category. The current controversy involves L1 
visas that allow a firm to bring in employees from another 
country to meet temporary shortages. While the H1B visas 
have floor levels on compensation, L1 visas have none. 
And the anti-outsourcing lobby claims Indian firms are 


T HOUGH the state bills are the Damocles’ sword 
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could be legal and accounting services, 
where India has sought exemptions and 
refused to negotiate. ? x 

Alternatively, the US could ask for vol- 
untary restrictions. Accused of dumping 
in the US, Japan restricted exports of cot- 
ton goods (1957), steel (1969), colour tele- 
visions (1977) and automobiles (1981), 
among others. 

But can the US get India to succumb 
to pressures in a sector that accounts for 
almost one-fourth of its annual exports? 


WHAT INDIA CAN DO 


Subtle diplomacy, rather than a high- pro- 
file campaign appears to be a better way 
of dealing with the backlash. "Americans 
acknowledge Indias skills in IT. India 
must not draw too much attention while 
tackling this issue," says Naresh Chandra, 
India's former ambassador to the US. 

Nasscom has already stepped up its 
interaction with lobby groups. While it 
met 8-10 senators in the last two years, 
president Karnik had 30-35 meetings 
with senators and their staff last month. 
Last week, vice-president Sunil Mehta 
went on a three-week mission to meet in- 
terest groups like senator Inslee's. “Amer- 
ica will not adopt protectionist measures. 
No bills have been introduced in the US 
house that would call for the adoption of 
protectionist measures in services," In- 
slee says in his reply to BW queries. 

Exult's Jones believes India must ac- 
quire an added advantage and focus on non-US business from 
East Europe, South America and China. He says: "It would be 
suitable to encourage multi-lingual (Spanish, German, French) 
capability in the market, though this will obviously take time." 

Currently, a few groups believe that outsourcing helps only 
US companies (by cutting costs), but not US employees. "Cost 
savings due to outsourcing go to few pockets. Also, when work- 
ers do jobs here, they are adding to the economy as they pur- 
chase their products and services here — that's not the case 
when jobs are offshored. It could lead to a fall in wages and 
higher unemployment in the US," says CWAs Santora. 

Whether patriotism gets the better of higher costs remains 
to be seen. As columnist Dom Armentano, adjunct scholar at 
the Cato Institute in Washington, argues, eventually, the US 
consumer's quest for economical products will force firms to 
outsource, Meanwhile, the anti-outsourcing wave is spreading 
beyond the US. In the UK, three of the largest unions are to- 
gether protesting against outsourcing, mainly to India, saying 
over 1 lakh BPO jobs could move to India. Already, British Tele- 
com has moved a major chunk of its BPO services to India. 

If this gets any worse, India will need to take this up as part 
of its ongoing strategic dialogue with the US and the UK. And 
not just a mention at asummit-level meeting as prime minister 
Vajpayee did at the recent G8 Summit in St. Petersburg. 

On a positive note, a 3%-plus growth in the US economy 
could improve employment and cause the pressure groups to 
peter out. But even if they do not, diplomacy must take prece- 
dence over rage in handling an issue as critical as this. Bm 
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- . A bill may be introduced in either the Senate or House of 


Representatives in the state 
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) First the bill is referred to à 
t committee that studies it. The 
í/ committee may hold public hea- 
: rings on the bill and then pass, 
reject or take no action on it 
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If passed, the committee report 
on the passed bill is read in an 
open session of the House or 

the Senate, and the bill is then 
referred to the Rules Committee 
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other house 


a 
> 








the governor 





The Rules Committee can either Q 
place the bill on the second 
reading of the calendar for 
debate before the entire body, 
or take no action 


* in Washington 


without a signature 


7 — New Jersey Bill $1349 On Outsourcing Of State 
_ Contracts 
: : Sponsored by senator Shirley K. Turner 


c | Based on reports that telephone inquiries by welfare and 
_ food stamp clients under New Jersey's Families First Program 
-were being handled by operators in Mumbai. 


(€ The bill directs the Director of the Division of Purchase and 
Property and the Director of the Division of Property Manage- 
- ment and Construction in the Department of the Treasury to 
nclude in every state contract for services provisions which say 
5j hat only US citizens and persons authorised to work in the US 
- may be employed under the contract or its subcontract. 

















- law, not just legal resident aliens, may work for a state contract. 
- Similar bills introduced in Washington, Connecticut, Maryland 
-and Missouri. 

_ New Jersey Bill A3529 To Regulate Call Center 
Communications 

Sponsored by Linda R. Greenstein and Gary L. Guear 

: @ Provides for regulation of inbound call centres which receive 
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- @ Besides US citizens, anyone authorised to work under US 


W' The process through which these anti-outsourcing bills become law may 
: take more than two years. But less than 596 of bills become law in the US 


At the second reading, a bill 

* is subject to debate and 

i amendment before being 

: placed on the third reading 
calendar for final passage 
After being passed in one 

: house, the bill goes through 
the same procedure in the 


If amendments are made, the 
> Other house must approve them 
When the bill is accepted in 

; both houses, it is signed by the 
respective leaders and sent to 
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it. If the governor fails to act 
on the bill, it may become law 
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telephone calls or electronic mail messages from 
callers in the state. 


@ Specifies that an employee of an inbound call 
centre, when responding to a phone call or an elec- 
tronic mail message by a person, shall identify him- 
self or herself by stating his name, the name of his 
employer and the location, state or municipality, 
wherehe is located. 


| 

| @Anemployee at an inbound call centre operating 

| ina foreign country shall not solicit any personal 

| information unless the employee first informs the 
caller that disclosing that information to the em- — 
ployee is optional, and receives the consent of the 

| caller to whom the information relates. 


@ Any phone call to an inbound call centre located 
in aforeign country shall be rerouted to a call centre 
located in the US, if the caller so requests. 


| 
| Bill HR 3222 To Limit The Number Of 
| 
i 





H1B Visas 
Sponsored by senator Tom Tancredo 


@ The High-Tech Work Fairness and Economic . 
Stimulus Act would return the H1B quota to 65,000 
per year. The current cap stands at 195,000. The Bill 
would also provide for further reductions in the cap 
if unemployment increases beyond a certain level. 


Bill HR 946 To Effect A Moratorium On 
Immigration 


Sponsored by senator Tom Tancredo 


@ The Mass Immigration Reduction Act of 2003 would place a 
five-year moratorium on most categories of immigration and 
reduce the number of immigrants allowed to enter the US. 


Bill HR 2154 To Limit The Number Of LI Visas 
Sponsored by senator John L. Mica 


€ Prohibits outsourcing of L1 visa holders. Under this, US com- 
| panies will be permitted to employ L1 visa holders, but the em- 
|. ployees can only be transferred from company subsidiaries. 
Bill HR 721 On : 
- Sponsored by representative Albert Wynn — 





On Outsourcing 


@ The Truthfulness, Responsibility and Accountability in Con- 
tracting Act places à moratorium on all government outsourc- 
ing and requires lengthy cost-benefit analysis of each potential 


IT outsourcing project before work moves forward. It subjects 


all future contracts to public/private competition. This could 
add up to 18 months to a contract process. " 
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FOR THE COMPETITIVE EDGE 


ASSCOM understands the concerns which 
have led to the anti-outsourcing bills and we 
have engaged with US policy-makers and legis- 
lators to explain to them the benefits of off- 
shoring to India. 

For one, US businesses have witnessed significant 
cost savings by offshoring to India. The US banking, fi- 
nancial services and insurance (BFSI) sector is globally 
competitive. Its costs are 7-1096 lower than that of its Eu- 
ropean counterparts. American BFSI companies have 
saved $6 billion in the last four years by offshoring to In- 
dia. They have added 125,000 new jobs in the same pe- 
riod due to these savings and, thus, prevented layoffs. 

Second, BFSI offshoring has resulted in quality and 
productivity gains of 15-2096 and customer satisfaction 
of almost 85%. Third, nearly 170 Indian IT companies 
have offices in the US. They employed nearly 60,000 
people in the US in 2001. These people paid nearly $810 
million in taxes in 2001. Employees of Indian IT firms 
bought goods and services worth $1.2 billion in the US 
and paid nearly $300 million as social security in 2001. 

History shows that resistance to offshoring has re- 
sulted in depletion of long-term competitiveness of the 
industry globally. Take the US automobile industry, 
which adopted outsourcing. Today, it is the largest in the 
world and two of the largest automobile companies are 
American. The industry employs 900,000 professionals 
— the same as it did in 1994 and 1974. Employment in 
automobile sales and services has grown 20% from 2 
million to 2.4 million over the same period. The industry 
has production bases all over the globe. It has shunned 
protectionist measures and has invested in new equip- 
ment and re-engineered processes. 

But the US steel industry resisted outsourcing. As a 
result, steel production in the US fell from 146 million 
tonnes in 1974 to 99 million tonnes in 2001. Employ- 
ment in the US steel in- 
dustry fell from 610,000in Sunil Mehta, vice- 

1974 to 181,000 in 2001, president, Nasscom 
despite subsidies, tariffs 

and quotas which " 
amounted to $30 billion A 
since 1976. 

Therefore, in the long 
term, outsourcing only 
improves the competitive 
edge of businesses. By 
outsourcing, the com- 
pany is actually saving 3 
several jobs, which it 3 | 
might have had to lay off  & : 
otherwise. 2 








TWO SIDES OF A COIN 


Sunil Mehta says American firms have gained greatly from outsourcing. 
[lana Mercer argues that the price outsourcing extracts is too high 
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IT ISN'T CHEAP AFTER ALL 


HE US economy will be employing fewer engi- 
neers, accountants, IT workers, stock analysts 
and scientists — all highly-trained top-earners 
who form the backbone of a vibrant economy. 
When manufacturing jobs were lost en masse, 
economists promised wed become a service-oriented 
economy. Exporting jobs to where labour is cheap may 
be efficient allocation of capital, but it results in unem- 
ployment in the US and contributes to a trade deficit 
that rises by about $1.5 billion a day. If a company were 
to stay put, it would soon go out of business as it is 
competing with dirt-cheap imports. We've been 
exporting high-wage jobs while importing poor Third 
World immigrants. This influx increases unemploy- 
ment and leads to the suppression of wages. 

The allure of outsourcing is cheap labour. Doing 
business in Asia, where the workforce is relatively skill- 
ed, is far less precarious. Companies are willing to risk 
diminished legal protections while US firms must 
endure punishing government-imposed regulations. 

Factored into the wage price the American corpora- 
tion pays are government-imposed costs. The pre-tax 
wage package must offset the cost of the income-tax 
burden as well as the cost of social security. Put it this 
way: the top high-tech employee rarely sees more than 
$70,000 in after-tax income, despite the fact that on 
paper, he has a six-figure income. Without these taxes, 
the employee would cost the firm 30-4095 less. 

Consider that the annual social security burden 
alone on an American high-tech employee is equiva- 
lent to the annual salary of a high-tech worker in India, 
and the logic of outsourcing is self-evident! 
Government omnipresence makes free trade a mis- 
nomer. The abler American worker manages foreign 
workers, and watches colleagues being downsized and 
lose occupation and career. Standards of living are 

falling; there is a rise in 
llana Mercer, columnist, unemploy ment, in 
WorldNetDaily.com national debt and in 
deficits, as there is a 
decline in spending, sav- 
ings and the value of the 
dollar. Cheap is the 
choice, but there's a price 


to pay. 








Reproduced with 
permission from the 
author. For the full text, 
go to http://www.wnd. 
com/news/article.asp? 
ARTICLE 1ID-32789 
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HMSI 


RANJU SARKAR 


F you had a choice, would you be rid- 
ing a scooter with the mercury tou- 
ching 48 degrees Celcius in towns 
like Jaipur, Hissar and Agra? Well, 
that's exactly what Haruo Takiguchi, 
president, Honda Motorcycle & Scooter 
India (HMSD, and Kojiro Iguchi, his di- 
rector (sales and marketing), have been 
doing for the last two weeks. With their 
team, they have been organising a rally 
across North India to unveil the Eterno, 
Honda's new 150-cc, four-stroke, geared 


scooter. What's more, this is the fight that 
market watchers have been waiting for. 
For the first time in its three-year stint in 
India, Honda will have to take on Bajaj 
Auto in its own backyard, the north In- 
dian market, where geared scooters are 
still a big draw. 

But that doesn't really worry Taki- 
guchi. His first two products, the Activa 
and the Dio, both gearless scooters, have 
done well. The strategy was simple: to 
develop a niche that the market leader 
had ignored. The result: Honda sells 
close to 20,000 scooters a month. This 


Honda takes Bajaj head-on in the decisive 
battle for control of the scooter market 



















April, it overtook Bajaj to become the 
No.1 scooter company in the country — 
it sold 19,506 scooters compared with 
14,827 sold by Bajaj. 

But, with the Eterno, Honda faces its 
acid test. In the two-wheeler market in 
the last 6-7 years, scooters have lost out 
to motorcycles, which are seen as more 
stylish, fuel-efficient and offering better 
resale value. Besides, market leader Bajaj 
Auto did very little to excite customers 
with new scooters or new technology, 
choosing instead to focus on the grow- 
ing motorcycle market. The fallout was 
that during the last fiscal the geared 
scooters segment shrank by 37%. 

But that has not deterred Honda. It is 
aiming big. It plans to sell 1 lakh Eternos 
in the first year itself. That would be al- 
most 30% of geared scooters. “Achieving 
that target won't be easy. The target cus- 
tomers in geared scooters do not buy 
new products easily. They wait for refer- 
als," says Iguchi. Honda's game plan is 
simple: reduce the perception gap that 
exists between a motorcycle and a scoo- 
ter and induce the motorcycle buyer to 
re-evaluate his decision. “The Eterno is a 
scooter, but its performance matches 
that of a 100-cc motorcycle,” says Iguchi. 
"Its a dream scooter,” he adds. 

So far, no scooter has been able to 
breach the 50 kmpl fuel efficiency mark. 


HMSI's Takiguchi needs to arrest the 
slide in the scooter market 
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HMSI 


Honda's Sales 
Performance 





Source; Jun 
SIAM 2001 


The Eterno offers 60 kmpl under actual 
running conditions. The rest of the fea- 
tures have been carefully crafted to add 
to convenience. For instance, a Bajaj 
Chetak does not have unidirectional 
gears, but the Eterno does. It also has an 
under-seat box big enough to accom- 
modate a helmet. A flat footboard also 
makes it easier to to carry goods. 

But will potential motorcycle buyers 
bite the Honda bait? After all, the market 
doesn't move merely on functional val- 
ues alone; motorcycles have certain sta- 
tus connotations attached to them. Ex- 
perts believe that Honda should be able 
to draw away 10,000-12,000 buyers from 
Bajaj and LML even though it is priced 
higher. The USP: Hondas deliver almost 
double the mileage of the benchmark 
product, Bajaj Chetak. 

Of course, Bajaj is waking up to the 
Honda threat. So is TVS, which has plans 
to relaunch the Spectra. Bajaj has rea- 
lised its strategy of ignoring the scooter 
market has cost it dearly and is keen to 
now make amends. "Most of its focus 
has been on growing its share of motor- 
cycles. It is only now it is refocussing on 
scooters," says Richard D'Souza, auto 
analyst, Sunidhi Consultancy Services. 

But analysts say that at the recent an- 
alysts meet, Bajaj Auto joint managing 
director Rajiv Bajaj said that the com- 
pany was refocussing its resources to de- 
velop a new line of scooters. "We believe 
there are five signficant performance 
gaps between scooters and motorcycles: 
styling, fuel efficiency, transmis- sion, 
suspension (ride comfort) and stability 
(bigger wheels). That is really why cus- 
tomers have shifted from scooters to 
motorcycles," says Bajaj. Next year, Bajaj 
plans to launch two scooters and even- 
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tually a five scooters in the next three 
years, targeting definite segments within 
the scooter market. So as Bajaj, Kinetic 
and LML bring in new models and ex- 
pand capacities, theres every chance 
there will be excess capacity by 2005. 

Also, as duties come down on im- 
ports, more and more foreign motorcy- 
cles will enter the market. Already, Chi- 
nese motorcycles have made their 
presence felt in cities like Lucknow. 
Honda is, therefore, keen to make maxi- 
mum use of the head-start that it has. 
“Only those who have outstanding capa- 
bilities of product development and 
sales can thrive. Honda wants to achieve 
an overwhelming predominance in the 
market before that," says Iguchi. 

So far, the strategy has delivered. 
Starting June 2001, HMSI has increased 
its volumes from 65,000 in 2001-02 to 
165,000 in 2002-03, and plans to sell 3.3 
lakh scooters this fiscal and export 
20,000 scooters more. It is already a 
Rs 450-crore company and plans to 
double its turnover this fiscal. "We want 
our business to 
grow steadily. The- 
se are quite small 
numbers con- 
sidering the Honda 
name and the size 
of the Indian mar- 
ket," adds Iguchi. 

Now, the issue 
is whether scooters 
can jump back into 
the potential cus- 
tomer's considera- 
tion set and whe- 
ther Honda can 
drive that conver- 
sion. "Honda has a 
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AJAJ Auto was in a quandary. It 

was the market leader in scoot- 
ers. But that market itself was shrink- 
ing. The choices: protect its position 
or vacate the space. So, in 1997-98, it 
made the call and decided to shift fo- 
cus to the faster-growing motorcy- 
cles segment. But now, in 2003, it is 
planning a comeback in scooters. 
Starting 2004, it plans to launch five 
models in the next three years. “All 
these scooters will address the signi- 
ficant performance gaps between 
scooters and motorcycles, and will 
be targeted at specific segments of 
the scooter market,” says Rajiv Bajaj, 
joint managing director, Bajaj Auto. 

It had launched the 4-stroke Leg- 
end in 1999. But it never took off. "I 
don't know if they're worried about 
scooters. You have to evaluate your 
options. Since it wants to move to- 
wards motorcycles... scooters may 


not be relevant," says a competitor. 


Honda has priced the Eterno ag- 
gressively and experts say Bajaj will 
find it difficult to maintain volumes. 
In any case, analysts say Bajaj does- 
not have anything to launch in one- 
and-a-half years to compete with 
Honda. Says an analyst: "Scooters is 
a shrinking market. It's a question of 
prioritising resources. The cost of re- 
sponding can be too much. How 
many battles can you fight?" Will 
Bajaj auto stage a comeback? WE 
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The ICFAI University has developed the MS (Accounting) Program (leading 
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curriculum, quality courseware, case study method and rigorous examinations. 
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HMSI 


turing a long time ago. How do 
they fare as marketers? The 
first three years of Honda Motorcy- 
cles and Scooters India (HMSI) go 
some way in answering that question. 

When HMSI came in, it saw that most 
of the available models were technologi- 
cally dated. Buyer expectations weren't too 
high either. The basic deciding factors were price, 
fuel efficiency and ease of repair. In the next layer was acceler- 
ation, styling, loading capacity, ease of riding and resale 
value. Those who want the basic three and the styling-acceler- 
ation combine, usually buy motorcycles. Those who want the 
basic attributes and, say, loading capacity, usually go for 
scooters. A set that wants the basics, loading capacity and rid- 
ing ease, would probably opt for a scooterette. 

An important determinant of sales in India is the vehicle's 
resale value. Says HMSI director (sales and marketing) Kojiro 
iguchi: "That was a problem. No one knew the resale value of 
the scooters we were bringing 
in." This is why the Activa, tar- 
geted at the upper middle income 
set, was launched first. They are 
less likely to worry about resale 
value than the rest. Moreover, the 
middle- and lower-income classes 
would get a chance to see the re- 


T HE Japanese cracked manufac- 


strong brand equity in the country. 
It has 1.5 million scooters in the 
market, and leadership association 
through Hero Honda. It was always 
there in peoples minds. They 
owned that segment," says Ajay 
Kapila, the former marketing head 
of Kinetic Motor Company. 

When Honda entered the mar- 
ket, it had no choice but to launch 
scooters as Hero Honda, its joint 
venture, made motorcycles and 
had a non-compete clause with 
Honda. “We tried to understand the 
needs of a scooter user more deeply 
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sale values before they went and 
bought their own Hondas. 
There was another reason for 

launching automatics first. Two- 

wheelers are sold in 300 Indian cities. 
The top 150 account for 70-80% of the 
total volumes. But, for ungeared scoot- 
ers, it is just the top 50-60 cities. So setting 
up the distribution network was easier. 

The Activa was launched with a four-stroke en- 
gine, it was fuel efficient, had good styling and loading capac- 
ity... How did HMSI know these had to be improved? Simple, 
says Iguchi. "We met consumers at their homes. We studied 
their daily activity pattern." Iguchi and his team found that all 
groups use scooters in much the same way. They drop the kids 
off at school in the morning, go to office, and pick up house- 
hold provisions on the way back. The available scooters per- 
form all these tasks, but the company sensed people were not 
satisfied. Says Iguchi: "We asked consumers about fuel effi- 
ciency, and they said theek hai (It's okay). Same for load carry- 
ing capacity. We tried to under- 
stand what people expect from 
their vehicle and overdeliver." 

For Eterno, when HMSI again 
asked people if they were satis- 
fied with their geared scooters, 
again they said theek hai. HMSI 
looks set to do an encore! BE 


a metal scooter." For Eterno, it also 
went for familiar styling that people 
could relate to, rather than sporty 
and aggressive styling like the Dio. 
What came in as a pleasant sur- 
prise to Activa customers was the 
price. Honda smartly priced it at an 
aggressive Rs 33,867 (ex-show- 
room, Delhi), less than most vari- 
omatic two-stroke scooters. "It was 
a much better product at a lower 
price," saysa Honda competitor. 
Now Honda is moving in for the 
kill. It is extending the same prod- 
uct philosophy to Eterno, its geared 


and did a careful study of the Indian 
scooter market. We thought that a prod- 
uct that satisfies the needs of the cus- 
tomer will prove to be a success," adds 
Iguchi. Honda found that two-stroke 
models tended to dominate, while cus- 
tomers sought better mileage. So, it in- 
troduced a 4-stroke scooter. 

It also found that geared scooters 
had not changed much over past few 
decades while customer's expectations 
and aspirations from a two-wheeler kept 
growing, and this encouraged them to 
shift to motorcycles. Nothing had been 


done to turn the tide. Honda's launches 
did the trick. "Activa and Dio have reacti- 
vated the mid-size scooter market and 
with Eterno we hope to reactivate the 
full-size scooter market," says Iguchi. 
Traditionally, automotic scooters 
have had a largely female franchisee, but 
Activa created a wider appeal. R. Chan- 
dramouli, vice-president (sales and 
marketing, TVS-Suzuki, says: "They did 
the most daring thing — made the scoo- 
ters in metal when variomatic scooters 
were in plastic. Middle-aged people are 
somehow more confident about buying 


scooter. Though it is priced higher than 
the Bajaj Chetak, it offers a better ride 
and almost double the mileage. 

As Bajaj sees it, it isn't as if Honda is 
running away with the market. "I do not 
consider Activa or Eterno to be break- 
through products that close all the big 
gaps in the scooter market. Eterno is 
weak on styling, transmission conve- 
nience and stability. That's our opportu- 
nity," says Bajaj. But his company sure 


hasalotofcatchingup to do. E 


With reports from M. Rajshekhar 
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RANBAXY 


A year ago, Rashmi Barbhaiya took over 
as the president of R&D of Ranbaxy Labo- 
ratories after more than two decades with 
Bristol- Myers Squibb, US. A quiet but for- 
thright person, he was in the news as he 
had said Ranbaxy can develop new drugs 
at an average cost of $180 million, com- 
pared to $800-900 million in the US. BW'S 
P. Hari caught up with him to ask him 
how he could achieve this kind of costs 
and what it meant for Ranbaxy. Excerpts. 


@ There must have been challenging 
assignments for you in the US as well. 
Why did you take up this assignment? 
Absolutely. I had never contemplated 
coming back to India. I had an opportu- 
nity to take early retirement from Bris- 
tol-Myers. At the same time, Ranbaxy 
was looking for a head of R&D and they 
approached me. I came here, saw the fa- 
cilities and talked to the people, who were 
of high calibre. I saw the opportunity to 


RASHMI BARBHAIYA 


‘We Need A 
New Indian 
Mindset’ 
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do new drug research and to take gene- 
ric research to a new level. I was convin- 
ced that I could make a difference. That 
was the key motivation. I met Mr (D.S.) 
Brar (managing director and CEO, Ran- 
baxy) and was impressed by his knowl- 
edge ofthe pharmaceutical industry and 
his breadth of managerial experience. I 
was convinced that he would support 
me to do R&D the way I want. So far he 
has lived up to my expectations. We had 
ahuge jump in the R&D budget last year. 
We are hiring 195 people this year. We 
are constructing a new building. We are 
forging new alliances. 


@ What differences do you see in the 
way a pharmaceutical companies here 
and abroad do research? 
The main difference is the generic mind- 
set versus the new chemical entity (NCE) 
mindset in the US. It's just a different 
way of working. What I am trying to do is 
to combine the positive aspects of 
the generic mindset into NCE 
and the innovation mindset 
into the generics resear- 
ch. Obviously, there are 
some problems here. 
Fine chemicals and 
some biological 
reagents are not as 
quickly available as 
you want. Some- 
times it takes an 
eternity to get them 
cleared by the cus- 
toms. Those are the 
frustrations, but there 
are problems everywhere. 
There are a few cultural 



















differences as well. There is a lot of hier- 
archical decision-making. From what I 
have seen, bosses take decisions all over 
India. We are trying to change this, to 
give people at the working level the au- 
thority to take decisions. The other cul- 
tural difference I have seen is in succes- 
sion planning and leadership develop- 
ment. In India I don't see the kind of em- 
phasis that it gets in the West, in any in- 
dustry. That is changing very rapidly 
here as well. It's one of the ways I will 
judge myself. When I am ready to retire, 
there must be at least three outstanding 
candidates (ready) to take over. 


@ There were conflicting opinions 
recently from you and the AstraZeneca 
CEO about the cost of research in India. 
Is it a question of different R&D 
productivity in India and the US? Doesn't 
a blockbuster, when it comes, more than 
compensate for high R&D costs? 

No. The amount of money that you 
spend on developing a drug is not going 
to determine the returns that you get on 
it. Therefore, the lower cost of research 
here can be a tremendous advantage. 
The lower cost is a significant factor. But 
in addition to that, we are using a multi- 
factorial approach to cost reduction. But 
cost reduction can go only up to a cer- 
tain level. For example, if you have a 
molecule that goes up to Phase II clinical 
trials, there is no option but to do Phase 
III clinical trials in the US and Europe. 
The cost of that is going to be same for 
Ranbaxy or for any multinational. But if 
we reduce the number of failures, that is 
also going to reduce the costs. But all 
companies are trying to reduce costs, 
which is why they are looking at India as 
an alternative. 


W There is a big crisis of R&D producti- 
vity in the pharma industry. Would the 
lower costs make pharma companies 
shift a lot of their R&D to India? 

I won't be surprised. I think the lower 
cost coupled with the new IPR regime 
post-2005 will force alot of pharma play- 
ers to shift their R&D to India. 


@ is this an opportunity for India? 

The mindset has to change. New drug 
development is a high-risk game. Most 
Indian companies have dealt with 
generic research, where the chances of 
success are high. New drug develop- 
ment needs a long-term commitment 
and the chances of success are not as 
high. So, while the opportunities are 
there, I think the Indian companies will 
have be cautious about how they formu- 
late their strategy. 
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GOPALAKRISHNAN 


` Leadership for 


gr K ihe Unknown 
a 


R. Gopalakrishnan looks at the issues involved in leading in 
times of the ‘unknown’ and the basic tenets that todays busi- 
ness leaders can ignore only at their own peril. 


N all forms of organisations, managers face leadership is- 

sues for which they seek solutions. See ‘The Risk Of Un- 

known Unknowns’ It shows the ‘issues’ and ‘solutions’ axes 

stretch themselves from known at the lower end to un- 

known at the upper end of the axes. In the earlier part of 
one’s professional career, one is dealing with known issues and 
known solutions. Training helps people to handle higher re- 
sponsibilities, the highest being when one is dealing with un- 
known issues having unknown solutions. Therefore, by nature, 
top leadership is risky. It is this syndrome that causes people to 
read books, learn from others’ experiences and try to emulate 
success formulae. This is not easy, either for individuals or for 
countries and organisations. As Nobel Prize winner Douglas 
North postulated, to succeed, a country must have good poli- 
cies and good institutions. It is not too difficult for one country 
to emulate the policies of another, but it is far more difficult to 
emulate institutions because institutions include not just the 
laws, regulations and their enforcement, but also their social 
norms and belief systems. 

I came across an interesting viewpoint from A.D. Moddie.! 
He argues that a central, bureaucratic state spread over most of 
India existed for only five centuries out of the 25 centuries of 
national history. These five centuries comprise the Maurya, 
Gupta, Mughal and British periods, and, of course, the post-In- 
dependence state. Therefore, for most of history, India has 
been a loose confederation of regional states held together by 
culture and trade. The five centuries of a central state were 
characterised by a bureaucratic service, a revenue system, a 
foreign policy and a standing army. Thus, over a long period, 
Indians have learnt to tolerate a type of ambiguity that is non- 
destructive but not constructive. However, we cannot make a 
virtue out of history or ambiguity! The challenge of future 
leadership is to understand the root causes of ambiguity, es- 
tablish the high leverage nodes, and act to influence the be- 





haviour of the system. In a climate of uncertainty, leaders look 
for maps showing them how to get from one place to a target 
destination. Psychologist Karl Weick has pointed out that maps 
can help in known worlds which have been charted before. 
Where the world has not been charted, the compass is re- 
quired, he argues, because amid uncertainty, it gives you a gen- 
eral sense of direction. Therefore, navigating the leadership 
ocean requires both the compass and the map. 


Why Is The Course Uncharted? 


Leadership is about change, and change can be technical or 
adaptive.? When organisations face problems for which solu- 
tions are known, i.e., maps are available, then the bosses set out 
to do the work and they do so by applying available current 
knowhow, e.g., structuring an acquisition or merger. This kind 
of leadership is somewhat safe. However, organisations also 
face major issues for which there is no readily applicable solu- 
tion. The solutions have to be discovered through adjustments 
and experiments, e.g., consummating an acquisition or merger 
through the people in the organisations. In this situation, adap- 
tive change is required. That means the grassroots people with 
the problem have to do the work by learning new ways. 

This type of leadership is risky; change appears dangerous 
to people because they confront loss or challenge to life-time 
beliefs. The leadership challenge is to disturb people, but only 
at a rate they can absorb. Think of the leadership challenges at 
the national level posed by the piloting of reform in the power 
sector or disinvestment. It is dangerous because the leader 
risks being marginalised, diverted or attacked, evidence of 
which is visible everyday. 

This happens at the corporate level too. Jamsetji Tata was 
criticised when the Tatas bought a sick textile mill at Bombay in 
1886. It took him eight years to pitchfork this unit into the top 
bracket of India's textile mills. After Dorab Tata hugely ex- 
panded the Jamshedpur steel capacity in 1916, prices collapsed 
and the steel company was in danger of closing down. It took a 
pledge of his personal wealth and some providence to rescue 
the fledgling company. More recently, when Ratan Tata pro- 
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posed the payment of subscription by Tata firms to shares of 
TataSonsand to a Tata Brand Equity Fund, there was huge pub- 
lic criticism. Eight years later, the financial and brand benefits 
to the wide body of shareholders are visible all around. But the 
areas of criticism will continue — the Indica car, the entry into 
telecom and, for sure, others to come in the future! 

Some commentators define good leadership by studying 
unsuccessful leaders.? Coriolanus, the Roman general, was a 
. great warrior, a man with a strong moral sense but an utter in- 

_ ability to reach out to the people of Rome and engage them in 
his vision. His mother encouraged her son repeatedly, but Cori- 
olanus just could not connect with his people because he was 
somehow convinced that doing so would compromíse his in- 
tegrity. Shakespeare opens his tragedy play, Coriolanus, with 
the Romans on the street being addressed by a citizen, who 
proposes that the citizens kill Coriolanus. The Roman emperor 
_ had clearly lost a connection with his people. 

Doug Ivester lasted 28 months as CEO of Coca-Cola after 
the legendary Roberto Goizueta. He was seen poorly for his in- 
sensitivity to ethnic minorities, his inadequate response to 
-adulterated coke in Europe and other failures of adaptive capa- 
bility. Eckard Pfeiffer of Compaq was fired for surrounding 
himself with yes-men and ignoring those who spoke truths to 
him, isolating himself from employees and customers. As Al- 
dous Huxley said: "Experience is not what happens toa man. It 
is what a man does with what happens to him." To the extent 
one can validly isolate one single quality that determines suc- 
cess, it is adaptive capacity, i.e., the ability to understand con- 
text and the capacity to struggle in the experiences encoun- 
tered, but not get stuck in them or get defined by them. 

Since there are no simple ways for organisational leaders to 
avoid the risks of leadership, four steps of Sensing-Thinking- 
Doing-Correcting are a good way. | 

Sensing: The homing pigeon is unique in that it has a sense 
of direction (compass) as well as a sense of location (map). 
Jonathan Hagstrum, a researcher at the US Geological Survey, 
has postulated how. Pigeons can hear very low frequency 
sound, called infrasounds. When the ocean waves bang against 
one another, infrasounds are generated. Infrasounds travel 


Unknown 
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THE RISK OF UNKNOWN UNKNOWNS 


thousands of miles from their sources, so the pigeon always has 
a sense of where the ocean is. These infrasounds also reflect. 
from the local terrain like mountains and cliffs, so the bird gets. 
an excellent acoustic picture of its surroundings. This is wha 
makes the pigeon's compass and map sense so unique. On. 
Sunday, 29 June 1997, a great race was held to celebrate the cen- 
tenary of the Royal Pigeon Racing Association. More than. 
60,000 homing pigeons were released at 6:30 a.m. from Nantes, 
France, flying to lofts all over Southern England. They should | 
have arrived at their lofts by early afternoon. They didn't. A few 
thousand out of the 60,000 straggled in over the next few dai 
In pigeon racing terms, this was a disaster. What happened: 
Hagstrum found that at about 11:00 a.m., when the pigeons 
were crossing the English Channel, a Concorde airliner was fly- 
ing along the Channel. A supersonicairlinergeneratesashock- ^ 
wave down towards the earth, almost one hundred miles wide. 
Most of the birds must have been caught in this shockwave. 
This prevented them from listening to the infrasounds which 
guided them, thus they lost their bearing and their way. 

The most important requirement for a leader is not to get 
caught in a shockwave that prevents him from sensing his 
bearings. Jamil Mahuad had been a very successful mayor of 
Quito province and was probably elected president of his 
country, Ecuador, for that reason. Eager to show quick results, 
he became very focussed on providing a short-term remedy for 
the mounting problems of his countrymen. Later, he himself 
admitted: “I have lost my connection with the people." On the 
other hand, when Lee Kuan Yew first became prime minister of 
Singapore, he took precious time from his daily schedule to 
learn Mandarin, the language of his constituents. 

Thinking: Thinking networks by not only finding allies but 
also by keeping close to those opposed to the new ideas. This is 
all part ofa success plan. For many years, as a competitor from 
Unilever, Fhad been an admirer of Procter and Gamble. I was 
quite surprised to see the departure of Durk Jager, who took 
over in 1999 from his legendary predecessor. Jager was a man of 
considerable vision and saw the need to modernise the tradi- 








tion-bound consumer goods giant. He planned a complete or- 


ganisational overhaul, a cultural revolution. He moved out be- 
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fore he was able to get the rest of the company behind his inno- 
vative plan for change, before he could form networks with al- 
lies. It does not matter whether his plan was good or not, he 
never managed to communicate the superiority of his new vi- 
sion for the company. He did not survive the turmoil he un- 
leashed, perhaps, because he did not think networks and allies. 

To survive and succeed in exercising leadership, you must 
also work as closely with opponents as with supporters. In fact, 
opponents deserve more attention not only as a tactic of strat- 
egy and survival, but also sometimes as a matter of compas- 
sion. Take how our national leaders deal with disinvestment. 
By its very nature, there will be conflict and heat. So the leader 
needs to create a holding environment within which people 
can tackle tough, divisive questions without flying apart. 

The late Rajiv Gandhi lost the 1989 election partly because 
he was seen widely as Westernised and elitist. In fact, in 1980, it 
was Indira Gandhi who really launched economic reform, 
which was rejuvenated in 1985 by Rajiv and abandoned by him 
in 1987. In 1991, Narasimha Rao faced pressure from the re- 
formers for a big bang approach. Very boringly, he chose the 
middle path, which he articulated 
at the Tirupati Session of the Con- 
gress party. By not decrying Nehru- 
vian economics, by projecting his 
policies as a continuity with the 
past, by being seen to learn from 
Asian experience rather than West- 
ern experience, Narasimha Rao 
created networks with his allies as 
well ways to track his opponents. 

Doing: Many leaders are excel- 
lent thinkers. They develop the cor- 
rect visions, often grand ones. They 
go public with their thoughts or 
even launch their initiatives in the 
hope that somebody will dot the i's 
and cross the t's. Then, too late, they notice a gap between what 
they want to achieve and the ability of their organisation to 
achieve it. Strategies often fail as they are not executed well, not 
because they are bad strategies.* 

Xerox hired Richard Thoman from IBM in 1997 as COO to 
usher in change. Two years later, the board elevated him as CEO 
and he was one of the most thoughtful people to head a major 
American company. One year later, Rick Thoman was fired by 
chairman Paul Allaire. Thoman had launched two major initia- 
tives, both of which were necessary and important. One related 
to consolidating the 100 administration centres of the com- 
pany and the other related to reorganising the 30,000-strong 
sales force. Xerox's clubby culture had not quite taken to an out- 
sider and so he was too aloof to connect with the people who 
had to execute the changes. So, the organisation failed to exe- 
cute Rick Thomans vision and promises, morale dropped, cash 
flow from operations went negative and the stock plunged. 

While strategy thinking has been recognised and taught as 
a discipline, strategy execution has not. Top management 
knows deep down that something is missing when commit- 
ments consistently fail to get delivered. They search and strug- 





Blue jays: Survival through knowledge-sharing 


gle for answers, benchmarking competitors, rationalising the 
differences and looking for answers in the organisational 
processes, culture and structure. In the name of delegation and 
trust of subordinates, they fail to undertake persistent and con- 
structive probing. They fail to ask questions like "Where will the 
increased sales come from?" ‘What will competitors do?’, "What 
if the economy takes a turn?’ and so on. 

Apart from the lack of execution discipline, another enemy 
of doingis the misjudgement of how to pace the work. In 1994, 
US president Bill Clinton recommended sweeping healthcare 
reforms that involved radical changes in the financing and de- 
livery of healthcare services. To generate that magnitude of 
change, Clinton needed a process of education, explanation 
and persuasion that would have taken years with small experi- 
ments all along the way. However, Clinton believed that his 
election in 1992 gave him the mandate and he pressed ahead 
with his proposals. There was great opposition, his own popu- 
larity crumbled and the media wrote stories wondering 
whether he was still relevant! 

Correcting: Finally a leader must pick up signals for correc- 
tive action. This requires the leader 
to engage his top team in collective 
learning. A good way to illustrate 
collective learning is through an 
example? from nature. 

In the Britain of the early 1900s, 
milk bottles supplied to homes 
were without any caps. Two garden 
birds, the blue jay and the robin, 
had both perfected the art of sip- 
ping cream from the bottle. After 
World War II, tin foil caps on bottles 
were introduced. The blue jays 
soon learnt to peck the caps open 
and continued to sip the cream 
while the robins could not. On re- 
searching the success of one species, zoologist Alan Wilson 
found that blue jays moved in flocks of 14 or 15 birds. The par- 
ents stayed with their young ones till they were old enough to 
take care of themselves. So, the learning by one bird was quickly 
and efficiently shared among the entire flock. On the other 
hand, the robin was a loner. The male robin defended his terri- 
tory rather fiercely and was antagonistic to other birds of the 
species if they came too close. Hence, sharing between robins 
was non-existent. His conclusion was that innovation, social 
propagation and mobility allowed blue jays to enjoy the cream 
and grow healthy. E 
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Dont try to fix 
problems before 
you understand 
the complex 
relationships 
among them and 
their causes 


MATTHEW ROBB, PAUL TODD AND DAVID 
TURNBULL 


ERE is the paradox: many companies 
know they have great strategies and 
great people, but their performance 
doesn't meet the aspirations of their 
top managers or shareholders. The 
cause of this disappointment may even 
seem obvious. If the CEO assigns a small task 
force of senior managers or highfliers to find 
the answer, it will quickly pinpoint the im- 
mediate culprits — confused accountability 
within the leadership group, perhaps, or an 
unforeseen shift in the balance of power be- 
tween different business units and the cor- 
porate centre. | 

Once the task force has identified the 
problems, the CEO may be tempted to fix 
them straightaway — for example, by 
spelling out the accountability of different 
executives or rebalancing the rights and re- 
sponsibilities of the business units and the 
corporate centre. 

But performance-sapping organisa- 





tional problems like these may have compli- - 


cated roots linking one problem to another. 
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Unclear accountability at the top may be 
symptomatic of a serious power vacuum 
within the leadership group and this may be 
spurring business units to become more au- 
tonomous. Trying to fix what is actually an 
effect of the problem rather than the cause 
won't solve anything. 

The kind of high-level, 'outside-in' diag- 
nosis that reveals the problems undermin- 
ing performance is unlikely to afford insights 
into their root causes, how the problems are 
linked to one another, or how to sort them 
out. Getting more people to step inside the 
company's workings and uncover the com- 
plex roots of underperformance can be the 
first step toward developing lasting solu- 
tions, as the case of ManufactCo (not its real 
name) illustrates. 


Collective Discovery 


ManufactCo, a manufacturing organisation 
with 8,000 employees, produces and mar- 
kets its products in more than 20 countries. 
In the 1980s and the 1990s, it went through 
acquisitions that brought in a heritage of 
varied business cultures and ways of getting 
things done. Three or four years before the 
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period described here, ManufactCos return 
on capital employed (ROCE) had been in the 
. industry's top decile. Yet, over those years, 
the company's performance gradually 
dipped into the second quartile — good but 
not leading edge. The organisation was not 
doing as well as almost anyone in it thought 
it could. 
. . Leaders at ManufactCo weren't sure why 
ithad lost its performance edge. Its products 


. Were strong. It had a good reputation and - 
high-quality people. Managers and employ- 


. eesplacedanextraordinary emphasis on de- 
. livering high performance. At the beginning 
_of every year, the centre and the business 
units negotiated stretch targets for each unit. 

. Every month the units submitted to the cen- 
..tre detailed financial results, with key perfor- 
mance indicators and updated annual fore- 
casts. The CEO publicly challenged the 
heads of the business units in regular man- 
agement meetings: he dug into the numbers 
. to discover what had really happened in the 
- previous quarter and tested the executives 


on the competitive environment — all to — 


gauge what level of performance might be 
possible. Targets were thus often increased 
throughout the year. All unit managers at- 
tended these quarterly reviews. The sense of 
theatre that the reviews created was a power- 
ful incentive for each manager to come pre- 
pared to give a convincing performance. 
However, despite the strengths of this 

process, the company persistently fell short 
of its aspirations. 


Starting To Dig 


One newly appointed business division 
head felt so strongly about the fact that Man- 
ufactCo had lost its performance edge that 
he was determined to do something. How- 
ever, he also felt sure that there was no sim- 
ple fix and that ManufactCo would need to 
understand the problems fully before they 
.. could be solved. He, therefore, invested an 
unusual amount of time and resources in di- 
agnosing ManufactCo's performance issues. 
_. He started the process by assembling an un- 
.. usually large team composed of a dozen fu- 
-> ture leaders — not yet business-unit heads 


- buthighfliers nevertheless — whose role was 


 topinpointthem. P 

. The team began by interviewing 60 
members ofthe organisation: the entire divi- 
sional leadership team and about 30 others 
who represented all key functions and busi- 
nesses — again, alot of people for a diagnos- 
tic exercise. The members of the interview- 
 ingteam had no preconceived ideas about 
~ what they would discover. They built the in- 











theinterviewees, covering behav- 
| more formal, structural issues. 
ther things, the team asked: “What 

tiers to improving performance?"; 






s around 10 open questions, crafted - 





“Do processes facilitate or get in the way of 
delivering performance?"; “How effective is 


_teamwork?”; “What strengths of the organi- 


sation are worth preserving?” 

After half a dozen interviews, it was clear 
that the leaders generally agreed on the 
company's problems, if not the solutions. 
For one, the leaders found producing all the 
data for performance reviews a burden and 


the reviews a trial rather than a catalyst for 


better results. Dialogue between corporate 
and business-unit leaders about perfor- 
mance no longer felt honest, exploratory 
and inspiring, but defensive and dispiriting. 
All of the leaders regarded the target-setting 
process as a convoluted game. Although the 
team now had a complete list of the prob- 
lems, it interviewed all 60 key figures to en- 
sure that they felt like part of the process. 
Word of the interviews had spread and peo- 
ple wanted their points of view heard. 

Having identified the problems limiting 
performance — many concerning the per- 
formance-management system — the diag- 
nostic team was tempted to jump immedi- 
ately to solutions. But it resisted the impulse 
because of previous disappointments with 
problem-solving initiatives that had made 
no discernible impact on performance. In- 
stead, the team pressed on to discover the 
root causes. 


Even Deeper 


This work took place in two one-day work- 
shops, again involving the diagnostic team 
and all 60 interviewees, To uncover the 
causes, they took each surface problem re- 
vealed by the interviews as a starting point 
and continually asked “Why is this so?” until 
they reached a fundamental constraint or in- 
sight. For example, from the starting prob- 
lem — that “dialogue between corporate and 
business-unit leaders about performance 
nolonger feels honest" — the process identi- 
fied some fairly obvious causes, such as a 
lack of relevant data and high-level perfor- 


 mance reviews that were insufficient as fo- 
, rumsfordebate. But the process also yielded 
 arange of non-intuitive factors related to the 


philosophy of ManufactCo, its structure, the 


| wayits people behaved and even its human- 


resources practices. - 

Managers found it hard to have open, 
hard-hitting debates about performance, for 
example, partly because they hadn't been 
sufficiently trained or coached in handling 
meetings. This process showed that the ab- 
sence of honest dialogue about perfor- 
mance didn't arise from a lack of integrity or 
honesty in individuals; in one-to-one con- 
versations, they were disarmingly frank, as 
their openness in the diagnostic interviews 
demonstrated. However, this honesty was 
lost in the group meetings of the formal per- 
formance-management processes. 
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As the workshops went deeper, the par- 
ticipants uncovered complex, systemic con- 
nections between the problems and their 
causes. They even found that apparently 
useful beliefs and behaviour were having 
malign effects. The value placed on deliver- 
ing performance, for instance, might seem 
to be an asset, but it meant that managers 
who failed to meet targets were stigmatised, 
losing standing and advancement prospects 
though rarely getting fired. 

Business-unit heads thus went into the 
annual target-setting negotiations aiming to 
get sufficient slack in the initial targets to ac- 
commodate the extra ones that would be 
added during the year. Sensing that unit 
heads were not telling the whole story, Man- 
ufactCo's leaders made them produce more 
and more data for performance reviews so 
that the leaders could challenge the pro- 
posed targets effectively. Naturally, the unit 
heads resisted, with the result that the 
process still yielded too little real informa- 
tion about actual performance and what 
could be done to improve it. Consequently, 
the game of sandbagging targets and re- 
questing more data continued, thereby cre- 
ating a self-reinforcing downward spiral of 
related problems. 

Putting such a premium on better per- 
formance had other implications too. On the 
plus side, managers were continually look- 
ing for opportunities to improve perfor- 
mance and were good at finding them. The 
company had thus kicked off a plethora of 
initiatives. However, it lacked an effective 
mechanism for prioritising them or stop- 
ping those that weren't delivering, leaving far 
too many to manage. Resources were 
stretched too thin to complete and track the 
implementation of all the initiatives. Hence, 
few initiatives delivered as promised. 


Designing Solutions 


The diagnosis had now grown from a set of 
confidential interviews into a journey of col- 
lective discovery. Feeding back to the 60 in- 
terviewees a summary of their own revela- 
tions quickly opened up powerful, honest 
and frank debates among them, thus creat- 


ing a sense of uncomfortable liberation. | 


There was liberation because, for the first 
time, they could discuss the organisation's 
disappointing performance openly, with the 
prospect of being able to do something 
about it. | 
However, the uncomfortable aspect was 
admitting that their own behaviour was part 


of what had gone wrong. Even so, the group. 


had gained a deep and broad understanding 
of the problems as well as their root causes 
and interconnections. Its members also 
shared a view of the organisations strengths, 
a high level of engagement and a desire to 
make positive changes. And when the inter- 






viewees relayed their experiences to their 
own work teams, this sense of uncomfort- 
ableliberation spread throughout the organ- 
isation, thus making the diagnosis a collec- 
tiveachievement.  .  . d 

Now that the organisation understood 
the systemic relationships between its prob- 
lems and their causes, the time was right for 
the team to design a programme for solving 
them holistically. It understood the links be- 
tween the many problems the interviews 
had revealed, so, instead of finding individ- 
ual, unrelated solutions, the team aimed to 
fix the system asa whole. First, it developed a 
detailed list of strengths to be preserved and - 
underlying issues to be addressed — in ef- 
fect, creating the design criteria for the solu- 
tion. Then it planned interventions to com- 
bat every root of each problem, down to the 
final ‘why. 

You can see how this process worked by 
looking again at one of the problems: the 
lack of honesty in discussions of perfor- 
mance. Since the roots of the problem and 
its links with the others were known, the de- 
sign team could develop a suite ofinterven- 
tions to eliminate it for good. While recog- 
nising the essential differences among 
ManufactCo's businesses, for example, the 
team drew up measures to simplify the data 
required for performance reviews. It also 
created more forums for performance dia- 
logues in order to involve everyone in the or- 
ganisation, from the frontlineto the board in 
the exercise. It tackled the less obvious 
causes too — for example, by training people 
throughout the company in skills such as 
conducting challenging dialogues and de- 
briefing meetings to ensure that their objec- 
tives had been reached. 

Throughout the design process, the team 
used the interviewees as a sounding board 
for its proposals. For that, it conducted a se- 
ries of mini workshops and focus groups, 
which helped ensure that every element of 
each downward-spiralling loop was tackled 
satisfactorily. 


The Wider Applications 


This collective-discovery approach can work 
on the whole range of organisational sys- 





tems and processes. For example, a global 


industrial company used collective discov- 
ery to fix problems in its planning system. 
This company had one underachieving re- 
gion comprising six business units and 12 
sites. Collective discovery revealed that local 
managers lacked a common understanding 
of the company’s regional strategy. They un- 
derstood the future challenges broadly de- 
scribed in the high-level strategy — for ex- 


ample, their region was expected to deliver 


earnings and capital growth. 
However, these challenges had not been 
translated into concrete objectives and ac- 
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inen, first brought to India in 1949, | 
by Jaya Shree Textiles, an Aditya - 


Birla Group Company, the brand 


Linen Club has come a long way. From its _ 


age-old acquaintance as a coveted fabric 
for royalty, linen has transcended 


Linen Club - Fashionin 
the high life 


generations to still retain a 
brand loyal cult following. 
Linen Club, the brand of 
Linen brought to India by 
Jaya Shree Textiles is much sort after even 
in terms of high fashion designer wear. 
Linen Club has its origins in French and 


internationally and finds acceptance on 
the ramps from Milan to New York. 


international repute, is endorsing the 
brand. He says, "The very look of linen 


inspires me to create fashion statements | 
all around the world." Rohit is all praise | 
“it fires | 
| Linen Modal and Linen silk, making it a — 
"hot favourite among designers of ethnic 


for Linen Club Fabric. He says 
my imagination. It is fire, water, 
earth....and all the elements that are part 





of nature rolled into one. It is a different | 
_ high working with Linen from Linen Club | 
. Fabrics." 


| 
| 
| 
| 
| 


With the heritage of the first vegetable | 


, commands a place for itself with the 
. créme-de-la-créme 
_ designing circuit internationally. World- 
Belgian Fibre which s rated very highly - 


of the fashion 


renowned brands like Stacy Adams, 


| Mango, JC Penny, Ralph Lauren, TG 
. Mart, Next, Louis Phillipe, Allen Solly, 
In India, Rohit Bal, a designer of - 
| Wills sport etc, all sourced from Linen - 
. Club. 


Benetton, Colour Plus, Black Berry's, 


Its stunning range varies from like 
Linen rich with cotton, Linen rich rayon, 
dyed, woven, Linen Lycra, Linen Wool, 


and western wears. It eternal 
trend crops from the fact that 
it being custom made, the 
essence lies in comfort and 
easy fall. Soft curves, softer 


moisture absorbance, coupled 
with its eco friendly 100% 
natural vegetable features, 
make Linen Club fabrics the 
most sort after wear on the 
fashion circuit. 

Suddenly it seems that 


here to stay. There is a definite 
shift in preference from 
synthetics to more natural 
profiles like Linen. There is a 
definite class in its casual yet 
tasteful fall and drape. More 
and more designers the world 
over have been overwhelmed 
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natural fabrics like Linen are | 
| in and ask for fabric by name but this is 


! fiber woven on earth, Linen Club Fabrics | 
are going places. Linen Club naturally 


| 


by the versatility of this fabric. There is 
something about linen that is 


| celestial..some would like to call it the 
next best thing to skin. Whatever you may 
call to describe, it what is evident is its 
comfort features that only go to 





accentuate its stylish texture, 
feel and careless yet natty 
look. There is no doubt that it 
is the look of today. 

Linen Club fabrics are worn best for 





. both casual and formal dressing. It sets off 


and accentuates ones body profiles. 


. Formal Suites with Linen Club fabrics in 
. 100% naturals are a fashion statement for 


the suave and handsome corporate 


| honcho. The supple fall of linen is the in 


thing and is compatible to Tropical, 


| Temperate and Mediterranean influenced 


| weather 


types as well as colder 


_ influences. Linen has the special feature 


of keeping one cool in summer and warm 
in winter. In its casual best, linen is best 


, used for short casual short-sleeves and 


oversized shirts. For the female form it 


| attains all forms from sexy, short minis 
| and gypsy skirts to total corporate formal 
| Skirts and tops on display any week-day 


falls, easy cuts and its high | 


. on Wall Street. 


On the ethnic front, Linen Club fabrics 
has proven itself a hundred times over its 
poor cousins like Cotton and Khadi. From 


| Bandhgallas and stylish short and long 
| Kurtas to the more elegant short Kurtis 
| and Salwar Kameez choost. 





The fabric finds itself amidst a 
tremendous national and international 
demand. It is rare for customers to walk 


exactly what is happening with the 


| trendy Linen from Linen Club Today this 


fabric is being retailed by the best fashion 
boutiques and by a large network of 
dealers throughout India. This for sure 


| has taken the fashion world by storm. 


And it's here to stay. " 
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.. discovery often 
reveals more 

. than one sys- 
tem that needs 
fixing. It is best 
. tostart with 
. theonethat 
ES has the most 










tions for the units: it wasn't clear, for exam- 
ple, whether they should focus on ROCE or. 
cash improvement to deliver immediate | 
growth or on capital investment for future 


growth. Nor was it clear what skills the units 
would need to meet these aims. Deeper 
analysis of the issues and the links among 
them resulted in a new planning system. To- 
gether, the units and regional leaders filled in 
the missing details of the regional strategy. 


They generated a plan that reflected the 


high-level strategy, but was much more spe- 
cific about what would be expected of each 
unit and the capabilities and processes it 
would need. 

In fact, collective discovery usually dis- 
closes more than one organisational system 
that needs fixing, as it did at both Manu- 
factCo and the industrial firm. But when 
programme designers develop systemic so- 
lutions, they would do well to work on a sin- 
gle system at a time, starting with the one 
that has the most far-reaching ramifications. 


Outcome 


It is still early to declare a resounding victory 


for collective discovery at ManufactCo, but a 
number of unusual advantages are emerg- 
ing there. For example, the level of buy-in 
from the people involved is far greater than it 
was during previous major change pro- 
grammes. Each meeting between the team 
and the interviewees helped create a 
groundswell of energetic. support for 
change. The scope of the transformation 
and the speed of implementation have also 
been far greater than they were in the past. 
And the process itself has brought about im- 
portant changes in the way managers be- 
have. For example, the initial interviews re- 
vealed that one of the organisation's 
weaknesses was a failure to celebrate its suc- 
cesses. The interviewees and the design 
team, therefore, immediately worked out the 
objectives of the collective-discovery 
process they had embarked on and made 
sure that they celebrated when these objec- 
tives were met. 

For organisations interested in the col- 
lective-discovery approach, the experiences 
of companies that have used it offer some 
useful lessons. 

1. Don't forget the organisations strengths. 
During collective discovery, it is easy to lose 
sight of them; ManufactCo, for example, 
wasnt a poor performer — it had just lost its 


edge. It needed only to consolidate its 


strengths and address its problems. 

2. Choose the team with care. If a fairly large 
group of respected managers leads the diag- 
nosis, they cannot be dismissed as just a few 
individuals airing private grievances. 

3. Be inclusive. If people's behaviour and i in- 
teractions are part of the problem — and 
they often are — everyone involved must 
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gain cüllecüve naeio of the diagiiosis . 


and the solution. One person complaining 
about the way managers behave is a whining 
misfit; a broad cross-section of managers 
complaining about poor behaviour, includ- 
ing their own, cannot be overlooked. Collec- 
tive ownership of the solutions gives them 
much more sticking power than top-down 
initiatives or fixes that result from turning up 
the heat under particular individuals. 
4. Create a common language. It isn't easy to 
talk meaningfully about mental states, be- 
haviour and interaction. styles - — partly be- 
cause there is no simple, rigorous language - 
to describe social interactions and partly be- 
cause discussing emotional topics can make 
people defensive. An organisation must, 
therefore, take the time to develop and dis- 
seminate a single, neutral language to dis- 
cuss its behavioural characteristics. At Man- 
ufactCo, for example, the word ‘assistance’ 
became imbued with a meaning that re- 
flected the value of acting for the company's 
greater good. The choice of words is not as 
important as the shared meaning created 
within the team..A shared language also lets 
individuals in the company communicate 
its values and approach to new members, 
thus helping them integrate quickly. 
5. Be holistic and systemic in problem solv- 
ing. Many companies have a 'default' lever 
they pull in times of poor performance, be it 
reorganising, tightening the performance 
culture, or developing a new strategy. Itis im- 
portant to think beyond this single lever 
both during the diagnosis and when design- 
ing interventions, and use a broader range, 
including levers, that will help replace a neg- 
ative performance cycle with a positive one. 
The  collective-discovery approach 


: proved to be a remarkably powerful way of 


helping ManufactCo's people understand 
the performance challenge they faced and to 
translate that understanding into consis- 
tent, complementary and far-reaching ac- 
tions. The paradox of a company with a great 
strategy and great people but lacklustre per- 
formance can be resolved by delving inside 
the organisation to unearth the root causes 


of its problematic behaviour and mind-sets, 


and by engaging the organisation as a whole 
in the struggle to eliminate them. — u 


Notes: 


The authors wish to thank Bill Rogers for his 


contributions to this article. 
Matthew Robb and David Turnbull are consul- 
tants in McKinsey's London office, where Paul 
Todd is an associate principal. This article was 
originally published in The McKinsey Quarterly, 
2003 Number 2 and can be found on the publica- 
tion's website, www.mckinseyquarterly.com. 
Copyright (c) 1992-2003 McKinsey & Company. 
Reprinted with permission 
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Which indian Is the founder of Juniper Networks? 1 

(a) Pradeep Sindhu (b) Vinod Khosla (c) Gulu Lalwani (d) Kamal Dhar q 

| à. In which company did indian management legend Sumant Mulgaonkar make a significant contribution? | 5» 

| (a) Bharat Heavy Electricals (b) Steel Authority of India (c) Dunlop India (d) Telco | P 
4, Which company launched ice-cream parlours under the brand name, 21's, in the national capital reglon? d 

| (a) Baskin Robbins (b) Nirula's (c) Hindustan Lever — (d) Amul E 
E, 


| 5. Which shirt brand's summer collection for 2003 is called Riviera? 
(a) Van Heusen (b) ii od Din (C) Arrow (d) Louis Philippe 
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6. With which retail chain would you associate B.S. ieuan? 4 
(a) ALL S E (b) Kid's emp (c) Ebony (d) Subhiksha z q 
La Who wrote the book The 10096 Solution? - | | m 4 
(a) John Maxwell (b) Mark McCormack (c) Shiv Khera (d) Scott McNealy | 
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8". Which company's business process outsourcing unit is called Nipuna? 4 
@) A: (b) HCL. (c) Satyam (d) edid 4 
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gs Which of these banks has not agreed to share Its ATM network with the other banks? f a : 
- (a) IDBI Bank (b) Standard Chartered (c) ICICI Bank (d) Citibank 


SERES 
DUM 


10." ‘Which company was End directed ib the MA High Court to pay its retired employees the pensions 
they were promised? The company had wanted to reduce all pension payments to present and future 
pensioners. 


e Kerala State Road Trans. Cope (b) Kilburn aos. (c) Air-India (d) indian Railways 
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Answers to AMITY BIZQUIZ # 88 
1. Which Hollywood studio is not a joint venture partner in HBO? Touchstone Pictures 

9. ‘Powered by Intellect, Driven by Values’ is the tagline of which famous indian IT company? Infosys Technologies 

3. Which company’s worldwide headquarters for training is called The Fairlane Training and Development Center? Ford Motor 
4. In which washing machine would you find the ‘Life Nourishing System’? Electrolux Kelvinator 

5. Which newspaper says this about Itself: ‘What people in the chair have on their tables’? The Financial Express 

6. Which mosquito coil assures you of a ‘Zero Bite Guarantee’? Mortein 

7, Which company has recently launched Kwik cream? Ozone Ayurvedics 

8*. Which Indian company manufactures tractors for French auto company Renault? international Tractors 

9*. Which pharmaceutical company owns the painkiller Moov? Paras Pharmaceuticals 

10* Who is the current president of the Janata Party? Subramaniam Swamy 


Winners of AMITY BIZQUIZ # 87 


t, Ashok Kumar, Delhi 2. Aseem Manrai, Panchkula 3. Sandeep Chanani, Hyderabad 4. M. Balachandran, Mumbai 5. Mohan, Delhi 8. Biswajit, 
Bhubaneswar 7. Shalaka, Pune 8. Parthasarathy, Kalyan 9. Suneet Kashyap, Patna 10. Jabeen, Chennai 
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A card trick 
for media planners. 


Step One: Take the three largest 
selling financial dailies in the 
country. Shuffle them well. 

Step Two: Show them face down 
to the decision-makers in your 
target audience and ask them to 
pick their favourite. 

Step Three: Shuffle the remaining 
two and show them to your 
colleagues. Ask them to pick the 
one that is indispensable to any 
media plan witha wide reach. 
Step Four: Next, ask for the 
educational background of the 
readers who prefer the remaining 
newspaper the most. 





Step Five: Now collect the three 
dailies from the decision-makers 
and the media planners and 
the graduates and the post 
graduates. 

Step Six: Turn them over and 
behold! Each has changed into 
The Financial Express. 

The secret behind this card trick: 
The Financial Express is the 
second largest financial daily in 
India, with 75% more decision- 
makers in its readership profile 
than the Business Standard.* It's a 
card trick that will definitely get 
you a winning hand. 


THE FINANCIAL EXPRESS 
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ASTRAZENECA 


THETB 
FIGHTERS - 


AstraZeneca’s new Indian R&D lab runs one of - 


the world's largest anti-TB programmes 


P. HARI 


T'S easy to elicit a contrarion view 

from Tom McKillop, chief executive 

of AstraZeneca. In 30 minutes, he 

had talked about his company, the 

research and development (R&D) 
crisis in the pharmaceutical industry, his 
work habits, his hobbies and many more 
topics, and delivered many opinions go- 
ing against conventional pharmaceuti- 
cal wisdom. McKillop does not see India 
as a low-cost destination. He is confi- 
dent that intellectual property would be 
safe in India. He does not like sales fore- 
casts early on in a drug development 
programme, like the one on tuberculosis 
(TB) in Bangalore. McKillop says he is 
not after profits, at least at the moment, 
on the TB drug programme. Neither 
does he see TB research as a public rela- 
tions exercise. "This programme is real," 
he says. 

McKillop recently inaugurated a 
state-of-the-art R&D facility for TB drug 
discovery in Bangalore. This laboratory 
cost $11 million, and the plant and ma- 
chinery another $2.5 million. The com- 
pany will spend $5 million in revenue ex- 
penditure every year till 2006. By then it 
hopes to have a TB drug candidate mol- 
ecule ready. If the first candidate mole- 
cule goes through clinical trials well, a 
TB drug from this centre could hit the 
market by 2010. No new TB drug has 
come into the market in the last 30 years. 

AstraZeneca’ R&D centre is the sec- 
ond, large drug discovery laboratory in 
Bangalore. The other one, belonging to 
Aurigene, had come up early this year at 
an investment of $10 million with an- 
other $10 million to follow. Large Indian 
pharmaceutical companies like Ran- 
baxy Laboratories and Dr. Reddy's Labo- 
ratories have made bigger investments 
in R&D. Yet this AstraZeneca centre is 
special. It runs probably the largest pro- 
gramme on TB drug discovery in the 





world. The centre now has 67 scientists; 
their number could go up to 100 some 
time next year. Indian pharmaceutical 
companies have large R&D centres, but 
few have more than 20 scientists work- 
ing on one programme. 

The TB centre was actually con- 
ceived by employees working in the for- 
mer Astra-IDL laboratory in Bangalore. 
“When Astra and Zeneca merged, peo- 
ple expected us to close many laborato- 
ries," says McKillop, "but we chose not 
to." The Astra-IDL lab was given the op- 
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tion of working on a disease of its choice 
andit chose TB. The announcement was 
made two years ago. The 10,000 sq. ft re- 
search laboratory came up last week. 

Many other Indian firms and labora- 
tories are also working on TB drugs. TB is 
a major thrust area for Lupin Laborato- 
ries and it has some promising leads. 
Ranbaxy and the Central Drug Research 
Institute (CDRI), Lucknow, have also got 
molecules at early stages of develop- 
ment. The New Millennium India Tech- 
nology Leadership Initiative (NMITLI) 
funds a multi-centric programme on TB, 
with Lupin and 11 institutions, includ- 
ing the Indian Institute of Science, as 
participants. The programme has three 
objectives: finding new targets for a TB 
drug, developing bioenhancers for a TB 
drug and finding new drugs. 

A target is a molecule, usually a pro- 
tein, in the body, or an infecting organ- 
ism, that a drug can attack. A bioen- 
hancer is a substance that can increase 
the availability of a drug in the body, 
thereby reducing its dosage and hence, 
its toxicity. The Regional Research Labo- 
ratory (RRL) in Jammu has developed 
novel bioenhancers; RRL is part of this 
NMITLI team, which is trying to develop 
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bioenhancers for TB drugs. As- 
traZenecas project has no relation to the 
NMILTI programme; but together, all 
these programmes make the chances of 
the next TB drug coming out of India 
very high. 

Over the years, TB has developed as 
one of the most serious infectious dis- 
eases in the world, particularly after the 
emergence of AIDS and multidrug resis- 
tance. The TB bacterium infects one- 

p third of the world population. One per- 
= son dies from TB every 15 seconds. The 
.. economic cost of the disease is $12 bil- 
th lion a year. TB drugs are not expensive, 
= butonly5% ofthe 16 million people who 
1 are currently suffering from this disease 
. . can afford even this treatment. It's this 
E. lack of buying power that has kept the 
pharmaceutical companies away. 
3 Hence, there is a new effort globally 
_ to find drugs for TB. Like AstraZeneca, 
5 the Global Alliance for TB Drug Devel- 
. opment, an alliance of major institu- 
tions in the world that conduct research 
* on the disease, has the goal of develop- 
. inge RM v drug by 2010. 
| fi et anes TB drug is one of 
— the most difficult tasks that pharmaceu- 
a . The current treat- 
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- "AstraZeneca CEO Tom McKillop spent 
30 minutes talking with BW. Excerpts 
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scientists' capabilities 
T i... that the Indian educational 
goes tem is excellent. Scientists at our 
R&D centre have also showed excep- 
tional creativity and commitment. 


lil On the Indian IPR system 

We would not have invested in a large 
R&D centre if we were not confident 
that India would provide full protec- 
tion to intellectual property. Patents 
have to be granted quickly and compa- 
nies must have ways to settle patent vi- 
olations quickly. Many people outside 
India ask me whether our data would 
be secure in India. I am confident that 
it will be. But... there are problems in.. 
in Western countries too. People leave 
and join other companies there as well. 


E On commercial TB research 
Scientists in this centre ask me about 
the kind of sales revenues I expect from 





ment for TB is lengthy, 
consisting of two 
months of four drugs — 
isoniazid, rifampicin, 
pyrazinamide and 
ethambutol — followed 
by four months of isoni- 
azid and rifampicin. 
Such long treatment 
presents many prob- 
lems. People do not take 
the full treatment, lead- 
ing to a resurgence of 
the disease and drug re- 
sistance. 

If the organism is re- 
sistant to at least two of 
the four drugs, the effi- 
cacy of treatment drops 


to 50% from about 98%. The second line | 
of drugs used in multidrug resistant TB. 
is toxic and have to be taken for two | 


years. The main purpose of a new TB 
drug is to reduce the period of treat- 
ment. T.S. Balganesh, head of research 
at the AstraZeneca centre, says: “We 
want to reduce the course of treatment 
from six months to four months or less." 

The major problem with a TB infec- 
tion is its latency. There are long periods 


nt like sales forecasts 


a TB drug. I told them I am not inter- 
ested in sales forecasts. I am only look- 
ing at a medical need. If there is a 
strong... need, the rewards will come. 


li On AstraZeneca drugs for 
infectious diseases 

We do not have a major focus on infec- 
tious diseases. We don't have an antivi- 
ral drug, ...no AIDS drug. The pro- 
gramme fora TB drug will change this. 


lil On the present R&D crisis in 
the pharmaceutical industry 
There is certainly a problem i in R&D 
productivity... It’s going to be tough i in 
the years ahead.... We will emerge win- 
ners but many small companies may 
end up as losers. 


E On his work habits 

When I was a student, I... (did) many 
things: studying, flying airplanes, play- 
ing rugby.... I had to give up something; 
sleep was the easiest.... Even now I... 
sleep about four hours a day. 
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AstraZeneca's Balganesh wants to reduce the length of 
current TB treatment through the new research 





when the bacterium does not divide or 
do anything noticeable. Diseases, where 
such quiescent periods occur, are very 
difficult to treat. TB drugs currently 
available kill the bacterium when it 
emerges out of this latent period, which 
is why the treatment lasts long. One way 
to shorten the treatment is to attack the 


| bacterium when it sleeps. A large 


amount of the current R&D effort goes 
into finding drugs for latent TB. As- 
traZeneca is trying to attack this prob- 
lem. So is the NMITLI project. 

Yet the last few years have seen con- 
siderable advances in understanding 
the bacterium. The genome of the TB 
bacillus has been sequenced com- 
pletely. There is a much better under- 
standing of how the bacterium interacts 
with the body's immune system. We 
know about reaction pathways in the or- 
ganism that are vital for its survival. Labs 
like that of AstraZeneca will have access 
to all this new knowledge. This lab will 
also work closely with the company's ge- 
nomics and infection research centres in 
Boston, US, and Cheshire, UK. 

A major problem of any drug devel- 
opment programme in India is the lack 
of scientists, in particular medicinal 
chemists, with more than 10 years of ex- 
perience. Experienced drug researchers 
in AstraZeneca will spend considerable 
time in the Bangalore centre to mentor 
other scientists there. This is a model 
that Aurigene is already trying out. The 
two companies together may have 
started a trend in Bangalore that invites 
parallels from the information technol- 
ogy (IT) industry. 

In 1985, Texas Instruments opened 
the first multinational R&D centre in 
Bangalore and started a trend that was 
followed by many other multinational IT 
companies. Will other pharma majors 
follow AstraZeneca? 
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cutive Wanderlust 









į ummer months in India invariably 
m word out loud and clear 


es the sentiment in toto. And today, the trav- 
- eller is spoiled with choices - from the airlines 
- he chooses to travel, the hotels he plans to 
stay, the travel company which takes care of 
- . the land travel, the travel guide.......each in its 
— . own way pampers him in a lap of luxury, 
comfort and style. For a business traveller, the 
comfort and pampering is like manna from 
heaven after a hectic day of meetings, negoti- 
ations and deal making. While for a pleasure 








traveller or holidaymaker, it is an ideal way 
of unwinding irrespective of the destination 
he opts for. 

The destinations - galore - India or 
abroad. One could opt for the refreshingly 
cool hills, idyllic charm of the backwaters, 
unspoilt beaches, religious circuits, African 
Safaris, Oriental experience, an eco tourist 
destination, see a mystical far away land or 
hey be the hedonist pleasure seeking 21st cen- 
tury model and go for a top city just for shop- 
ping and experience. The reasons why one 
chooses a particular destination for holiday is 
simply unclear and astounding. One of the 
best definitions is that by Pico lyer in the 
book Wanderlust. 

Each holiday unfolds its own memories - 
some pleasant, some unpleasant of lost bag- 
gage and mixed bookings. But then that is the 
thrill, the adventure of the unknown. 
However when it comes to flying there is 
nothing like the known and well 
heeled. 


TRAVEL 


And offering the very best is 
Emirates, based in Dubai. With a 
humble beginning in 1985, the airline 


has grown tremendously and has competed 
with the best in the airline industry to hold its 
own and carve an unique niche for itself. The 
result of this success is evident from its fleet 
today comprising 38 aircrafts, an internation- 
al cargo division, full fledged destination 
management and leisure division, interna- 
tional ground-handler and an airline IT 
developer. It currently flies to 58 destinations 
in 41 countries. The fleet in itself is amongst 
the youngest and modern in the world, with 
an average aircraft age of about three years. 
The mantra for this success is a harmonious 
blend of concentrating on explosive continu- 
ous growth and focussing on top quality 
service. This combination has allowed it to 
reap rich dividends. 

The growth strategy adopted by the air- 
lines is a multi pronged one, which aims at — 
maximizing the efficiency and quality of serv- — | 
ice at each division, be it in Airline division, — 
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Emirates 


Over 60 destinations worldwide 


WW.emirates.com 


For more details contact your local travel agent or Emirates in Mumbai : 2879 7979, Delhi : 2332 8080, Chennai : 2822 3700. 


Hyderabad : 2332 1111, Kerala : 1-600-444345 (toll free), Gujarat : 1-600-212020 (toll free). Discover frequent flyer benefits at www.skywards.com 
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DT A ld Enjoy 4 music channels through a personal headset. - 


f the’ TUNER Centre for maintenance, the | Emirate as early as 1992 provided economy | | that there is an option suitable for everyone 
= airport services, the fleet, training of cabin | travelers with their own individual television | on board. It offers a selection of special meals 
. crew, the presence of medical aid, food & bev- | screens. | 
. erages, lounge facilities...., or the destination 
. and leisure management for Emirates holi- 
days, Arabian adventures, Al Maha or 
Skycargo its cargo handling division, Dnata 
or Mercator - the focus, “the customer ie | 7 o) 


| (23 variations) to meet religious and medical 

| dietary needs. These however need to. be 

| booked atleast 24 hours in advance. 

| Another speciality is the choice of top 

| quality wines it offers including champagne 
and vintage port specially selected for 
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In the Airline, the facilities are 
simply put - par excellent. For 
example, the first class traveller is 
pampered from the moment the journey 
begins. The plush-in-airport lounges with 
business facilities, ultra swift check-in and 
boarding. The taste buds are spoilt with 
delectable offerings - eight course meals, 
served on fine bone china - the Royale 
Doulton, champagne, fresh fruit juices, hot 
canapés...., entertainment - a personal video 
library, mainstream entertainment of the air- 
line, freebies thrown in....... the list is endless. 
It does not however mean that the business 
class or the economy class traveller is neglect- 
ed. For the Business passenger the emphasis 
is on service and attention to detail. Every 
facility to ensure connectivity to the world of 
business is taken into account from personal 
satellite telephones in every seat, internet 
facility in every lounge. In the Economy class, 
ergonomically designed seats, extra legroom 
and superior service are the hallmark. 


Emirates every year by 
Master of Wine in the UK. In the selec- 
tion of wine infinite care is taken and a 
blind tasting is done of as many as 180 
| wines. The criteria for selection, the wine 
It is however in its food & beverages that | should travel well. At 30,000 feet the air is dry 

the airline scores an extra mile. The hospitali- | and taste buds less sensitive, so the wines 
ty, service and love for good food ingrained | must not deteriorate or throw deposit and 
in the culture of UAE is directly reflected in | should withstand occasional in-flight turbu- 
the ambience of the airline. The menu is care- | lence. Wines are bought from France, 
fully crafted by some of the world’s top chefs. | Australia, Chile, California from some well 
The dishes can find a place of pride in any | known wineries. The first class offers Dom 
restaurant and more importantly reflect the | Perignon 1993, Duval Leroy 1991 Cuvee Des 
culture, tradition and preferences of Emirates | Roys... 
international customers. It achieved an ISO | In keeping with the changes in the mar- 
9002 accredition for its inflight services in | ket, Emirates has also introduced a number of 
1996. It also takes great care to cater to pas- | “healthy flying” initiatives to its regular in- 
senger’s ethnic preferences thus ensuring | flight service. It is way ahead of other airline 
! | " | in standards in health awareness. Its invest- 

| ment in first-class medical training for crew 
| has paid good returns by way of recent 
accredition by the Royal College of Surgeons 
| in Edinburgh. It was the first Middle East air- 
line to sign up with MedLink, which provides 
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| | Buy tickets using your Standard Chartered or Eg SAHARA” 
; | d Bank credit card and pay in interest free 
ly installments. Ks Emotionally yours 
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Fly-Anytime. Anywhere. 
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SIXER'S FREEDOM 


Visit us at www.airsahara.net 
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A unique six coupon ticket usable anywhere across Potetionally yours 


the network both in Economy & Business Class. 








| the Indian pencl. ‘nt for snacks, it offers a 
“style your snack ' wherein travelers can 
have a snack prepared to their own taste. The 


an emergency telemedicine centre service 
from a Phoenix, USA hospital. At time of 
medical emergencies, the emirates crew can 


from this on-line ticket facilities, on-line 
mileage tracking for the frequent flyers, 


phone the MedLink emergency centre from 
anywhere in the world via satellite communi- 
cations. 


At the moment it has 507% of all flight 4 


movements in and out of Dubai Airport, 
the focus is to increase this to 70% by 
2010. 

Another airline which believes in 
pampering its customers is Air Sahara. And 
this motto transcends the entire operations of 
the airlines. For example, the business class 
called Sahara Royale offers personalized 
service at par with standards across the 
world. Spacious seats, channel music, deli- 
cious offering in terms of cuisine, lounge 
facilities for refreshment and relaxation add 
to the pampering in the business segment. 
Business class passengers also enjoy standard 
global services like Tele-check-in, City check- 
in, advanced seat reservations and valet-serv- 
ice. In the economy class, called the Sahara 
Special, the passengers have access to a vari- 
ety of value-added services. These services 
include tele-check-in service and advanced 
seat reservation and valet services for passen- 
gers who need help with their baggage. 

The pampering of the taste buds begin 
with a choice of five cuisines - Thai, Italian 
French, Chinese and of course Indian - spread 
over a variety of 75 menus. Keeping in mind, 
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menu 







has been customized to suit the taste of the 


passengers. So there are meals for specific 
religional and medical preferences like for 
diabetic or special Jain meals. The choice of 
food though must be made in advance at the 
time of booking tickets. Channel music on- 
board its new generation aircraft is another 
introduction. Passengers have a choice of 
four channels to make selections from. Apart 
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| Get rewarded by Air Sahara for flying already 
done with other domestic carriers through our 
unique bank your miles offer. 
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check-in facility for passengers all make the 
traveller’s life much easier. 

To make travel affordable, it also has 
launched a "buy now pay later scheme" 
where passengers can buy Air Sahara tick- 
ets or holiday packages in easy interest 
Míree instalments using Standard 
=Œ Chartered Credit Card. The ticket or 
=~ package amount is divided into twelve 
F equated monthly instalments, four of 
which are to be paid as down payments and 
the rest eight over a period of eight months. 
Simple and affordable!!! For cricket fans there 
is an additional bonus on Air Sahara 
Standard Chartered Cricket Card, the only 
global cricket card. These include 5% dis- 
count on Air Sahara tickets purchased and a 
15% discount on tickets purchased within a 
week of India winning any one dayer. 

In keeping with the motto of being trav- 
eller friendly and re-emphasising its commit- 
ment for welfare activities, Air Sahara offers 
an unprecedented award winning initiative 
of bidding on board. A scheme to win high 
quality premium products at unbelievably 


low amounts. Bid starts from as low as Rs. 50 - 
and the proceeds go to the Sahara Welfare 


Foundation, which is working with earth- 
quake victims of Bhuj and families of Kargil 
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Suaounies CUISINE | 
the backwaters, Kerala is still a much sought 
after destination. The mountain spirit extends 
from Himalayas, Swiss Alps, Andes... In 
cities though the SARS affected countries are 
a taboo this year otherwise - Indonesia, 
Thailand, Hong Kong, Singapore, China were 
all much sought after destination. For the city 
experience Australia, Europe, Middle East..... 
Another popular way of unwinding most 
executives resort to: are holidays to pursue an 
3 . | alternate passion. This could extend to 
— HOLIDAY DESTINATIONS __ | adventure sports like trekking, mountain | Mathura, Ajmer are favourite haunts. The run 
— | climbing, river rafting, surfing, skiing, para | of the mill usuals are of course Jaipur, 
E. y Today, holidays are no longer the boring | gliding, hot air ballooning, wildlife safaris..... Mussorie, Simla and Dehradun. The growing 
off beat “to the home town” ones. With dis- | For the less adventurous it could mean from | popularity of resorts is another reason for this 
E posable incomes rising, there is an unquench- | photographical expedition, heritage trail, | increased preference for travel. Most resorts 
Es able thirst to travel: The Indian traveller | resorts offering rejuvenating therapies with | with RCI affiliation also offer resort facilities 
. ~ seems-to have been bitten by the travel bug | mud baths, luxurious spas and ayurvedic | abroad or on exchange basis. 
anid that too with a vengeance. The earlier | massages to a simplistic sit and stare holi- It is however, the destination holiday seg- 
staid traveller now is adventurous and ven- | day!! The exotic ones include lessons on win- | ment which is growing in leaps and bounds. 
turing to far off exotic destinations.The loca- | ery with wine tasting sessions across France, | The short affordable holidays with financing 
tions - off beat, exotic, adventurous, off track | understanding the art of perfumery, a textile | options thrown in are a great attraction. 
and above all not the usual tourist circuit. information trip to India, seeking spiritual | Seven day trips to Europe to suit every pock- 
On the beach front it is Mauritius, | nirvana on banks of the Ganges, gracious liv- | et, Australia in one week kind of packages for 
Seychelles, Maldives, Andamans & Goa. For | ing with Royalties, a day in a castle, living in uninitiated international traveller. Star 
a hotel of ice in far away Iceland... You name Cruises for both long and short time periods 
it and there is a peddlar of such a dream or a | is another area which is gaining increased 
glib salesman who can recreate it for you. | popularity. 
For a fun filled expedition are the short With increase in destination holidays, 
| 





week end getaways to nearby hill stations, | Emirated Holidays offers holiday option to 
historic towns. For Delhiites, the hills of | some 33 destinations on five continents. It 
Ranikhet, Chail, Almora, historic Gwalior, | caters to the diverse requirements of the Gulf 
| Samod, Udaipur, the holy city of Amritsar, | residents comprising both Arab national and 
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expats living in the region. The high quality 
holiday options include places like Malaysia 
and Thailand in the Far East, France, UK, 
Europe, Dubai and Egypt and some exotic 
ones like New Zealand, African island of 
Zanzibar. 

The USP is of course fine detailing and 
adherence to service. Basically in-depth 
research which ensures that whatever be the 
destination or the activity customers can 
make the most of their vacation. Apart from 
this, the inbound tour operating arm of 
Emirates, Arabian Adventures provides des- 
tination management services to the world’s 
foremost tour operators, incentive houses, 
meeting and convention organizers and 
cruise lines. 


ECO TOURISM 


With environmental and ecological issues 
gaining popularity a new concept of eco- 
tourism has evolved. Eco projects for conser- 
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promoting it as a tourist destina- 
tion. Care however, is taken to 
ensure that the fragile ecological 
balance is not disturbed by tourist 
activity. Tourists are also sensi- 
tized to the needs of the environ- 
ment and objectives of the project. 

acit The facilities are also built taking 
into account the environment using natural 
materials to a great extent. It is a synthesis of 
nature, environment and luxury. 

Emirates operates the Al Maha desert 
resort, named after the desert antelope 
Arabian Oxyx once on the brink of extinction. 
The first eco-tourism resort in the Middle 
East, it is set in a private nature reserve about 
45 minutes drive from Dubai. The design 
takes off from the luxury safari lodges of 


South Africa, Malaysia and Indonesia. The 


low impact design combines 
with the natural environment to ! 
bring out an experience of 
Arabian desert landscape and 
Bedouin culture while luxuriat- 
ing in unparalleled 7 star in 
complete peace of mind. 

Eco friendliness for business 
and pleasure is also the motto of 
Uppal's Orchid - 5 star Deluxe 
Ecotel Business Hotel in New 
Delhi. Promoted and developed 


Massage chairs, sumptuous snacks,individual 

music systems and high speed internet 
| connections. All at our exclusive business 
| class airport lounges at New Delhi, Mumbai, 

Bangalore, Goa, Kolkata & Lucknow. 











vation are launched, the funds for | 
long term maintenance is got by | 
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by the Delhi based Uppal Group in agree- 
ment with Concept Hospitality Limited. The 
target is the corporate sector and eco-tourists. 
Being well connected to the city, the airport 
and the business centre of Gurgaon. It is an 
ideal relaxation venue for the businessman 
and the well heeled traveller. 

As Param Kannampilly, Director, 
Concept Hospitality Limited says, "We pride 
ourselves on delivering luxury with responsi- 
bility. Our green culture is reflected from the 
construction material used to the design 
details, energy efficient electrical fittings, zero 
garbage generation, etc. Uppal's Orchid pro- 
vides the guest with a completely eco - 
friendly atmosphere and is committed to the 
environment by reducing, reusing and recy- 
cling natural resources." 

What could one say after all that, pack 
your bags and just go!!! " 
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REVIEWS 


BOOK AL m oo 
BATTING FOR THE EMPIRE 

A Political Biography of Ranjitsinghji 

By Mario Rodrigues 

Penguin Books 


Pages: 277; price: Rs 299 





ardent cricket 


p of our most 
fans would be 


able to tell who His 


a Empire 
d 


singhji Vibhaji, Ma- 
haraja Jam Saheb of 
Nawanagar, was. To 
most Indians, he is 
simply Ranji, the cricketing legend in 
whose name the Ranji Trophy was 
instituted. What is fairly well known 
is that his imperial innings was 
marked by a fanatical support for the 
Raj. He was believed to be a caring 
ruler. That's because the British did- 
nt give two hoots about what he did 
in his kingdom while Indians, being 
generally uncritical, tend to accept 
the popular image of public figures. 
Besides, history is considered to be 
of little consequence. But Mario 
Rodrigues is an exception to this 
cavalier attitude. He spent years 
uncovering the complete Ranjit- 
singhji. It's not a pretty picture that 
he comes up with. The Jam Saheb 
was a true autocrat. He squeezed his 
subjects to finance his lavish durbars 
and jailed those fighting for swaraj. 
Worse, he did nothing to promote 
cricket on home ground and even 
stopped his nephew Duleep from 
playing for India. Not quite cricket. BM 





THE BRAINFEVER BIRD 


By I. Allan Sealy 
Picador 
Pages: 359; price: Rs 425 





| g Highness Sir Ranjit- 








IN PRAISE OF 


SHELLEY SINGH 


OU grew up learning that dia- 
mond and coal are different even 
though both are made from the 
same material, carbon. And then 
you put your four-year-old child 
in school this summer. She will grow up 
with the knowledge and, perhaps, the 
ability to reconfigure the arrangement of 
carbon atoms to reduce dia- 
mond to just an- 
other inexpensive 
material or create 
it out of coal. 

Jack Uldrich 
and Deb Newberry 
persuade you that 
this and other mir- 
acles are possible 
because we will 
soon have the abil- 
ity to manipulate 
atoms and change 
the rules of the 
game for almost every prod- 
uct. From the food we eat and the 
clothes we wear to the materials and 
products we manufacture to the build- 
ings we live and work in, to the cars and 
planes we use, everything consists of 
atoms. And it can all be manipulated by 
the technology of the small — nanotech- 
nology. This is not the wild imagination 
of some scientist although Nobel Laure- 
ate Richard Feynman had predicted way 





Response Books 
Pages: 296; price: £35 





TRANSFORMATIONAL LEADERSHIP 
Edited by Shivganesh Bhargava 





back in 1959 that mans ability to manip- 
ulate atoms would usher in revolution- 
ary change. 

Now, countries around the world 
have pumped in over $2 billion for re- 
search and development (R&D) in nan- 
otechnology because analysts anticipate 
that by 2010, the market for products 
based on this technology will be worth 
$1 trillion in the US alone and will result 

in 800,000 to two million new 
jobs. Over 100 American 


universities are involved 
in nanotechnology re- 

THE NEXT ar BY 
BIG THING IS Nano, derived 


from Greek nanos, 
meaning dwarf, 


REALLY SMALL 


By Jack Uldrich refers to one-bil- 
with Deb lionth of some- 

. Newberry — thing. Nanotech- 
Crown Business nology is, broadly 
Pages: 207; speaking, the art and 
price: $18.95 


science of manipulat- 

ing and rearranging indi- 
vidual atoms and mole- 
cules to create useful materials, 

devices and systems. One nanometre is 
one-billionth of a metre, approximately 
the width of 10 hydrogen atoms. To give 
you some idea of how small, one million 
nanometre would be the width of the 
dot above the letter ‘i’ in this sentence. 
Today, when geeks talk of nanotech, it 
means R&D in the scale of 0.1 nanome- 
tres to 100 nanometres in order to create 








HIS is a novel that works at many levels. 

Call it a tale of two cities — St. Petersburg 

and Delhi. Old Delhi comes alive under 
Sealy's observant eyes as he brings out in 
loving detail the people who inhabit it. Or you can look at it as 
an unusual love story. Lev, the Russian protagonist, and Maya, 
the diminutive puppet-maker in Delhi, know that their ro- 
mance has to end, but that doesn't stop them from growing 
close to each other. At still another level, it's a thriller. At Biose- 
curitat, where Lev once was a research scientist, the germs 
multiply and infect one ofhis colleagues. Lev has to leave, per- 
haps, because he shows his fear and is forced to pick up a job 
as a driver. He goes to India, ostensibly to export clothes. As 
soon as he lands, he is mugged and he is followed at every 
turn. What happens to Lev? It's worth reading to find out... Wi 





collection says resilient leaders are guid- 

ed by “a larger sense of purpose, and are 
driven by values". The purpose gives them 
“a direction, if not a destination, helps them to determine 
their dos and don'ts, and keeps them focused". They have a 
strong sense of personal identity, an ability to chart their own 
career path(!) and an indifference to job security and their po- 
sition in the organisational hierarchy. The author of this piece 
is Dharni P. Sinha, director-general of a ponderous sounding 
institute on strategic management. It wouldn't matter so 
much if he were just that; he is also on the governing board of 
two IIMs. Like Sinha, most of the contributors are also associ- 
ated with management institutes. They share an inability to 
move beyond clichés and a formatted style. That's worrying. BM 


Ts opening essay in this amorphous 
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THE COMING NANO AGE 


unique products. 

But why is it necessary to go to such 
lengths to create something better? The 
authors ask you to picture your morning 
cup of coffee. By grinding coffee beans 
into smaller particles, more of the bean 
is exposed to water. This leads to a fuller, 
richer-tasting coffee. In this way, a 
smaller bean particle is a better catalyst 
to creating good coffee. As more of each 
bean is exposed to water, you use fewer 
beans, creating a more efficient process 
and saving money. Sometime in the fu- 
ture, the coffee company could tailor 
coffee to your specific needs by using 
bean nanoparticles as catalysts. 

Nanotechnology has far-reaching 
impact. Take, for instance, the fre- 
quently-mentioned side-effects of drugs 
and medical procedures. That's because, 
today, tools do not exist to nip problems 
in the bud. Besides, the treatment is not 
focussed solely on the affected area. 
When doctors treat cancer through 
chemotherapy, they kill both cancerous 
and non-cancerous cells. With nano- 
sized drug delivery systems, all this will 
be a thing of the past. Depression, 
Alzheimer's disease, obesity, diabetes 
and cancers will all be treated easily with 
nanomedicine. Ageing, too, will be 
treated like a disease. You could walk 
into a human body shop and order a 
new heart, kidney or liver. 

The authors detail almost all seg- 
ments of the businesses that will change 


Too Much The Wise Guys 


thors' suggestions should. Marketing and public relations 
consultants Steve Rivkin and Fraser Seitel's advice is: 'don't 
buy the idea industry's blather’. To reinforce this, they quote 
Tom Peters (who they feel is pretty weird and, hence, popular) 
confessing that companies are 'suckered' by people like him. 
They tell you how to come up with those great ideas that 
help businesses survive in an innovation-driven world. They 


| F this book's smart-alecky tone doesn't put you off, the au- 


suggest ideas that could be used in 
contrary ways. Take outsourcing. Nas- 
scom could use this book to lobby 
against the anti-outsourcing move- 
ment in the US. Then again, New Jer- 
sey senator Shirley Turner could use it 
to ban outsourcing. 

Wait a minute. Is outsourcing a 
great idea or not? It could be both, ac- 
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— from the $13- 
billion chocolate 
market to the $60- 
billion newspaper 
industry, from the | 
$5-billion jeans in- 
dustry to the $27- 
billion glass industry and more. The fu- 
ture products will repair themselves and 
last almost forever. 

But then, how will businesses gener- 
ate new sales in such a scenario? What 
happens to the service contracts, the re- 
pair revenues associated with today's | 
products and services, and the jobs that | 
exist today? Medical insurance will see a | 
total overhaul even as general insurance 
companies may rethink basic assump- 
tions underlying their business models. 

Uldrich and Newberry suggest prod- 
uct customisation, new applications | 
and new products to generate awhole | reports priced between $1,995 and 
new type of work opportunities. They | $4,700. Either way, The Next Big Thing is 
draw a timeline beginning 2004 as to | agood way to start the nano trip. LJ 


when the silicon age will give way to 
nano age. Thankfully, the switchover will 
not be sudden. That's because, without 
us being aware of it, some of it is already 
happening. One example: carmakers are 
coming out with lighter and sturdier 
bumpers. In 2001, Toyota Corporation 
introduced a bumper made of 
nanocomposites which is 6096 lighter 
_ than existing materials and twice as re- 
sistant to denting and scratching. As 
more car parts are manufactured out of 
composites, your local car repair shop 
will fade away. 

This is a sneak preview of the future. 
If you are really keen on keeping abreast 
with developments’ check out 
www.smalltimes.com, www.nanobusi- 
ness.org or www.foresight.org. Or if you 
are interested in the business, the au- 
thors offer Nanotechnology Opportunity 














cording to Rivkin and Seitel. Being ideaWise means exploring 
all possibilities. Follow this: prepare hard, let that information 
incubate and let there be light! If that doesn't happen, keep 
this in mind: Cater for America's obsession with extremes. If 
batteries that run forever (well, almost) are being built, single- 
use cameras, too, are popular. If techno music is a rage, so is 
chanting and trance. Seek and ye shall find the answers to 
your problems. Or borrow ideas. Thomas Edison did it, Dale 
Carnegie did it, the makers of Survivor did it. Or ask yourself 
questions. What can you substitute? (Answer: parts of prod- 
ucts.) What can you eliminate? (Bureaucracy) What can you 
reverse? (Strategies) The suggestions 
are endless. | 
The authors did not seek true 
light, it seems. Or perhaps, they bor- 
rowed from a wrong source. Some- 
one please tell them that ‘Islam’ did 
not invent paper, the Chinese did. Bi 


PADMA DAMODARAN 


IDEAWISE 


How to Transform Your Ideas 
into Tomorrow's Innovations 
By Steve Rivkin and Fraser 
Seitel 

John Wiley & Sons 

Pages: 220; price: $27.95 
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VANISHING INVESTOR PROTECTION 





Sebi and DCA must nail promoters of vanishing companies to bring back small investors 


HE preamble to the Securities and Exchange Board 
of India (Sebi) Act of 1992 says it is “an Act to provide 
for the establishment of a board to protect the inter- 
ests of investors in securities and to promote the de- 
velopment of, and to regulate, the securities market 
and for matters connected therewith or incidental thereto.” 

Investor protection comes first. But few investors may 
agree. What have Sebi or the DCA (Department of Company 
Affairs) done about vanishing companies, plantation firms 
or scams involving fixed deposits and mutual funds? 

Sebi has a specific definition of vanishing companies. 
These are ones that are not traceable at their registered of- 
fice addresses or have not complied with listing require- 
ments for two years or from which no correspondence has 
been received for a long time. Collectively, these vanished 
companies have probably done more damage than the two 
(1992 and 2001) stockmarket scams did. There are 
also Z-category companies that haven't redressed 
investor grievances, yet their scrips con- 
tinue to be traded on stock exchanges. 
There are around 600 Z-category firms 
and 176 that have vanished. The 'van- 
ished' definition also includes those 
that haven't filed returns regularly. 
Thanks to Sebi, 65 have begun to file 
returns. So, the truly vanished num- 
beris now 101. 

DCA and Sebi have named these 
vanished companies. We know who 
their directors, lead managers, merchant 
bankers and underwriters are. Prosecutions 
have been launched against 149 companies 
under the Companies Act for mis-statement 
in prospectuses, fraudulently inducing people 
to invest and giving false statements. The Companies 
(Amendment) Bill 2003, introduced in Parliament last 
month, intends to curb the vanishing-company phenome- 
non of the mid-1990s by including higher penalties for all 
these. Of course, frauds or false statements are difficult to 
prove legally and these offences may not be the key. And to 
bring to book the auditors of these vanished firms, one 
needs changes in the Chartered Accountants Act of 1949. 

As for investors who have put money in a vanished com- 
pany, that money can't be returned until a company is 
wound up and its assets liquidated. Twenty-eight compa- 
nies face such liquidation proceedings, although it will be a 
long haul before the assets are apportioned to creditors. To 
initiate liquidation, one has to also find the promoter. 

After the Naresh Chandra Committee's report and the 

















ANTHONY LAWRENCE 


new Bill, it is tempting to believe that corporate governance 
will improve and small investors will return to the capital 
market. There is even a model first information report (FIR) 
so that promoters cannot exploit loopholes. But though 
some promoters of plantation firms have been successfully 
prosecuted, action hasn't been taken against a single pro- 
moter of a vanished firm. The DCA now proposes to recover 
dues from the personal assets of promoters who have van- 
ished. This is probably a red herring as any such amend- 
ment to the Companies Act will violate the principles oflim- 
ited liability and will be impossible to implement. Limited 
liability is not only a building block of the modern stock- 
market, it is also a key in dealing with bankruptcy and insol- 
vency. So, the DCA is probably barking up the wrong tree. 

Behind all this, there is the question of what law or regu- 
latory systems are supposed to achieve. First, there is the is- 

sue of compensation to those who have already suffered. 
This is the tort or civil aspect of law and is static in 
emphasis. But second and more important, 
the lawis supposed to prevent such wrong- 
— doingin the future. To ensure dynamic ef- 
ficiency, there are criminal penalties as 
the crime is not just against an individ- 
ual, but also the society. Plus, prosecu- 
tions and convictions must be high. 
Unfortunately, the probability of 
prosecution is low in India and the 
probability of conviction, when prose- 
cuted, lower still. This is a malaise that 
afflicts not only investor protection, but 
the entire Indian legal system. Investor pro- 
tection thus remains shoddy. To improve this, 
the DCA’ and Sebi's investigation departments must 
be strengthened. At the moment, there seems to be 
attempts to transfer responsibility to the economic offence 
cells of the police. There are also issues connected with 
stringent evidence and proof requirements and insufficient 
criminal penalties. While DCA and Sebi's recent efforts and 
the latest Companies (Amendment) Bill have much that is 
laudable, these alone will not be enough to bring back small 
investors to the capital market. 

As for those who have already burnt their fingers, thanks 
to vanishing companies, nothing much can be done. With 
plantation companies, fixed deposits and mutual funds, the 
official reaction generally was that no regulatory regime can 
neutralise investor stupidity and gullibility. In other words, 
investors got what they deserved. The moral is the same for 
vanishing companies too, the new buzzword of corporate 
governance notwithstanding. L1 
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Introducing Microsoft Windows Server 2003. Do more with less. 


You're being asked to do more. Youre being asked to do it with H 
Microsoft? Windows" Server 2003 is designed to help you manage these opposing 
forces and deliver powerful software solutions with less time. money and hassle. For 
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Who gains 
Who I ses 


amount they would have to pay. 
SANDEEP CHATTERJEE, Kolkata 


There appears to be aconcerted effort to scuttle the in 
plementation of the Conditional Access System. The can 
paign is being led by broadcasters. But subscribers stand 
to gain despite the investment they would have to make 


G.S. RAO, Bangalore 


SANJIT KUNDU 





COUNTRY COMES FIRST 


This refers to the story on the 
upcoming general elections and 
how the BJP is still not ready to 
face them (‘November Worries’, 
BW, 9 June). If the ruling party 
continues to dither on its reform 
agenda, then there is just no hope 
for it. The question here is not one 
of alienating the vote bank or 
keeping in mind just the interests 
of one particular community. The 
issue here is of what needs to be 
done for the larger good of the 
country. The party must realise 
that it can win votes only if it does 
things to improve the life of the 
people. And once it does that, the 
BJP does not need to depend on a 
plank like Hindutva. 

KESHAV SINGH 

Secunderbad 


TOO MANY COOKS 
Hiring new employees to resolve pend- 


ing cases is like adding water to the sea | 


(‘Hire More, Do Less’, BW, 2 June). I was 
astonished to watch the number of 
pending cases grow along with the num- 
ber of employees. A body like the Lok 
Adalat must be introduced immediately 
so as to tackle pending cases in a short 
time. But instead of adopting such a sys- 
tem, the government is looking for ex- 
pensive solutions. 

AUROBINDO KUMAR MISHRA 

Hooghly 


STAY FOCUSSED 


Star TV tops among private media | 


houses because of the collective might 
ofits eight or so top brands (‘The Making 
Of India’s Biggest Media House’, BW, 2 
June). But if seen as independent enti- 
ties, MTV does better than Channel V, 
Radio Mirchi is the leader in FM radio, 


Aaj Tak leads over Star News, while Star | 


Star’s Peter 
Mukerjea: 
Aiming for 
the top 





















Vijay trails Sun TV and so on. Hence, to | 
|. become numero uno, Star has to followa | 
focussed strategy for each channel. 
Coming second is not about winning sil- 
ver, it's about losing gold. | 
RISHI SINHA 

Via email 


INTERNET BLUES 


Indians are not getting tired of the Inter- 
net. Rather it is the basic telephone ser- 
vice providers (BTSP) billing system 
(‘Losing Speed’, BW, 9 June) which is 
troubling them. Indian Internet users 
are wary of using the Net because of the 
high usage charges they have to pay. 
Many ISPs (Internet service providers) 
have invested heavily in building infra- 
structure to deliver greater speeds to 
users, but their investments are of no use 
because of the BTSP In fact the Internet 
user is penalised twice; he pays taxes on 
the ISP package as well as on the tele- 
phone bill. 

If, as the government says, Internet is 
considered as an educational service, 
then why tax the users? The government 
should reduce or subsidise telephone 
usage charges when the telephone is 


used to access the Internet. Just take a | 
look at countries like the US, where dial- | 


up for using the Net is free or subsidised. 
The government should realise the 
significance of the Internet and the role 
it plays in the common mans life and 
take the initiative to make Internet usage 
affordable. The ISPs have done their job. 
Itis now up to the state-owned BTSP to 
contribute its bit. 

NAVNEETH BARON 

Secunderabad 


GOVERNMENT SUPPORT REQUIRED 
The column ‘Two Biotech Firms’ (BW, 














27 May) has two errors. Shantha 
Marine Biotechnologies is a joint 
venture between  Shantha 
Biotechnics and ABL 
Technologies, which produces 
betacarotene out of marine algae. 
Shantha West Inc. is a US-based 
joint venture between Shantha 
Biotechnics and East West 
Laboratories Inc. of the US, and 
produces monoclonal antibodies. 
In Shantha Biotech we have 
built innovation and commercial- 
isation capabilities at the frontier 
of technology that can withstand 
competition from anyone. But to 
win, we need government sup- 
port. By that I mean a drug con- 
trol machinery that has the 
resources, the will and the integri- 
ty to enforce drug quality stan- 
dards not just for exports and imports, 
but for drugs produced for the domes- 
tic consumer. 
VARAPRASAD REDDY 
Managing director, Shantha Biotechnics 


| CITIBANK CLARIFIES 


In ‘The Smart Alternative’ (BW, 9 June), 
you said: "Citibank has decided to pick 
up the tabs for their customers using 
ATMs of other banks in the shared net- 
work." This is incorrect. Citibank will be 
passing on the benefit of the cost sav- 
ings got by being associated with 
Euronet to our customers. But there will 
be a transaction fee when the customer 
transacts on another bank's ATM. 

UMA GOPAL DEB 

Assistant vice-president (corporate affairs), 
Citibank N.A. 


lll Our correspondent replies: When 
BW asked Citibank if the cost benefit of 


, using the Euronet network would be 


passed on to the bank's customers, 
Citibank replied in the affirmative. Sub- 
sequently, they have clarified that what 
they meant is that the fall in costs to 
Citibank from its customers using a Eu- 
ronet ATM, as opposed to an ATM out- 
side the network, would be ultimately 
passed on to them. 

Purely as an example, let us say that 
if Citibank earlier charged Rs 50 
for using another bank's ATM, and it 
now costs Citibank Rs 10 less if a cus- 
tomer uses a Euronet ATM, the differ- 
ence of Rs 10 will be passed on to the 


|, customer and the customer will be 


charged only Rs 40. 


| | Letters can also be sent to 


editor@bworldmail.com 
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AN |LSES 


More than a fund. A friend. 


If EQUITY investing were like 
FLYING what would you depend on? 





CRISIL- CPR 2* 


ILSFS Growth & Value Fund 


The cell 





A dependable & diversified Equity Fund 


Investing in the equity market is like flying. A magic carpet may look great but it won't take you far. You 
need a dependable option that can help you reach your investment goals. IL&FS Growth & Value Fund, 
because of its portfolio of stocks with great growth potential, high intrinsic value and a solid performance 
track record (ranked CPR 2* by CRISIL) is one of the most dependable and diversified equity funds. 
Choose dependability. Choose IL&FS Growth & Value Fund. 


*Past Performance is no guarantee of future results. 


AHMEDABAD 8011640 / 41 * BANGALORE 5590491 / 92 * CHENNAI 24334614 / 12 * HYDERABAD 23376357 / 58 * INDORE 35068611 / 12 * KOLKATA 24860708 / 09 
MUMBAI 22817377 | 78 * NEW DELHI 23356427 / 28 * PUNE 5539277 / 78 website: www.ilfsmf.com email: customercare@ilfsamcindia.com 





CRISIL-CPR 2* Open End Equity Scheme, April 2001 - March 2003. "CRISIL-CPR 2 - The composite performance of IL&FS Growth & Value Fund is "Good" in the Open End Equity Category, and ranks within the top 30% of the 34 schemes 
ranked in this category. The criteria used in computing the CRISIL Composite Performance Rank are Superior Return Score, based on NAVs over the 2 year period ended March 31, 2003, Concentration, Liquidity and the Asset size of the 
scheme. The methodology does not take into account the entry and exit loads levied by the scheme. The CRISIL CPR is no indication of the performance that can be expected from the scheme in future. Ranking Source: CRISIL Fund Services. 
Sponsor: Infrastructure Leasing & Financial Services Ltd. * Fund: IL&FS Mutual Fund + Trustee: IL&FS Trust Company Ltd. * Investment Manager: IL&FS Asset Management Company Limited. * Risk Factors: Past performance may or 
may not be sustained in future. Mutual funds, like securities investments, are subject to market and other risks and the NAV of the scheme can go up or down depending on various factors affecting capital & money markets. There can be no 
guarantee against loss resulting from an investment in the Scheme nor can there be any assurance that the Schemes objectives will be achieved. IL&FS Growth & Value Fund is an open ended equity scheme with an investment objective of 
seeking capital appreciation by focusing on growth & undervalued stocks. IL&FS Growth & Value Fund is only the name of the scheme and in no way indicates the quality of the scheme, its future prospects or returns. Please read the offer 
document before investing. * Applicable Load: Entry load of 2% of NAV. No Exit Load. 










More than a week after CEO Sunil Alagh' reign 
at the top was unceremoniously cut short by 
the Britannia board, the real story of what really 
precipitated the current fracas inside the company's 
normally serene headquarters on the outskirts of 
Bangalore remains veiled in secrecy. There are 
several complex strands in the story of Alagh's 
meteoric rise and fall. It revolves around 

F al industrialist Nusli Wadia’s dogged ambitions to keep 

; Britannia within his control and his lack of 

| E i chemistry with a CEO who believed in running the 


oe at company as his own and loved being in the 
Former CEO Sunil Alagh (top) and chairman Nusli Wadia limelight. The inside story. 








ATUL LOKE / OUTLOOK 





§ LETTERS TO THE EDITOR 28 BJP The BJP's fears 








49 CASE STUDY Can spirituality in HR about the upcoming 
processes help companies deal elections have created a 
with employee unhappiness? fresh controversy 
within the party itself — 
76 EDITORIAL this time on the leader- r: COTON 'à 
ship issue. A.B. Vajpayee & L.K. Advani 
IN THE NEWS 
10 DIGITAL GLOBALSOFT-HPISO MERGER Why ana- SPE CIA L 
‘sea SERE RES Che eR Ae GE: Ho 30 BY INVITATION: JAITHIRTH RAO 
Y OPPI: We in India may not be Anglo- 


16 MONSOONS Can the CSIR Centre for Mathematical 
Modelling and Computer Simulation forecast the 
monsoons with greater accuracy? 


glo-Saxons in the cultural sense. 
ECONOMY & POLITICS 


SPR | BUSINESS 

20 BANKING Banks operating in India are aggressively 
wooing non-resident Indians promising them higher | 39 CINEMAHALLS Three 
assured returns than they can get anywhere else. 


Saxons racially or genetically, but 
we certainly are devout, commit- 
ted and positively successful An- 





movie theatre companies 








25 AUDITORS A rule passed by the Public Company Ac- — Shringar, DT and Satyam 
counting Oversight Board, the body which regulates — have come together in a 
accountants in the US, makes life tough for the audi- bid to reap the benefits of 
tors of US-listed Indian companies. | economies of scale. 
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SS aR DADA MINE ooo 
Hedge Your Bets... 


| remember the turbu- 


LEAD STORIES 
Q |t Aso Makes Money - 


lent weeks in 1997 when cur- Businesswor id 


rencies across Asia wilted un- 


This year, Tata Steel fep- eee der a blast of selling. Malaysia's 
orted its highest profits | mercurial prime minister Ma- 
ever. Yet, CEO B. Muth- » hathir Mohammed claimed that 
uraman wants Tisco to i his country had been wrecked by 
consistently deliver a rate $ y IM | Jewish financiers and footloose 
of return above the cost f m |T hedge funds. The first allegation 





was silly political posturing. And 
it was later revealed that 
Malaysian citizens, rather than hedge funds, had sparked 
off the first panic. But, since then, the fear of hedge funds 


AC . has grown. The collapse of LTCM almost brought the global 
© Living With A New Threat financial system to i knees. "T 
Stockmarket regulators hate and fear hedge 
funds. Not surprising since they have left a trail of 
investor blood wherever 
they have been. Over the last 
decade or so, they have 


grown even more menacing. 
And now they are in India. 


of capital, irrespective of 
the way steel prices 
move. Can he deliver? B. Muthuraman 





There have been whispers about hedge funds moving into 
India for some time now. In a disturbing story written by 
Shishir Prasad and Vikas Dhoot in this issue, the spotlight is 
on how hedge funds are taking ever-bigger bets on Indian 
equities, either directly in our stockmarkets or through par- 
ticipatory notes bought abroad. "They seem to be very keen 
on putting more money in India," says Shishir. 






This is disturbing as hedge funds are very different from the 
T E P H N 0 L 0 G Y foreign pension and mutual funds that have been active in 
India till now. Hedge funds move in and out of markets at 
blistering speed, which makes regulating them very diffi- 
cult. Our regulators are yet to come to grips with it — refus- 
ing to see the problem or, at best, trying to ban it. 


71 THAT'S IT: MALA BHARGAVA Mi- 
crosoft's latest initiative is all set to 
transform the humble old wrist- 
watch into an information device. 


72 SOFTWARE DEVELOPERS Why are 
more and more tech companies 
bending over backwards to win 
their hearts? 


That will not work, and nor is it advised. Hedge funds are a 
big pool of capital and they tend to help correct imperfec- 
tions in market prices. I think we need a more realistic pol- 
icy on hedge funds — somewhere between helplessness 
and blind aggression. 





D 0 0 K 5 There is another interesting story in this issue. Tata Steel 
74 THE ART OF INVESTING A book by Victor Nieder- has, after a stunning restructuring of its business, had a fan- 
hoffer and Laurel Kenner that tries to loosen the tastic year in FY 2003. But how much of this is merely the re- 


bear grip on public consciousness and bust myths sult of higher steel prices? Can the success be maintained if 
that can trip the unwary investor. steel prices drop? It is a question that Tata Steel's top man- 


agement is struggling with. Read our take on the dilemma 


Cover Design: JYOTI THAPA MANI on page 42. 
Photograph: ARAVIND TEKI 
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THE DIGITAL GLOBALSOFT-HPISO MERGER 


Retail investor betrayed 


AST weekend, | 
Hewlett-Packard | 
(HP), which holds a | 
51% stake in pub- 





licly-listed Digital | MORGAN quir | Marie PRIGE AS ON 9/6/05 
GlobalSoft decided to merge it — | ——————............ iP ape "ww a 
ith its 100%-owned sub- | CREDIT e ; 3e 
sidiary Hewlett-Packard India | 9NMAISESA (Rs 472) | (Rs300) 
Software Operations (HPISO). c m Buy ` Sell 
Though the $87-million Dig- EDT TN MENSEM, c Mh Tad 
ital was bigger and more prof- | LILLADHER Buy | Sell 
itable than the $50-million v Int NP Hirst rt enn: Rs 1,228 cr 
KOTAK ; Und ; 
HPISO, the latter was valued | secures In line De tar inu. ie em 
higher for the purpose of the : 


merger (Digital's valuation: 
$352 million, HPISO's valuation: $365 
million). Under the merger deal, 
Digital is to issue shares to HPISO 
shareholder HP using the valuations 
as the benchmark. The share issue 
would also raise HP's stake in the 
merged company to a controlling 7696. 
Analysts dubbed the merger as 
unfriendly and downgraded the stock 
to “Sell”. Over a third of Digital's capital 


i i r rice ` 
Figures in brackets are target price 





ANALYSTS’ RECOMMENDATIONS 
Digital GlobalSoft 





BEFORE E 
MERGER FF 





was traded in a single day. The stock | 
dropped 25% in value and investors | 


lost an estimated Rs 421 crore. 


But can the minority shareholders | 
of Digital do anything at all to stop the 


merger or at least revise the ratio? 


Legally, yes. Realistically, no. If minori- | 


ty shareholders with a cumulative 
equity of at least 26% get together — 
they hold a total of 49% in Digital — 








they could still stall the merger. 

However, HP, which is 
Digital's largest customer and 
accounts for 75% of its 
turnover, holds the unspoken 
threat of severing this lifeline if 
Digital shareholders do not 
clear the deal. So its a no-win 
scenario for the minority 
shareholders. This is not the 
first time — nor will it be the 
last — that minority share- 
holders have been taken for a 
ride by the largest stakeholder. 
Multinational company 
(MNC) stocks, once favourites with 
investors, are losing their sheen. In 
the last two years, a series of delisting 
and buyback decisions announced by 
MNCs have worked against minority 
stockholders. The Digital-HPISO case 
should remind Indian shareholders to 
watch their multinational stockhold- 
ings closely. 





T. SURENDAR 


WENTY thousand | 
members joined the | 


world’s millionaire | 


club last year, taking the 
total to nearly 8 million, 
according to the recent 


Merrill Lynch-Cap Gemini | 
Ernst and Young World | 


Wealth Report 2003. But last 


year was one of the most dif- | 


ficult for wealthy people 
hoping to break into the list. 
The millionaire club saw a 


net addition of | 
only 2.1% — | 





the lowest in 
seven years. 






Corporate scandals, per- 
ceived conflicts of interest 
related to equity research, 
accounting irregularities, 
slow economic growth and 
poor investment perfor- 
mance were the main cul- 
prits according to the study. 
Two of the major engines of 
wealth creation — global 
| GDP and stock market capi- 
talisation — failed to pro- 
| vide returns in 2002. North 
America even saw a 1.9% 
reduction in the number of 
millionaires. 

Nevertheless, the cumu- 
lative wealth of the world’s 
super-rich increased 
3.81% to $27.2 trillion — 








THE SUPER-RICH 


Keeping tabs on 
the millionaires 


THE GROWING TRIBE OF THE WEALTHY 


%  No.ofhigh-networth  % 
change people (million) ^ change 
2.6 


Region "rin 
Asia Pacific 5.7 
Middle East 1.1 
Europe 8.8 
Latin America 3.6 
North America 7.4 


Data collected in end 2002 









0.3 
2.6 
0.3 
2.2 





Source: Merrill Lynch, Cap Gemini Ernst & Young 2003 World Wealth Report 


almost thrice the US GDP of | 


$10.45 trillion. The study 


expects the super-rich to | 


accumulate another $10.8 
trillion in the next five years. 
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That's not the only rea- 
son to smile. Asian million- 
aires are getting richer faster 
than their US and European 
counterparts. Last year, 
Asian millionaires registered 
the highest growth, both in 
numbers (4.996) and cumu- 
lative wealth (10.796). In the 
case of the desi super-rich, 
the number of Indian mil- 
lionaires rose from 45,000 to 
50,000, says the study. Li 

SUPRIYA KURANE 








Why is HP keen on the 
merger: 


INORITY shareholders may | strong offshore presence (4,500 | 
be fuming, but the HPISO- | employees). Livermore has plans to | 


Digital merger ties in per- | counter that. In December 2002, she 
fectly with HP’s global IT services | had told Wall Street analysts: “We are 
ambitions. In the last 12 months, it | going to aggressively move everything 
has won over 200 deals in this space, | we can offshore.” A lot of it, obviously 
with 55 coming in just the last quarter. | to India. And by merging the two 
These include a $3-billion, 10-year | Indian entities, HP gets scale (their 
contract with Procter and Gamble. | total staff strength is 3,500) and can 
Based on first-half revenue estimates, | offer a bigger service basket. While 
HP Services is now the third largest IT | Digital is strong on the systems side — 
services company (see ‘The India | infrastructure outsourcing, managing 








Factor’). Ann technical helpdesks 
Livermore, execu- THE indian — HPISO focusses 
tive vice-president, Revenues offshore on applications, e- 
HP Services, told INDIA eum 099905 commerce and so 
B. (Jan-Jun 03) (as on Mar 03) 
analysts recently: FACTOR (Sbn) (No, ofpeople) ON. A strong India 
“IBM can be beaten HP 6 3 500 advantage will not 





only help in dealing 
with international 
competition, but 
also keep in check 
Indian rivals like | 
Wipro. H 
MITU JAYASHANKAR 


in megadeals and 
HP is the company IBM ake — 
that can beat them.” EDS 

A part of that 4 vM 
contest will be 2E EN 
played out in India, CSC 


where IBM has a 


"e n + nnn f= +++ 


Source: HP presentations, Analyst reports 


manufacturers have announced good 
profits after five years, showing the 
competitiveness of Indian manufactur- 
| ing. Finally, infotech stocks have been 
| re-rated, adding stability to the market 
| indices. Says a foreign broking house 
| head: “All these factors and a strong 
rupee should see more FII funds in the 
Indian market. A short rally could see 
the Sensex touching 4,000 by end July." 
But will this rally translate into a longer 
bull run? Unlike in the past, there is no 
theme to drive a bull run. In the mid- 
90s, it was the finance companies 
boom. In the late nineties, it was tech- 
nology stocks and Ketan Parekh. This 
time around, it seems 
to be a bit of every- 
thing — market 
manipulations, 
cheap valuations, 
India becoming 
foreign investors’ 
favourite destina- 
tion, et al. Enjoy it 
while it lasts but 
remember to stay on 
your guard. Lj 
T. SURENDAR 


STOCK MARKET 


Are the 
bulls back? 


HE stock market is on a roll. The | 
Y BSE Sensex has gained 13% since 

the second week of May. Foreign | 
institutional investors have invested | 
Rs 3,600 crore in five months this year 
compared with Rs 3,300 crore in the 
whole of last year. There are two ques- 
tions everyone is asking 
now. Will the Sensex 
cross the 4,000 mark? Is 
this the beginning of a 
long bull run? 

Most fund managers 
are bullish. Old economy 
stocks like Tisco and 
Telco have posted good 
results, indicating a 
grassroots level pick- 
up. Auto compo- 
nent and textile 





















INFOSYS ADR ISSUE 


The major 
dithers 


THE ARBITRAGE 
OPPORTUNITY 


Premium of Infy ADR 
over BSE prices 


56.24% 
E) 


Z 


J 36.78% 


2 May 30 May 9 Jun 
2003 2003 2003 


OR a change, Infosys 
s Technologies managing director 

Nandan Nilekani and his team 
may be happy that the company's 
scrip is underperforming on Indian 
bourses. The Infy scrip has risen a 
mere 2% since 2 May, while the 
Sensex has climbed 12.5%. But Infy 
won't complain. That's because the 
Infy ADR listed on the Nasdaq has 
gained 18% compared with the 
Nasdaq's 7% rise. With the ADR 
rising faster than the domestic share 
price, Infy's upcoming sponsored 
ADR issue becomes attractive to 
domestic investors. (Infy plans to buy 
up to 4.5% of its equity from Indian 
shareholders and sell them as ADRs 
to overseas investors. The objective 
is to improve its liquidity on Nasdaq). 

When the sponsored ADR issue 
was announced late last year, the 
Infy ADR was trading at 70% over 
the Indian share price. But, by April 
2003, the premium had dropped to 
about 35%. But the ADR's rise in May 
has once again increased the 
premium to about 56%. That's 
sufficient motivation for Indian 
shareholders to sell — which is 
essential for the sponsored ADR plan 
to succeed. But reports quoting 
unnamed Infy officials claim that the 
company will postpone it till July. 
Can someone please explain why? E 
M. ANAND 





Graphics: ARPIT SHARMA 
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HINDUSTAN LEVER 


Mix and match for a 
stronger brew 


INDUSTAN Lever (HLL) is 
planning a huge do-or-die 
effort to revive its sagging 
Rs 1,232-crore tea business 
in India. Instead of promot- 
ing multiple stand-alone brands, HLL will 
now consolidate and concentrate on just 


tance ofteain the HLL port- 
folio, Unilever's Singapore 
regional foods head Tex 
Gunning and its worldwide 
beverages director Sanjay 
Khosla have been closely in- 
volved in the new initiative. 





two master brands — Brooke Bond and | | S. Ravindranath, HLLs executive director for 
Lipton. The new Brooke Bond master brand beverages, and Vineet Tarneja, the head of 
will bring all of HLLs major draws — Taj Mahal, | marketing, are leading the project. 

Taaza, Red Label and 3 Roses — under one There have been other significant deci- 


umbrella. sions as well. For a while now, HLL has been 
HLL hopes this master branding | strugglingto evolve new ways of communicat- 
approach will reduce its market- | ing its brand values and its advertising has 
ing costs and help focus on | looked jaded. Last month, almost as a signal of 
i managing the new brand | desperation, HLL decided to move the 
portfolio. Each of these | Rs 20 crore-25 crore Brooke Bond account 

EE master brands will be linked | from]. Walter Thomson, with which it has had 

f tokey consumer benefits that | a decades-long relationship to O&M. 

have been based on extensive For reasons unknown, neither HLL nor 
market analysis done by the | O&M publicly announced the shift. But when 

et v. company. So Brooke Bond |! HLL chairman Vindi Banga informed O&M 
“a^ $*, will now stand for refreshment about the shift, he 
."*.. and aroma and Lipton for specifically re- 
“ youth and vitality. = quested that cre- 

















A new logo, ative director 
pack design and commu- Piyush Pandey him- 
nication will power the self should work on 
new master brand mar- the creatives. 


ee Sources in the agency 
i corroborate that for the past few 
*",'. weeks Pandey has been racing to fin- 
àa a” ish the new Brooke Bond spots be- 
"ef". fore he heads out for the Cannes ad 
«> awards later this week. A series of six televi- 
* sion commercials have already been shot. 
Whether the new Brooke Bond 
initiative will work remains to 
be seen, especially as ex- 
perts say the real 
problem is HLL 
brands arent 
perceived as 
providing 
value for 
money. HLL is 
probably hop- 
ing that a 
stronger value 
proposition and a 
new identity will 
make consumers reach for 
its cuppa. B 
E. INDRAJIT GUPTA 


keting campaign. Global 
designer Shombit Sen- 
gupta’ Shining Strategic 
Design, Ogilvy &Mather 
and a UK-based strategic mar- 
keting consultancy have been in- t 
volved in the creation of the campaign. ats 
For the past three years, especially x 
after tea prices began heading 
south, HLLs brands have 
been steadily losing vol- 
umes to unorganised 
brands which offer 
greater value for 
money. The com- 
pany's sales have 
dipped ^ almost 
1296 annually, with 
yearly volumes 
dropping from 
120,000 tonnes to 
80,000 tonnes currently. 
HLL is, therefore, making a 
serious attempt to stem the de- 
cline. Given the strategic impor- 
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MEDIA 


Glossies 
seek aid 


LITTLE bird in in- 
A vestment banking 
circles tells us that 


Filmfare and Femina are 
scouting for investors. No, 
they aren't selling 







out, but only 

wish to dilutea ` . 
minority stake. — x... 
Parent, the Ses 
Rs 1,500-crore ^ 
Bennett, Cole- 

man & Com- 

pany (BCCL), 

wants to scale up the op- 


erations of these publica- 
tions. But the mega- 
events associated with 
them, Femina Miss India 
and Filmfare Awards, are 
handled by a different 
group firm. So, structuring 
the deal might be a prob- 
lem, bankers state. Mor- 
gan Stanley and another 
firm have the mandate. 
BCCL president Pradeep 
Guha was not available 
for comment. 1S 
VANITA KOHLI 


ARICO Indus- 

tries may have 

got its act to- 

gether on the 
revenue front, but the com- 
pany has lost two senior exec- 
utives in the space of a few 
months. 

Last week, Arvind Medi- 
ratta, Marico's head of mar- 
keting, resigned to join con- 
sumer durable giant 
Whirlpool of India as its vice- 
president (marketing). In 
March, Maricos chief execu- 
tive officer of a few months, 
Jaspal Bajwa, had suddenly 
quit citing health reasons. 

Mediratta's departure was 
all the more surprising con- 
sidering that he had only re- 





HE haze over the implementa- 
T tion of the Conditional Access 

System (CAS) refuses to lift. 
Here is an update on how the various 
players are coping with the chaos. 

Consumers: They are as confused 
as ever but determined not to pay. A 
report released last week by Starcom 
(Leo Burnetts media buying arm) 
along with Hansa Research Group, 
which polled 413 respondents in the 
four metros, shows the popular reac- 
tion to CAS. (See "What The Con- 
sumers Feel") 

Media owners: They have begun 
the mad scramble for the swing in rev- 
enues if CAS happens. As Star Plus, 
Sony and Zee will practically be off the 
screens in the four metros for any- 
where between 2-10 months, radio 
stations, publishers and local cable 
channels are scheming hard to step 
into the gap. (See ‘Any gains for print?’) 

Broadcasters: Are still holding 





Any fringe benefits for print? 


AN CAS benefit the print media? 

"There could be a natural 6-10% 
positive swing in the expected rev- 
enues to the print medium. The rest 
will depend on how aggressively they 
sell the idea," reckons Manish Porwal, 
general manager (Investment and 
New Initiatives) at Starcom, a media- 
buying agency FMCGs, seasonal 
products and promotional ads may 
spill over to print and radio. The oth- 
ers, like durables, will wait and watch. 





ARPIT SHARMA 





CONDITIONAL ACCESS 
Still in 
confusion 


WHAT THE CONSUMERS FEEL 


After CAS cable television 
will become 








lll More expensive 
Bl Less expensive 
Don't know 









Would you rather wait 
than buy a set-top-box? 


B Yes 
E No 
Don't know 


Source: Starcom Worldwide Hansa Research Group 















onto individual channel prices. At a 
meeting with the information and 
broadcasting ministry, pay channels 
promised not to turn free-to-air. 

Multi-system operators: Have an- 
nounced goodies like rental schemes. 

The government: Is aggressively 
pushing the 14 July deadline. After 
passing a legislation that is silent on 
key issues such as who will pay and 
whether or not the boxes should be in- 
ter-operable (if an individual shifts 
houses, will the box be compatible 
with the new operator?), officialdom 
has doled out sops like cutting the im- 
port duties on set-top boxes. 

Cable operators: Have not pre- 
pared adequately for the changeover. 
Ask your cable guy how to access pay 
channels on 15 July and you will prob- 
ably draw a blank. Yet they are 
adamant about snaring 5096 of the pay 
channels’ subscription pie. + 

VANITA KOHLI 





“We are going to enter the slowest 


quarter for Indian advertising and the 
already sceptical advertiser may hold 
back his spends,” says Porwal. 


For most television advertisers | 
only Mumbai and Delhi matter. That’s | 
because Sun TV, the biggest channelin | 
the South, is free-to-air and regional | 


channels cover Kolkata adequately. In 


Mumbai and Delhi, the leading news- | 
papers (The Times of India and Hin- | 
dustan Times) have the reach to attract | 





MARICO INDUSTRIES 


the big brands. Cable channels, free- 
to-air ones and radio stations offer 
further choices for undecided adver- 
tisers in these cities. As Arpita Menon, 
director, Lodestar Media, points out, 
the top-end audience will be the first 
to buy a set-top box. So any loss of 
reach there will only be temporary. 
The net result: advertisers are not 
rushing into print deals. Media own- 
ers, meanwhile, have started thinking 
about how to capture this 10% swing. 
The Times of India is, reportedly, offer- 
ing special rates to FMCG advertisers, 
the biggest spenders on TV. " 











D 


| Rs 1,200-crore business in In- 


A vacuum in marketing 


cently been promoted as 
Maricos overall marketing 
head. He earned his spurs last 
year by driving a massive re- 
structuring of the marketing 
department. Mediratta, 
snagged from Procter & Gam- 
ble, had set up systems and 
processes that helped bring 
in greater accountability and 
focus into marketing. As a re- 
sult, Marico’s topline growth 
improved with new products 
contributing nearly 17% of 
the turnover in FY03 (up from 
about 12% in FY02), reducing 


Arvind Mediratta 





HEMANT MISHRA 


the company’s dependence 
on old cash cows — Para- 
chute and Saffola. 

Apparently there were 
personal reasons that influ- 
enced Mediratta's decision to 
relocate to the Capital. But 
theres no denying that his 
exit will leave a big vacuum in 
Marico. The news is still un- 
der wraps and may eventu- 
ally be announced to em- 
ployees this week. 

Marico’s loss could well be 
Whirlpool's gain. The US ma- 
jor, which has 
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built a | 


| dia, is struggling to combat 


the strong challenge from Ko- 
rean chaebols Samsung and 


, LG. Sources indicate that the 


j 





two Korean companies con- 
tinue to invest huge sums in 
their Indian operations. Their 
parent entities back home are 
willing to take huge losses for 
a while. 

Medirattas major chal- 


| lenge would be to shore up 
| the Whirlpool 


brand to 
counter the Korean on- 
slaught. As the youngest 
member of the Whirpool ex- 
ecutive committee, his per- 
formance will be watched 
with keen eyes. E 

INDRAJIT GUPTA 





A school for 
independent 
directors 

companies struggling to find 


H good independent directors. 


Nawshir Mirza, 53, who recently re- 
tired from Ernst & Young to lead a 
peaceful life, has ended up floating a 
knowledge-centre-cum-support ser- 
vice for independent directors. 

There' s enough opportunity 
given the ruling by the Securities and 
Exchange Board of India (Sebi) that 
half of a company's board should 
consist of independent directors. Re- 
tired CEOs, consultants, et al, are a 
big talent pool for the jobs. But, as 
Mirza points out, "many people who 
are qualified to be independent di- 
rectors are retired and lack the or- 
ganisational support to properly fulfil 
their duties". 

Of the 8,000-odd such directors 
today, many like Deepak Parekh, are 
still active in corporate spheres and 
have no problems understanding the 
issues involved. But someone like, 
say, S.M. Datta, former Hindustan 
Lever chariman, might need support. 
"There are always new regulations, 
tax structures, markets and financial 
instruments that keep coming up," 
says Mirza. For example, if a com- 

pany puts forth a compli- 
cated interest rate 
swap to the board, the 
j independent directors, 
- who have to offer ad- 
vice, may be clueless. 
That's where Mirza 
steps in. 

But despite the 
huge demand for 
such directors, he is 

not planning on a 

big practice. 
"Well... | did 

leave E&Y to lead 

a quiet life," 

he says. E 

SHISHIR PRASAD 


ERE is some good news for 












RAVI PATTIL 











CHELLAPILLA Satyanarayana Rao is 
the new chairman of the Insurance Reg- 
ulatory and Development Authority 
(IRDA). As joint secretary, ministry of fi- 
nance, Rao had formulated the Over- 


states access to overdrafts from the Re- 
serve Bank of India. He takes over the | 
helm from N. Rangachary, who made a 
name for himself by standing his 


draft Regulation Scheme that restricted | 





ground against the government to | 
maintain IRDA’ autonomy. In his first | 






COGNIZANT 
Guidance buster 


OGNIZANT Technology Solutions, 

the India-centric IT services firm, 
has revised its revenue and earnings 
guidance upwards for the third time this 
year. It now expects to clock revenues of 
$ 84 million-86 million and earnings per 
share (EPS) of 18-19 € in the second 
quarter, higher than the previous guid- 
ance of $82 million and 17 ¢ respectively. 
It will announce the the full-year guid- 
ance at the end of the quarter. Chairman 
and CEO Kumar Mahadeva is confident 
profit margins will remain stable.In its 
previous two revisions, Cognizant had 
increased its revenue guidance for the 
current year from $300 million to $ 330 
million (2001-02 revenues: $229 mil- 
lion). The healthy growth has stimulated 
its Nasdaq-listed scrip, which has risen 
61% to $24.14 ina year, only a dollar less 
than its 52-week high. In contrast, rivals 
Infosys Technologies’ and Wipro’s 
scrips are closer to their respective 
52-week lows. a 


interview as IRDA chairman, Rao 
shared his views with BW's Gina Singh. 
Excerpts: 


On his appointment 

I was happily retired and planning to 
go back home to Hyderabad. Now I am 
going back with a job. I definitely have 
no complaints. 


On the sector 
I think the insurance sector is just 





| 
| 





| 





WIRELESS FIDELITY 


A new 


laying 
field 


T was a paradigm shift in tech- 
nology jargon when Paul 
Otellini, COO, Intel, visited In- 
dia recently. Of course, he 
talked about ramping up the 
company’s design centre and hiring 
more people, but those were normal 
business announcements. The inter- 
esting thing he mentioned was ‘killer 
environment’ as opposed to ‘killer 
applications’. In effect, what Otellini 
was saying is that no single trick 
would work. That technology com- 
panies don't merely have to run a 
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DILEEP PRAKASH 








about getting started. It has enor- 
mous potential and will grow a great 
deal. Health insurance is a major 
growth area which has to be devel- 
oped and promoted. True insurance 
will permeate only with health insur- 
ance. Disaster management is an- 
other neglected area. 


On the autonomy of the insurance 
regulator 

The autonomy ofa regulator does not 
get compromised if the government 
has representation on the board of 
the IRDA. But the choice of the nom- 
inee has to be carefully decided. Dual 
representation on the board of other 
companies was an issue for the for- 
mer chairman. 


On his job as regulator 
We have not outgrown the habit of 
thinking that a man shapes the job. 
But it is the job that shapes a man. 
The job of the IRDA chairman is not 
just that of regulator, he also has to 
develop the industry. My major chal- 
lenge would be to facilitate the 
growth of the industry and ensure 
that life and, more importantly, 
health insurance, reach the maxi- 
mum number of people. ue 
GINA SINGH 








R.K. SWAMY (1923-03) 
A man of many 
interests 


T 50, most people think of retire- 

ment. Not R. K. Swamy. After leav- 
ing J. Walter Thomson at that age, he set 
up the eponymous ad firm, which in just 
five years catapulted into India's Top 10 
agencies. The quintessential Tam 
Brahm, Swamy was dauntingly intelli- 
gent, knew a great deal of facts and held 
strong, independent views.When he 
died last week at the age of 80, the acco- 
lades wouldn't stop. 

Swamy was the man who put Chen- 
nai on India's advertising map. But he 
wasnt just another creative genius. His 
keen interest in Indian heritage, culture 
and Hindu philosophy motivated him to 
aid the restoration of ancient temples 
and monuments. His was a full life. 8S 











good race, but build the stadium as well. 
Otellini's newest stadium is Wi-Fi. 


Should telecommunication compa- | 


nies worry? Perhaps they should. Intel 
has already signed more than 50 agree- 
ments in 17 countries to develop 10,000 





hotspots. Till now, except in the US, 
very few telecommunications com- 
panies have seen the potential of Wi- 
Fi as a means of offering cheap con- 
nectivity to users. 

Indian telecom companies 
should worry even more. Even as 
they have been busy fighting court 
battles, more than 120 hotspots have 
been set up all over the country. Most 
of these, at the moment, are within 
hotels and company premises. For 
instance, Reliance Infocomm has a 
100-access point Wi-Fi installation. 
But as Otellini indicated, Intel is will- 
ing to “use Intel capital to increase 
Wi-Fi penetration in India”. Sources 
close to the company say that Intel 
has been looking at 4-5 business 
plans for service providers to set up 


| hotspots based on Wi-Fi technology. 


With most cellular companies in In- 
dia still fascinated with voice, Intel 
could face very little opposition in 
this race. 

SHISHIR PRASAD 





BSES VS TATA POWER 


Trading 
charges 


WAR is on between Tata 
A Power and BSES (now re- 

named Reliance Energy), 
Mumbai's two private power utili- 
ties. The provocation: Tata Power's 
bid to win customers in North Mum- 
bai, a BSES licence area. At a recent 
BSES AGM, Anil Ambani told share- 
holders that a complaint about this 
"encroachment" had been lodged 
with the Maharashtra Electricity 
Regulatory Commission (Merc). 

Tata Power clarifies that this is 
not an encroachment. "Our licence 
allows us to sell power to all cus- 
tomers. It envelops areas of BEST 
and BSES, which are being fed by 
us," says M.K. Gupta, general man- 
ager, Tata Power. In any case, Gupta 
feels the Electricity Bill permits two 
networks in an area. 

The two utilities are also waging 
a discounting battle. Both are target- 
ting new residential complexes in 
North Mumbai where they are offer- 
ing rebates to consumers. "Our tariff 
is approved by the government. It's 
the way our tariff is structured that 
makes us cheaper," says Gupta. Typi- 
cally, most utilities have a telescopic 
tariff structure (the tariff increases 
with consumption). "In BSES, if you 
consume more than 350 units, you 
don't get similar benefits," counters 
Gupta. Tata Power has complained 
to Merc that BSES offers discounts in 
places where it faces competition 
and none where it doesn't. The dis- 
putes incidentally began in 1995, 
when BSES set up a 500-MW plant 
at Dahanu. This left Tata Power, 
which supplied power to BSES, with 
excess capacity and forced it to di- 
rectly sell to retail customers. 

There is more action round the 
corner. The Electricity Bill will allow 
BSES to buy power from other 
sources, an option it could use as a 
bargaining tool. Ww 


RANJU SARKAR 
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RETAIL 





Eureka! A new strategy 





UREKA Forbes, the consumer 
appliances company best 
known for its crack direct- 
selling army, is charting a new 
course. The Rs 350-crore 
company plans to set up a nationwide 
retail chain of 150-odd household appli- 
ances stores. So far, just the blueprint of 
the plan has been prepared. But insiders 
say the company's new owners, the 
Shapoorji Pallonji Group, are strongly 








MONSOONS 
Trying to predict 
the unpredictable 


M 





ONSOON forecasting in India is a perilous game 
fraught with political overtones. So much so that 
those who try to build computer models on mon- 
soon patterns desist from publicising their predictions. The 
only official forecaster in India is the India Meteorological De- 
partment (IMD). But shouldn't we also take note of other fore- 
casts, particularly as they seem to coincide with reality? 

The CSIR Centre for Mathematical Modelling and Com- 
puter Simulation (C-MMACS) in Bangalore has been issuing 


backing the project. 

Apart from fund- 
ing, the Shapoorji Pal- 
lonji group is also 
helping Eureka Forbes 
identify key properties 
to set up the 2000- 
3,000 sq. ft. stores. The 
plan is to sell a large 
range of appliances — 
from mobile phones 
and calculators to 
televisions and wash- 
ing machines — at 
these multi-branded 
showrooms. Globally, 
Singer Corporation 
has a similar retailing division which 
contributes nearly two-thirds of its rev- 
enues today. 

Eureka Forbes will initially steer clear 
of the metros. The company's research 
shows that second-rung towns are more 
attractive for several reasons: the cost of 
real estate is far lower compared with the 











much ofthe existing growth in the appli- 
ance market comes from these towns. 
Organised retail chains have still not 
sprung up in these areas, especially in 
the North and the West. Finally, sheer 
competition has eroded dealer margins 
in the metros. 

Eureka Forbes' direct selling arm 
could play a crucial role in the new retail 
initiative. When a direct sales associate 
visits ahome, he could find out what the 
household needs and direct its mem- 
bers to the nearest appliances store. For 
that, he would earn an incentive. 

Is such a model scalable? Keeping 
overheads as low as possible will be cru- 
cial. Therefore, only four or five persons 
will man each store. In today's competi- 
tive retail environment, the shops will 
have to initiate attractive customer rela- 
tionship programmes instead of merely 
relying on walk-ins. That could take the 
form of door-to-door direct selling, exhi- 
bitions, service camps, festivals and 
cookery workshops inside the stores to 





major metros and, therefore, break-even | pullin customers. E 
periods would be much lower. Besides, INDRAJIT GUPTA 
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ent technique) the average rainfall for June and July. The rain- 
fall in south India is expected to be above normal in June and 
below normal in July. In North India, rainfall is expected to be 


long-range forecasts of the monsoon for the last eight years 
and was right seven times. Last year, its prediction, like that of 
IMD, was wrong. Both entities reviewed their techniques and 
came up with improved methods. But C-MMACS forecast only 
85% of normal rainfall this year compared with IMD's 96%. 
C-MMACS also said that the monsoon would hit Kerala on 6 
June, while IMD did not issue an onset date in its first forecast. 
The monsoon set over Kerala on 8 June and is proceeding 
well now. C-MMACS has simulated (using a completely differ- 


below normal in June and above normal in July. 

Since July is the most significant monsoon month, this is 
bad news for the southern states. Karnataka government offi- 
cials are already bracing themselves for a second successive 
drought. C-MMACS, meanwhile, is at pains to clarify that the 
purpose of its long-range forecasting is only to experimentally 
evaluate its novel neural network-based technique and that 
its predictions should not be used for any other purpose. W 

P. HARI 
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OPENS MORE DOORS THAN ANY OTHER. 


HT CAREERS DOESN’T JUST UNLOCK OPPORTUNITIES, IT ALSO UNLOCKS YOUR TRUE POTENTIAL. 
WEEKLY JOB ORIENTED FEATURE ARTICLES AND EDITORIALS HELP YOU UNRAVEL 
DAY-TO-DAY WORK ENVIRONMENT CHALLENGES. AND OF COURSE, THE WIDE RANGE OF 
RECRUITMENT OFFERS HELP YOU MAKE THE RIGHT CHOICE AT THE RIGHT TIME. 


So, MAKE IT A POINT TO READ HT CAREERS EVERY THURSDAY. IT’S YOUR KEY TO SUCCESS. 


361-degrees 


Hindustan Times 


YOUR SUCCESS STARTS HERE Because you deserve to know 
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Which are India's best designed 

products? And who are behind 

them? Entries were invited across six categories * Best Indian Lifestyle 
Product Design * Best Automobile Design - Best Consumer 
Durable Design - Best FMCG Packaging Design * Best 

Indian Designer * Best Indian Concept Design. 

A jury of well-known Indian and foreign designers 

will deliver their verdict. On 21 June, 2003, at 

The Oberoi, New Delhi. (Entry by Invitation only). 
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BANKING 


SUPRIYA KURANE 


F you are a non-resident Indian 

(NRI), it's likely that you have been 

hounded by the D-company. D for 

DSAs, or direct selling agents, that is. 

Last month, more than 15 DSAs rep- 
resenting a leading bank flew to Dubai to 
get Indians working there to park their 
money in deposits in Indian banks. In 
the Far East, bank reps are tracking down 
wealthy Sindhi businessmen sitting on 
caches of foreign exchange and trying to 
get them to put money in Indian securi- 
ties and deposits. 

Why? For NRIs, few things can make 
more financial sense now than parking 
their money in India. The appreciating 

rupee, large interest rate differen- 

tials between India and the US, 

and low forward premia leave 

enough room for easy arbi- 

trage. Simple arithmetic. NRIs 

earning in foreign 
currencies can ei- 


a2 





ther deposit money in banks 
where they are domiciled and 
earn 1.25% interest, or they can 


remit dollars to India and € - 


them in convertible rupee deposits 
(NRE) at 6% interest. The only risk: if the 
rupee falls, then the extra interest gets 
wiped out. But that's unlikely right now. 
Also, Indians abroad can borrow dol- 
lars at rates as low as 1.25% and add a 
forward premium of less than 196. The 
total borrowing cost is 2%. Covered and 
invested in Indian securities, this money 
earns a handsome 6%. That's a risk-free 
dollar return of about 4%. Lip-smacking 
stuff. There aren't too many other places 
in today's recession-stricken world 
where such clean returns are possible. 
Indian banks are hawking deposits 
like hot cakes. Most countries don't allow 
foreign banks to advertise openly, so dis- 
cretion is the name ofthe game. Over the 
last three months, banks are going the 
whole hog to solicit clients — through 
DSAs, mass emails, and correspondence 


Banks are soliciting deposits from NRIs 
promising higher returns than anywhere else 


DANGLING A 


DESI CARROT 
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banking. ICICI Bank senior gen- 

eral manager Bhargav Das- 
gupta says: "We are concentrat- 
ing on touching the NRI at all possible 
opportunities in his daily life. Using 
every possible avenue to talk to NRIs to 
build bridges with him and inspire trust 
is the bulwark of our strategy. We tend to 
use the Internet extensively for this." 

There is some talk in the market of 
how both foreign and Indian banks are 
milking the arbitrage opportunities 
through clever deals. The foreign banks 
lend their own money to NRIs, who then 
invest it in deposits of Indian banks that 
are party to the deal. The NRI is merely a 
front. When the deposit matures, the 
loot is split equally — 3% to the foreign 
bank and 3% to the NRI. The Indian 
bank, meanwhile, gets big 
money to play around with. : 

Although there is no spe- 
cific rule barring such arrange- 
ments, none of the banks we spoke 
to admitted to such tie-ups. Some 
did confirm that banks in the Gulf and 
the Far East were approaching them, but 
none shared the details. "We are staying 
away from such leveraged deals as the 
money belongs to the banks abroad and 
not to the NRI himself. But we do offer 
our customers a normal forward cover 
to hedge their exchange risks," says Am- 
resh Acharya, head of liabilities product 
management at HDFC Bank. 

NRI money is notoriously fickle. The 
great NRI exit in 1990 pushed India to 
the brink of bankruptcy. That's why we 
expressed worry about the arbitrage 
money that NRI were likely to pour into 
India because of higher domestic inter- 
est rates (compared to the US) and an 
appreciating rupee. 

The Reserve Bank of India (RBI) is 
more sanguine. It says, the total NRI in- 
flows of $ 2.8 billion between April 2002 
and February 2003 was not much higher 
than the previous year's $2.5 billion. 

With the special push banks are giv- 
ing NRI deposits, its anyone's guess what 
the inflows over the last three months 
will be. Will the new figures show a spurt 
in NRI inflows? Its likely. But Subir 
Mehra, senior NRI manager at HSBC 
doesnt think the issue is so acute. "Un- 
like FII inflows, NRI money has a lock-in 
period ofat least 12 months, so it isn't re- 
ally ‘hot’ money. Banks can plan their in- 
vestments accordingly," he says. 

But how long can the arbitrage go 
on? "Not too long," says Mehra. "Foreign 
banks no longer want to lend to NRIs 
who plan to remit that money to India as 
most banks are nearing their limit for 
India country-risk." Ds) 
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HEDGE FUNDS 


The RAP TAF 
are here! 


Sell Infosys 
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li Profit flow A ge Hedge funds typically are short-term operators 
Bl Instruction flow ^ and bring substantial volatility to the market 

SHISHIR PRASAD & VIKAS DHOOT hedge fund meisters. And their influence 

Regu lato PS «|S: growing by the day. In the last six 

HE morning of 7 April. It was a | months, hedge funds, say sources, have 

nice sunny day all over India. The | pumped between $750 million and $1 


h ate a n qd fe a E skies were clear blue above the Ho- | billion into the Indian stockmarkets, 


sur Road office of infotech biggie | thatisabout a fifth ofall FII investments 

Infosys Technologies. A little after | in the country during the same period. 
h E d ge fu n d S 10 a.m., it was still blue over the Infosys Just what are these hedge funds? And 
s office, but the faces ofthe company top | how are they different from any other in- 
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brass had gone grey. The Infosys stock | stitutional investor? Hedge funds make 
Fo n Ve Py £0 0 d price had leapt off a cliff after the com- | their money by identifying imperfec- 
pany announced its results. "Whilethe | tions in the price of financial assets. It 





market anticipated that Infosys would | could be equities, bonds or currencies. 

Peaso n À n d probably disappoint, it was clear that | They are, unlike traditional mutual 

" someone knew that a large enough push | funds, rarely buy-and-hold investors. So 

would tip the market against Infosys,” | their basic goal is to zip in and out of po- 

n OW th e Se says the chiefinvestment officerofamu- | sitions, often powered by borrowed 

tual fund. , money. They could, for instance, go long 

That someone was not a mutual | on a company in the US and short it in 

f u n d S ar e fund. It was a hedge fund based in Hong | India. If the strategy works, then they 

Kong that shorted the Infosys stock. This | make money both ways. As one market 

: i started the avalanche that pulled the expert put it: “Hedge funds are aggres- 

[ n | n d | a stock down by 25% in a day. Once again, | sive investors who will go for anything 
a market had felt the heavy hand ofthe | andeverything that moves." 
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This is what has regulators around 
the world worried. It is very difficult to 
keep hedge funds in check. They tend to 
increase market volatility. And, occa- 
sionally, they have caused entire econo- 
mies to crack under the weight of their 
selling. That's why the Securities and Ex- 
change Board of India (Sebi) is uncom- 
fortable with their presence in India. 
Hedge funds have been active in In- 
dia for some time. The Indian market 
crash in the aftermath of Nasdaq crash 
in 2000 is attributed to them. But this is, 
perhaps, the most important juncture as 
far as their interest in India is concerned. 
.. Try this for starters. When a man 
managing $177 billion ofassets is bullish 
on the Indian market, you have to sit up 


and take notice. When the same man | 


then quits his job and decides to set up a 
hedge fund of his own that will invest in 
global markets in multiple asset classes, 
:should you, as a small investor in an 
emerging market, run for cover? 

Maybe you should. When the man in 
question is Barton Briggs, founder and 
chairman of Morgan Stanley Investment 
Management, whose latest global strat- 
egy letter (5 May 2003) closes with these 
words: "The emerging markets, particu- 
larly Russia and India, should soar. Hong 
Kong should have a big bounce.” Of 
course, it naturally follows that Traxis 
Partners, the hedge fund he is setting up 
with a couple of Morgan Stanley alumni, 
will be active in these markets. 

Emerging markets, and India in par- 
ticular, are hot. Hedge funds are going all 
guns blazing to capture returns from 
these markets. Over a period of last 18 
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months, hedge funds have gone 
on overdrive across the world and 
have delivered a return of 12.45%. 
The emerging markets’ hedge 
funds have done even better than 
the average hedge fund, deliver- 
ing 2-year and 3-year returns of 
20.5% and 14.08%, while the S&P 
500 has returned a negative 
26.61% and 36.87%, respectively. 
Thats not all. The last 18 
months have also seen a spate of 
new hedge fund start-ups enter- 
ing the market. There are now at 


least 55 hedge funds focussing . 
'purely on Asia and hundreds of 


funds that have allocations to 


Asian stocks, debt or currencies. 


How big is the global hedge 
funds industry at present? A 
mind-boggling $600 billion! In 
1990, that figure was just $50 bil- 
lion. Their growth has been expo- 
nential to say the least. But what's 
been driving it? 

First of all, the world over, in- 
vestors have grown tired of giving 
their savings to mutual funds, 
which are happy even if they out- 
perform their benchmark indices 
(whether they are going up or 
down). Secondly, interest rates 
have also steadily declined across 
the world, thus making investors 
who preferred debt look for new 
parking places. Hedge funds, with 
their focus on absolute positive 
returns, seem like angels of mirth. 
(They make money only if you do 
— unless they generate a return 





l Note: The evidence of st in hedge funds was anecdotal, so we” 
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tested how the returns on these stocks varied with returns. on the 
market in the same period. 4 variation like this would sionat trading o 

activity was changing the way the stock was related to the market... 
something that hedge funds often trigger 
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for you, you don't have to pay 
them anything to run the fund.) 
Third, and more importantly, 





there has been a paradigm shift in the | 
business model of the hedge fund in- | 


dustry itself. With a minimum invest- 


ment of a million dollars, hedge funds | 


were accessible only to well, multimil- 


 lionaires! But now, products like a fund 


of hedge funds (a fund that invests in a 
basket of hedge funds) are opening up 
for smaller investors to participate in. 
The retailisation of hedge funds is com- 
plete. Consequently, these funds are be- 
ginning to consider smaller countries to 
invest in, where market capitalisation 
and liquidity concerns prevented them 
from entering before. "Our belief is that 
a lot of emerging markets like Eastern 
Europe and Russia now offer limited up- 
side. We believe that the emerging mar- 
ket story is now playing in Latin America 
and Asia. Although we dont know much 
about India, we have heard of a dis- 
tressed security called Essar Steel," says 


pie ieee 


So, caught between the scylla of market 
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P Stiler, portfolio manager, Van Eck 
Fund, a US-based hedge fund. ! 
This is where the trouble starts. Sebi: 
has always frowned on the prospect« 
hedge funds entering the Indian marke’ 
“We tried to get about three such fun 
to register with Sebi, but they refuse 
moment they heard the word ‘hedge’, 
says a Mumbai-based securities lawyer. 




















attractiveness and the charybdis of regu- 
latory constraints, hedge funds use a 
participatory note to indirectly invest in 
the Indian stockmarket. (See ‘How Par- 
ticipatory Notes Function) 

Market players believe that almost all. 
the | arge foreign brokerages like C redit 
Lyonnais, Merrill Lynch, Morgan Stanle 
and Salomon Smith Barney issue pat 
ipatory notes. Sources say that oi 
stitutions (non-Flis) and Indian br 
have also offered this service to he B 





HEDGE FUNDS 


funds. However, all of them have been 
on their guard since Sebi got uncom- 
fortable about participatory notes in 
2001. Apparently, the system was ram- 
pantly misused by the tainted Ketan 
Parekh and his coterie. 

On 31 October 2001, Sebi had issued 
a circular that FIIs could trade in partici- 
patory notes, but they would have to 
name the buyers. However, since the cir- 
cular came out, not a single FII has dis- 
closed buyers' names and trading con- 
tinues. What makes this easier for FIIs is 
the fact that the sub-account through 
which such investments are 
routed is not monitored ac- 
tively by Sebi. FIIs only have to 
give an undertaking to Sebi that 
their sub-account complies 
with all the concerned laws. 
The main problem that Sebi 
has with hedge funds is the 
volatility they bring with them 
to any market they enter and 
their history of bringing down 
markets. (See 'Of Watchdogs & 
Hedgehogs’). It is difficult to see how 
Sebi will enforce the rule. “What will they 
regulate? It is a private contract and it is 
not even issued in India. I don't think 
Sebi can do anything here. We have a be- 
lief that Indian stockmarkets are God's 
gift to mankind. If you create rules that 
inhibit investment, people will just find 
a way to bypass it," says the head of eq- 
uity sales at a large brokerage. 

So which Indian counters have the 
hedge funds been putting money into? 
While the data about the investments of 
hedge funds is virtually impossible to 
get, anecdotal evidence points to Infosys 
Technologies, Bharat Forge, Essar Oil, 
Global Trust Bank, Videsh Sanchar 
Nigam and Mahanagar Telephone 
Nigam as hedge fund favourites. This is 
corroborated by studying the change in 
the way these stocks have performed rel- 
ative to the market. Normally, such mar- 





WHY HEDGE FUNDS LIKE 
EMERGING MARKETS 


Correlation of emerging markets 
with US markets 


EMERGING S&P 
MARKETS 500 


0.90 
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DOW JONES 0.49 — 090 
MSCI World ($) 0.52 à 094 
MSCI EAFE ($) 0.50 0.78 
EM BABS 19 
NASDAQ 049 0.81 






*Correlation from Dec 1993 till present 
Source: Credit Suisse First Boston Tremont Hedge Index 
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OF WATCHDOGS & HEDGEHOGS 


because hedge funds have a report card dripping investor blood. The first 


H EDGE funds — the words make regulators quake with anger and fear. That's 


fund was set up in 1949, but they really came into their own during 1966-68. 

The US stockmarket was booming and 140 such funds were set up. Most lost 70% 
of their assets when the markets tanked in 1970. Survivors and some budding 
‘hedgehogs’ were behind a hedge fund resurgence in the 1980s. Global financial 
liberalisation opened up new investment opportunities. The focus enlarged from 
stock-picking to taking positions even in currency and debt markets. However, it 
was only in the 90s that they came to be known as the evil boys of global finance. 

In 1992, George Soros, then little known outside the investment community, 
shot into the limelight. His Quantum Fund made $1 billion in a single day by betting 
on the devaluation of the UK pound and the Italian lira. In 1994, some funds placed 
huge, unhedged bets that European interest rates would fall and bond prices would 


cy 


rally. Instead, the Fed raised interest rates in the US. Europe followed. 
Bond prices tanked and numerous investors lost their shirts. 

Hedge funds were also charged with playing a leading role in the 
1997-98 Asian crisis. Actually, their forward sales of the Thai baht oc- 
cured well after Thai firms and global banks had bet that the baht would 
collapse. But the eventual spread of the malaise to other currencies like 
the Indonesian rupiah caught hedge funds unawares. 

The next big crisis was in 1998. Long Term Capital Management 
(LTCM) was a global hedge fund that specialised in taking complex posi- 
tions to profit from discrepancies in the prices of bonds, swaps, options, 


stocks and derivatives. It bought large volumes of illiquid, low-quality securities 

and short-sold liquid, high-quality paper. Its position was highly leveraged — on a 

capital of $4.8 billion it managed positions of $120 billion. It also managed total 

gross notional off-balance-sheet derivative deals of $1.3 trillion! Run by a Nobel 

laureate, it had become too big to fail. But it did and the Federal Reserve Bank of 

New York had to stage a $3.6-billion rescue to avert a global financial meltdown. 
Despite these episodes, even the US Securities and Ex- 


change Commission has started looking at hedge funds 
only now — it conducted a two-day roundtable a 
month ago so that authorities can figure the basics 
of how these funds work. But, considering the vari- 
ety of investment styles the funds use, regulators 
have a long way to go before they catch up with the 
opaque, complex and fast-growing hedge funds. W 


ket returns do not change dramatically 
unless a prolonged bull-run is on. But an 
analysis of 500 stocks listed on the Na- 
tional Stock Exchange for the last seven 
months shows that precisely these 
stocks show a large variation in their re- 
turns relative to the market returns (See 
"What They Like’). 

Hedge funds are also said to have 
built up huge positions in stocks like 
Colgate Palmolive (Rs 60 crore worth of 
stocks have been bought in the last 10 
days) and Infosys. Sebi has not taken any 
action so far. Perhaps the increasingly 
comfortable foreign reserves position is 
making the regulators less concerned 
about the new hot money flowing into 
the Indian stockmarket. However, this 
does not mean that all's well. 

Businessworld has discovered that 














Agarwal is conducting trades for a 
Delaware-based hedge fund, Venus Ar- 
bitrage Fund. When BW spoke to Agar- 
wal, he said: "When they tell me to sell, I 
sell. When they tell me to buy, I buy. How 
do I know what kind of investors they 
are?” But later in the conversation, Agar- 
wal tried to obfuscate his involvement 
by saying: "The fund you are talking 
about has not even been launched!" 

But Venus openly boasts about mak- 
ing money on Indian trades (Example: 
Purchased Silverline, shorted in India. 
Net return 3.6196 in 10 days) on its web- 
site. When BW pressed on with its query 
on which was Venus' favourite stock, 
Agarwal said glumly: “MTNL.” 

Indeed, Sebi may be able to do very 
little given that the ex-president himself 


| of one of India's largest stock exchanges 
Delhi's largest broker and former presi- | 
dent of the Delhi Stock Exchange Ashok | 


is involved in trading on behalf of hedge 
funds. What more can we say? i 
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A new American regulation makes life 
difficult for Indian audit companies 


























edel am vire vo eh A HA NAILS 


AUDITORS 
OF US-LISTED 
COMPANIES 


AVINASH CELESTINE 


CCOUNTANTS 

love to be pre- 

cise. But there is ^: " 
nothing precise CNN 

AM Wabout the manner in ^ " 

: which the Indian operations of "n 
some of the world's most prestigious ac- 
counting firms are structured. In fact, in 
a strictly legal sense, they do not even ex- 
ist. That's because India's accounting 
world is notoriously protectionist, and 
foreign accountants are not allowed 
to sign off domestic balance-sheets. 
Hence the ruse: most foreign firms use 
domestic ‘partners’ to put their final 
stamp of authority on a company's an- 
nual accounts. 

Now, a new set of rules emanating 
from the US could threaten these conve- 
nient arrangements between foreign ac- 
countants and their local partners. And 
many desi audit firms, too, may have to 
register with American regulators if they | 
have to keep their multinational clients. | 

After the corporate scandals in the | 
US, and the way in which Arthur Ander- | 
sen accountants connived with Enron | 
executives to cook the books, an institu- | 

1 
| 







HDFC Bank, VSNL, 
rediff.com : 


ACIC Bank, Infosys, 


NIRMAL SHARMA 


5195. Many of their parent companies 
would be listed in the US. Under the new 
rule, auditors of an Indian firm listed in 
the US would be subject to the same reg- 
ulations as a US audit firm. The reg- 
istration rule applies to Indian affiliates 
of the big accounting firms as well: 
KPMG's Indian operations have to regis- 
ter independently of the global firm. 

“We are in the process of registering 
with the US regulator,” says a partner 
with one of the Big Four in India. “A pub- 

lic accounting firm that is organised or 
that operates outside the US must regis- 
ter if it wishes to prepare or issue an au- 
dit report on any issuer (in the US)," says 
Kaushik Dutta, partner, PwC. 

There could be a problem, however. 
The firms that sign off the balance- 
sheets of a Satyam Infoway or an ICICI 
Bank are not allowed to practice audit- 
ing in India. Take ICICI Bank, for exam- 
ple. Its Indian accounts are audited by 
S.B. Billimoria and Company while its 
US GAAP accounts are audited by 


tion was set up to regulate accountants 
under the Sarbanes-Oxley Act. The insti- 
tution, called the Public Company Ac- 
counting Oversight Board (PCAOB), an- 
nounced last month that the auditors of 
all companies listed in the US would 
have to register with it. | 
The new rule covers auditors of the 
nine Indian companies listed in the US. | 
These companies are audited by one of | 
the Big Four (Ernst and Young, KPMG, | 
PricewaterhouseCoopers and Deloitte, 
Touche Tohmatsu). The rule also applies 
to Indian subsidiaries of the companies 
listed in the US and their auditors. And 
then the list just balloons: the Centre for 
Monitoring of the Indian Economy says 
there are 258 companies in India in 
which foreign promoters own more than 
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KPMG. While S.B. Billimoria is registered: 
with the Institute of Chartered Acc 
tants of India (CAI), KPMG isn'ts 
foreign companies are barred from 
tising in India, The likes of KPM 
Ernst and Young have got aroun 
problem by allying with firms like B 
Raut and Company (in the case. 
KPMG) and S.R. Batliboi and Compa 
(Ernst and Young). While on the face of. 
it, PwC and Deloitte don't face this prob- 
lem as they have been around since be- 
fore the rule came into being, both are. 
registered under different names — De- 
loitte Haskins and Sells, and Price Water- —.— 
house. Globally, these twocomi-- 
panies don’t exist, having — — 
been swallowedin. o 
the wave of | 
| mergers that 
| swept the ate | 

e counting wond | 
in the 1990s. D 
Further, the Securities: 








i and Exchange Commission saysit will — 


not recognise accountants if they | 
, aren't registered as one in the county. __. 
| where they practice. "This implies — - 


Dr. Reddy s ‘Laboratories, | | that for Indian companies, there- c 


porting accountants need to be reg: D 
istered with the ICAI, and must 
have a certificate to practice imine o 
\ dia,” says Dutta. S 
There's another problem. The 
PCAOB says any publicaccoupt- — — 
ing firm that "playsasubstan- 

) dalroleinthepreparationor — — 
furnishing of an audit ze- ^ 
port" must register. So in ^ —— 
ICICI Bank's case, S. B. Bilimoria may o o 
also have to register with the PCAOB. As. 
of now, it is unclear what stance the 
PCAOB will take on the situation in In- 
dia. Sources say that one way Indian au- | 
dit firms could getaround the problemis =i 
to have a US partner sign off the bal- =o- 
ance-sheets, Indian firms have till 26. 


April 2004 to register with the PCAOB. 


Some audit firms in India are hoping | | 
to escape the net. Regulators elsewhere | 
have been protesting against Americas oo 
new corporate governance laws, whit 
apply to non-US firms too. These laws 
encroach on their jurisdiction, they say. 
The PCAOB has received requests foi 
waivers from regulators in other coun- 

tries. While it has softened its attitude t 
some extent for foreign companies. and 
audit firms, the board has decic 
against providing exemptions to fore 
auditors as far as registration goes. ' 
exemption from registration woul 
tantamount to a complete exemp 
from any oversight by the board," 
the PCAOB on its website. 















NTPCs Vision 2017 aims to create a fully integrated 
power utility with interests in every sphere 





he Rs 19,947-crore National 

Thermal Power Corporation 

(NTPC) has launched a slew 
of new initiatives in order to 
emerge as a fully integrated power 
company. Among the ambitious 
ventures lined up by the public sec- 
tor power colossus is entry into 
distribution and power trading, a 
move to tap the domestic and in- 
ternational equity market and. à 
series of joint ventures with 
organisations like BHEL, Railways, 
S ATE and customer states. NTPGs 
Vision 2017 enVisages the come 
pany to-be present in every Sphere 
of the power sector with backward; 
forward" and lateral linkages and 
having a broad-based ownership 
pattern. 
After spearheading N TPCthroueh 
a sterling performance in 2002-03 
(net profits Rs 3,574 crore), chair- 
man C.P. Jain outlines the growth 
path ahead. 


Tell us about your plans for 
NTPC? 


‘= What we are plannifig is to make 
>) NTPC a totally integrated power 
> © company so that itis known not just 


as-a-generating company. There 
are three dimensions to this: 

1) Lateral integration:-In. addition 
to. thermal, we aré"seriously- take 


ing up-hydro electric projects: 


There are three hydro projects 
right now under implementation an 
800. MW. project at Koldam in 
Himachal Pradesh and two in 
Uttaranchal Loharinag*Pala (520 


Bi - MW) and Tapoban Vishnugad (360 


MW) 

2) Forward integration: On the for- 
ward integration side we have cre- 
ated a 100% subsidiary (NTPC Elec- 
tric Supply Company Limited) to 


take up distribution. We are dis- 


cussing Kanpur circle in UP and are 


also looking at two more circles in ` 


we have cre- 
NTPC 


which 


other states. Also, 
ated another subsidiary, 
Vidyut Vyapar Nigam Ltd., 
will get into power trading. This has 
already commenced business. 

3) Backward integration: On the 
backward integration side we have 
gone for LNG. In the re-gasifica- 
tion business we will be joint ven- 
ture partners. We are also explor- 
ing the possibilities of getting into 
coal washing and coal mining. 

Besides these, we are entering into 
certain joint ventures. With Rail- 
ways, we are establishing.a.1000 
MN. captive. power plant at Nabi 
Nagar. in Bihar. With Tamil Nadu 
Electricity Board, we are setting up 
a 1,000 MW. coal-based power 
project near Chennai. We are dis- 
eussing. with BHEL a joint venture 
arrangement not only for the-core 
activities like EPC but also for the 
activities related with plant main- 
tenance, Then, we are trying a new 
thing - coal gasification. A 100 MW 
integrated coal gasification ¢om- 
bined cycle (GCC). project with 
improved thermal efficiency as a 
pilot plant on demonstration mode. 


What about your capacity ex- 


pansion programmes? 


Already we:have commissioned 
1000 MW of capacity in the tenth 
plan. Also currently we have 5,800 
Mega Watt of capacity undércon- 


struction. This include 1,500 MW at — 


Talcher, 1,000 MW at Rihand; 1,000 


MW.at Vindhyachal, 1,000 MW at 


Kahelgaon;.500-at.Ramagundam 
and 800 MW at Koldam.- 

Our target is 9,160 mega watts in 
the tenth plan. We already have 
the tenders in the market for Sipat 
(2980 MW), Barh (1980 MW) and 
another unit at Kahalgaon of 500 
units. We are also negotiating the 


-main plant order for a.210 MW 


project at Unchahar. Tenders also 





C.P. Jain 
Chairman 


have to be called for.1500:MW. of 
capacity in joint venture 1000 MW 
with Railways and 500 MW with 
Bhilai. Some of thésemwill get over 
in 10th plan and some-in-1lth plan 
— if you total up there will actually 
be more than 13,000 MW of extra 
capacity generated. 


» How will you raise the finances 
for these expansions and new 
projects? 

We are working on a 70:30: debt 
equity ratio. The equity will come 
from our internal resources The 
rest we will borrow. from the banks, 
from the domestic debt market and. 
also from the international market. 
There is some shortfall in our in- 
ternal. resources to meet this tar- 


_ get for which we are exploring vari- 


ous options. IPO is one of them. 
We are hoping to follow this IPO 


with an ADR issue, The size of the . 


IPO will be 5% of our equity base. 
Besides the IPO, we are hoping 
that the tariff policy which the gov- 


ernment is working on will give us 


'some relief. Then, the next thing. 
we are proposing is to adjust our. 
dividend payments to make D a Ea 
shortfall in the interna) 





Q. What are you doing to improve 
collections? 

In 2001-02, the collections were 
poor they had gone down to 78% 
and we were very worried. We 
took lot of initiatives which in- 
cluded some tough measures also. 





This included the following up of 
the acceptance of the Ahluwalia 
committee report and offering in- 
centives. Now the tripartite agree- 
ment, a part of one time settle- 
ment has been signed and we are 
hoping that past dues up to Sep- 
tember 2001 will be securitized. 
There has been a substantial im- 
provement in current collections. 
In 2002-03, we had an average 
annual collection of 93% which was 
a substantial improvement, al- 
though 776 gap is a big gap! If you 
are selling for Rs 20,000 crore, 7% 
gap means Rs 1,400 crore of un- 
der recovery — which is a large 
sum. This year, however, the 
collection level is around 95%. 


Q.what about the renovation and 
modernization projects launched 
by NTPC? 

On R&M we are doing two things. 
We are consultants in the APDRP 
(accelerated power development 
and reform program) and are 
monitoring, on behalf of the gov- 
ernment of India, the progress in 
the distribution 

circles which have been allocated 
to us. We have almost 50% of the 
identified circles with us of course 
nearly 30 circles with overseeing 
responsibility. 


As far as our own projects are con- 
cerned, R&M is a regular exercise. 
When our plants get older, we take 
up this exercise. In Singrauli and 
Korba, for instance, we have al- 
ready started the R&M works. 
Then, as consultants we advise 
other firms. There we are the en- 
gineering consultants to decide 
what kind and extent of R&M to 
take up. Thereafter we draw up the 


-specifications as well as supervise 


them. 


Q.on the distribution side, given 
the problems that private sector 
players are facing, what made you 
decide to enter? 

Although we have no expertise in 
distribution, we have managerial 
competence and therefore, we are 
there in the sector. There are two 
considerations behind our entry. 
One there is a need to improve the 
distribution in the country. And that 
we should make an attempt to help 
it by entering this sector with com- 
mercial approach. The second 
thing is that there is a move to 
privatize the distribution sector 
and there is a need for more play- 
ers. It is a very peculiar invest- 
ment. The business is under loss. 
There is a physical structure avail- 
able which will require a lot of 
time, effort and investment. And 
there is also the existing man- 
power. 

You will have to improve their work 
culture and style. These things are 
not there in a fresh investment and 
there everything is under your 














Distribution: NTPC created a 
100% subsidiary, NTPC Electric 
Supply Company Ltd in August 
2002 which is all set to commence 
the distribution operations in the 
Kanpur circle.Power Trading: To 
match the power surpluses and 
deficits in various regions, NTPC 
has created a 100% power trad- 
ing subsidiary NTPC Vidyut 
Vyapar Nigam Ltd. This has com- 

 menced operations in March 2003 
with effecting 40 MW supplies to 

Meghalaya and 50 MW to Assam 

Hydro Projects: 





Some new ventures of NTPC 





PROMOTIONS 


control. Thats why this is very dif- 
ficult. But I am sure, we will learn 
the business and succeed. 


Q. Tell us about your Vision 2017 


It is a Global Vision to transform 
NTPC into an organization of Glo- 
bal Standard. The vision is to see 
NTPC as an integrated power util- 
ity with generation capacity in 
thermal including gas, hydro and 
nuclear. Then, on the other side, it 
will serve a substantial distribution 
area. It will have substantial inter- 
est in coal mining 

and washing. It will be a big LNG 
importer. Power trading will form 
a substantial part of the group turn- 
over. In essence NTPC will be an 
integrated utility with lot of back- 
ward, forward and lateral integra- 
tion in new things, rather than just 
having coal and gas based genera- 
tion. We have started looking at 
the international market and hope 
that the consultancy business will 
become an independent interna- 
tional business. We have an alli- 
ance with Black & Veatch Interna- 
tional, USA. The focus is engineer- 
ing consultancy, operation and 
maintenance services and genera- 
tion as well. We have set a target 
of owning 2,000 MW of generation 
capacity outside India. Right now, 
we are looking at opportunities in 
Bangaldesh and Sri Lanka. On the 
ownership side also the vision is 
that we should have a large 
broadbased ownership— domestic 
as well as international. Li 





Even as work progresses on its 
maiden hydro power project, 
Koldam, NTPC is keen to secure 
more hydro projects. It has 
signed up Tapoban Vishnugad 
and Loharinag Pala in 
Uttaranchal and is exploring a few 
other projects. International Alli- 
ances: In March 2003, NTPC 
signed an MOU with Black & 
Veatch International, USA for 
jointly offering services relating 
to Engineering, Procurement and 
Construction and Operation & 
Maintenance. * 
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RIME minister Atal Bihari Vaj- 
payee has set the cat among the 
pigeons with his cryptic remark 
last week that deputy prime min- 
ister Lal Krishna Advani will lead 
the Bharatiya Janata Party (BJP) in next 
year's general elections. The unexpected 
announcement left political circles all 
the more mystified because he preceded 
it with a clear hint that he was very much 
in the race, "neither tired nor retired", as 
he declared. 

It was vintage Vajpayee. Drop a 
bombshell, watch it explode and then sit 
back and enjoy the confusion. Since 
then, there have been reams of analysis 
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with BJP spin doctors in overdrive to ex- 
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plain what the prime minister meant. | 


Was it a deliberate snub directed at Ad- 


vani loyalists, specifically BJP president | 


Venkaiah Naidu, for daring to plan the 
twin projection of the Vajpayee-Advani 


| 
| 


duo in the next parliamentary polls? | 


Naidu had portrayed the former as the 


soft "vikas purush" and the latter as the 


tough “lauh purush” who would to- 


gether lead the party to victory in the Lok | 
Sabha elections, scheduled for October | 


next year. Or was it, as a section of the 


party suspects, part of a deeper game | 


that Vajpayee is playing single-hand- 


edly, keeping in mind the growing likeli- | 


hood ofa leadership vacuum in a highly- 


fractured Lok Sabha next year? Did he | 
float a trial balloon, positioning him- | 


self as an elder statesman above 
party lines? Or was the prime 
minister simply preparing the 
ment before the general elec- 


to his deputy? 


unfold themselves in the next fre 


E! months. In the meantime, the BJP 
has been thrown into a devastat- | 


ing spin. 


nightmare — infighting — 


a 
E 


\ 


| like a picnic in compari- 
| son. Worse still, the lead- 
ership troubles in the rul- 
ing coalitions main 
pilar threaten 


the 
National 
Democratic 


already scouting 
around for options 
for next 
elections. 


ground to announce his retire- | 
^^ tions and hand over the baton | 


Only time will tell as events | 


The spectre of its worst | 


tO | 
shatter the fragile | 
equilibrium of | 
ruling | 


Alliance (NDA), | 
whose partners are 
year's | 


BJP insiders will | 
tell you that the Vaj- | 





now looms over the Central | 
government, making dissi- | 
dencein its state units look | 














payee-Advani tussle is nothing new. It 
has plagued the NDA government ever 
since its inception. Virtually every big 
crisis in the party can be traced to the 
battle for supremacy between the man 
who led the BJP to electoral victory twice 
and the man credited with putting the 
party on the national political map. 
However, this time, it is different. Instead 
of the usual innuendoes and shadow- 
boxing, Vajpayee has, for the first time, 
gone public with his pique. He hit out at 
Advani loyalists in front of a gathering of 
hundreds of party workers, several se- 
nior ministers and dozens of journalists. 

Aides at the prime minister's office 
(PMO) say that Vajpayee's anger has 
been building up for some time. He 
thought he had struck a truce with the 
Advani camp last July when he elevated 
the then home minister to the Number 
Two position in the government as 
deputy prime minister. 

It was intended as a peace offering to 
Advani loyalists who have never ceased 
working to reclaim leadership for the 
man to whom they feel it rightfully be- 
longs. While Advani himself seemed 
content to function as Vajpayee's deputy, 
particularly as the prime minister dele- 
gated enormous political and adminis- 
trative powers to him, his supporters 
have not let matters rest. 

According to Vajpayee's aides, for 
several months, this group has been 
mounting pressure to get the prime 
minister to do one oftwo things — either 
announce early retirement and crown 
Advani as his successor, or advance the 
Lok Sabha polls to coincide with this No- 
vembers state elections and let Advani 
lead them. The prime minister's aides 
say this group has tried several tactics. 

One was to join the tenure of Vajpay- 
ee's aborted first term with the three- 
and-a-half years of his second term and 
present itas a full five-year term. The un- 
derlying message was that he should 
step down since he had achieved his 
dream of being the first non-Congress 
prime minister to complete a full term. 

The ploy first surfaced during this 
year's Budget session with the BJP insist- 
ingon a grand celebration offive years of 


The BJP's fears about the next elections 


ED LOTUS 
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Vajpayees rule. And the prime minister 
was not amused. 

In his own fashion, he snubbed the 
efforts with a hard-hitting speech at the 
BJP parliamentary party meeting on the 
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last day of the Budget session. He | 
pointed out that he had not finished a | 


full term and wondered whether the 
congratulatory shawl presented to him 
by parliamentary affairs minister 
Sushma Swaraj was actually meant to 
“pundle” him out. It was as direct a hint 
as Vajpayee could give to his detractors 
that he was aware of the games they 
were playing. 

The pressure did not subside. Ac- 
cording to BJP circles, the Advani camp 
followers then turned to the Rashtriya 
Swayamsevak Sangh (RSS) to use its po- 
sition as the party's friend, philosopher 
and guide to tell Vajpayee that it was 


. planningforan early Lok Sabha poll. It 


time to call it a day. They even wanted | 


the message to be delivered to the prime | 


minister at the April RSS-BJP conclave 
held in New Delhi. 


Senior RSS leaders are believed to | 


have discussed the proposal between 
themselves and turned it down. They felt 


that none of them were senior enough to | 


tell a stalwart like Vajpayee what he 
should do. They also felt that it was pre- 


mature to disturb the status quo at the | 





Centre in case it destabilised the NDA | 


and led to the early downfall of the Vaj- 
payee government. 

Another conclave is scheduled in 
Mumbai in mid-June and PMO aides are 
worried that a similar move may be 
made there. What makes them suspi- 


cious is party chief Naidu’s silence when | 


he was asked recently as to who would 
be the BJP's prime ministerial candidate. 
After announcing the twin projection of 
vikas purush and lauh purush, he waf- 
fled on the prime minister issue. Advani 
loyalists insist that Naidu was merely do- 


ing a balancing act to satisfy demands | 


from some “overzealous” supporters of 
the deputy prime minister that he be 
given equal status and recognition in the 
party's campaign. 

However, the divisions obviously run 


deep because, despite Naidu's desperate | 


efforts to eat his words and declare Vaj- 


has led to the leadership controversy ^ 
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payee as the supreme leader (“of the 
country, the NDA, the BJP Venkaiah and 
Advani”, was how he put it), the prime 
ministers camp is convinced that the 
battle is not yet over. 

They feel that efforts to advance the 
Lok Sabha elections will continue and 
that pressure is likely to mount after the 
November assembly elections, depend- 
ing on the results. If the BJP does well 
and snatches back two key states — 
Delhi and Madhya Pradesh — from the 
Congress, Vajpayee may find it difficult 
to counter the demand for general elec- 
tions next March. 

BJP sources point out that the recent 
Cabinet reshuffle was a clear indication 
that an influential section is already 


was a pre-election reshuffle, a senior 
leader said, dictated solely by the 
BJP's needs instead of being guided 

by the larger interests of the NDA, as 

Vajpayee had wanted. 

In fact, sources say, the treat- 
ment that was meted out to Rashtriya 
Lok Dal leader Ajit Singh (who was 
forced to resign) and Trinamul Con- 
gress chief Mamata Banerjee (whose 
party the BJP attempted to split and 
who was denied the rural develop- 
ment ministry) has convinced NDA 
allies that the BJP is in election 
mode. And the allies feel that the 
BJP's plans may or may not in- 
clude them. 

The way the party has forced 
the government to go slow on 
economic reforms is another 
pointer to the fact that 
something is cooking. 
Al of this 
year's disin- 
vestment 
programmes 
have been shelved, 
the proposed 
changes in fiscal 
administration 
have been 
thrown out of the 
window and any 
tariff hike that could 
annoy precious vot- 
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ers is being duly discarded. 

While Vajpayee has allowed the party 
to interfere more and more in govern- 
ment decisions, he has made it clear that 
he, too, has cards up his sleeve and is 
playing a game of his own. His Pakistan 
initiative, his Kashmir peace process 
and the hints he dropped this week that 
he is working towards a solution to the 
Ayodhya tangle are all indications that 
he has no intention of quitting under 
duress from a section ofhis party. 

Vajpayee will retire when he feels his 
time has come. ¥ 
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7" Anglo-Saxons 
" By Any Count 


HE American neo-cons have coined a new expres- | sounds completely bizarre and is completely alien to non- 
sion in diplomacy. They refer to their strong bonding/ | Anglo-Saxon cultures. In fact, the best defence of dissenting 
alliance with Britain in the recent Mid-Eastconflictas | judgements came from one of Indias greatest jurists, Justice 
the "coalition of the willing". This set me thinking | Khanna of the Supreme Court. He had this to say: "Why 
about a half-articulated historical bond which goes | doesone write a dissentingjudgement?... Perhaps to appeal 

well beyond transient arrangements for specific conflicts — | to the brooding spirit of the law..." I have always been 

where we may well have differences. It occured to methat | haunted by this entrancing concept: "appealing to the 
we in India may not be racially or genetically Anglo-Saxons, | brooding spirit of the law”. No other culture, not that of con- 
but we certainly are devout, committed and positively suc- | tinental Europe, or that of organised Islam, or that of the 





cessful Anglo-Saxons in the cultural sense. Sinic mandarinate has an equivalent commitment to lonely 
We write some of the best English in the world. In fact, | dissent in jurisprudence. 
we are getting quite ubiquitous in this sphere. The Times of Belief in the Magna Carta is a special and specific fea- 


India is the largest-circulated English language newspaper | ture ofthe Anglo-Saxon legacy to the world. While we did 
in the world. We are the third-largest publisher of English | have concepts of rajadharma, which implied restraints 
books. More Indians speak English than the com- on the behaviour of kings, there is really no docu- 
bined populations of Australia and Canada (the ment anywhere in the world before the Magna 
former was a low-key member ofthe recent BELIEF IN THE MAGNA Carta which insisted that the king, too, must 


Coalition of the Willing, while the latter abide by the law. Today, as the US wrestles 
was absent, no doubt only temporarily). CARTA IS A FEATURE OF with the moral quandary of Guantana- 

We play cricket and, in the recent " mo and we debate the implications of 
World Cup, aided by a combination of THE ANGLO-SAXON LEGACY. POTA, both societies concede that these 


pluck and luck, we came in second to THERE WAS NO DOCUMENT are undesirable and, hopefully, tempo- 
our “cultural cousins” from Australia. rary features of a free society under at- 
Today, the gentle game that was started BEFORE IT THAT INSISTED tack by a uniquely egregious and sinister 


as a ritual to enliven English summers is THAT THE KING, TOO, MUST terrorist threat. 


financially and materially alive largely be- In the context of recent events, the fol- 


cause of India and Indians. And while as play- ABIDE BY LAW lowers of Huntington will doubtless make a 
ers ofthe game, despite the wizardry ofthe "little case that we should, in a civilisational sense, ally 
master" Sachin, we sometimes disappoint, the qual- ourselves with the Western world as radical, militant 


ity of our cricketing prose is second to none. Ramachandra | Islamic forces are a common adversary. While there might 
Guha and Sujit Mukherjee are worthy heirs and peers of | be some truth in this diagnosis and while this argument 
Neville Cardus and Ian Wooldridge as cricket writers. Ayaz | may appear superficially seductive to some groups, I think 
Memon is probably the best contemporary cricket journal- | this is a shallow and limited view of the state of affairs. No 
ist anywhere in the world. He is in the same league as Jack | bonding can be based on opposition or fear of others alone. 
Fingleton. Harsha Bhogle may become the TV counterpart | There has to be positive and constructive glue and mortar 
of Brian Johnston on the radio — a worthy aspiration that | to create lasting linkages and bonds between societies. 
seems set to come true. The providential accident of British rule, which is slowly 
But these are all well-known facts. Let me focus on some | becoming not a painful, but simply an accepted chapter in 
other facets of our claim to Anglo-Saxon kinship. We are, by | our long historical annals, is, of course, the origin of our 
and large, believers in the Magna Carta. Our judges write | legacy. But other peoples and societies which also had the 
dissenting judgements (sometimes I wish they were | arguably mixed blessings of British rule have not kept faith 
shorter, but I wouldn't give them up for anything). To my | with the better elements of the Anglo-Saxon cultural legacy 
knowledge, the very concept of a dissenting judgement | the way we have. Constitutional rectitude, a preference for 
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gradual change even at the expense of effi- 
ciency, division of civil and military affairs 
(a legacy going back to the English recoil- 
ing from Cromwellian excesses) — such 
behavioural patterns are taken for granted 
in our country. Not all former British 
colonies have them. These are precious 
traits that we need to celebrate as things 
we hold in common with our cultural 
cousins from the US, and Australia and 
New Zealand. 

With the arrival of new technologies 
spawned by the Internet, physical dis- 
tance has melted away as a constraint in 
communications between peoples. Cul- 
tural affinities — a wistful longing for the 
poetry of Robert Frost, a delight in the hu- 
mour of PG. Wodehouse, an abiding love 
for Shakespeare — these can be and will 
be the threads that unite. For those who 
are not satisfied with 'soft' bonds, let me 
also state that there is a compelling case for the greater An- 
glo-Saxon co-prosperity sphere. We are clearly beneficia- 
ries ofthe boom in information technology (IT) exports and 
outsourcing of services like call centres, both of which 
would not have been possible without our English language 
skills. Britain and the US, too, are beneficiaries of such trade 
with India. If US technology today is ahead of others and US 
business more productive than business in other OECD 
countries, its because US companies have engaged most 
extensively, meaningfully and constructively with Indian 
outsourcers. In my own company, at all levels of manage- 
ment, it is simply a given (which is acknowledged emphati- 
cally) that its so much more of a pleasure doing business 
with American and British customers than with customers 
from any other country. They engage with us in a mature 
manner. Thus, they get the best value from our services. 

Trade in English language-denominated services is bur- 
geoning. To this we must add the migration factor. Indian 
immigrants in the US have been disproportionately large 
contributors to economic and social value in engineering in 


JAITHIRTH RAO 





general, and IT in particular, medicine, science, academics, 
finance and so on. In Britain, they are clearly a source of vi- 
brancy in a variety of spheres from small business to cricket. 
They are an upwardly mobile group contributing to Britain's 
economy and possibly one reason why Britain is pulling 
away from neighbouring European laggards at least as far as 
economic growth is concerned. 

So the only objection left is that of race... we are not An- 
glo-Saxons by race. Let me counter that with a historical fact 
that is well-known in Bangalore although not entirely ap- 
preciated elsewhere. The greatest writer of all time was born 
in Bangalore. It was just providential that exactly 433 years 
ago, he migrated to England. In Bangalore, he was and still is 
known as Sheshapayya. Need I say more? I rest my case in 
defence of our unassailable claims to the Anglo-Saxon cul- 
tural mantle. 








The author is the chairman and CEO of MphasiS BFL, an [1 
and outsourcing services company headquartered in 
Bangalore. These are his personal/ private views. 





Pick the read you need. 


Subscribe to Businessworid at www. firstandsecond.corr 


and pick a free gift* of your choice from a staggering 





collection of 1 million books and 3 lakh music albums 


No YaN \ Wr ay otal ah? | rir 
US 1d IO) DÈ DUSITICSS WOI IU 
CUT AR Sua 

IVE T S WHAT'S STOPPING YOU? 





Log onto for more detalls 
*Value of gift coupon Is related to subscription period 


HEMANT MISHRA 


BUSINESS. CINEMA HALLS 
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Movie theatre companies Shringar, DT and 
Satyam tie up for economies of scale 


VANITA KOHLI 


T sounds very good — in theory at 

least. Last week, Shravan Shroff, di- 

rector of the Rs 36-crore Mumbai- 

based Shringar Cinemas, shared 

with BW the details of a memoran- 
dum of understanding he has signed 
with Delhi-based DT Cinemas and 
Chennai-based Satyam Cinemas. The 
three film exhibition companies will be 
forming an alliance to share costs, best 
practices, human resources, generate 
revenues and a whole lot of other things. 
The formal agreement will be signed 
sometime this week or the next. If it 
works out, the deal may change the way 
films and theatres are marketed in India. 
More importantly, it could help deal 
with the problems of operating in a mar- 
ket that doesn't have a single film exhibi- 
tion company on a national scale. 


Shringar's Shroff says this alliance will 
help improve efficiency 

















At one go, the tie-up gives the 
three players national scale and lo- 
cal reach. For example, Nestle has 
just signed an advertising deal with 
DT Cinemas based on this new- 
found reach. The theatre company 
can now offer access to its three 
screens in Gurgaon plus Shringar's 
19 in western India and Satyams five 
in Chennai. This scale makes sense 
as it gets advertisers to spend on the- 
atres. At roughly Rs 80 crore, adver- 
tising in cinemas is a sliver of the 
Rs 10,000-crore national ad pie. That 
is partly because most of India’s 
12,000 cinemas are single-screen lo- 
cal wonders on which you can advertise 
only one by one. With 27 screens on offer 
across metro markets, and the ability to 


scale that up to 64 (See ‘Strength In | 


Numbers) over the next couple of years, 
the alliance offers an interesting adver- 
tising proposition. 

"The national presence is not as im- 
portant as the scale benefits," reckons 
Kiran Reddy, managing director, Satyam 
Cinemas. He says that the immediate 
benefits will be in costs. "All three of us 
put together have spent Rs 38 crore in 
setting up these multiplexes. If we can 
consolidate our buying, share data on 


costs, prices and trends in our markets | 


we can improve efficiencies," explains 
Shroff. Think of it as a practical applica- 
tion of knowledge sharing. There are a 
lot of things these three could do jointly 


— buy projection equipment, do deals | 
for the cafeteria, develop software, a | 


common call centre and maybe a loyalty 
programme. "The idea is to work to- 
gether as one business group,” thinks Pia 
Singh, managing director, DT Cinemas. 
The other benefit will most likely be 
in the area of getting better terms for 
deals with distributors and producers, 
Singh says. Shringar already makes a 


steady income by doing what it calls | 
‘programming’ for other theatres. That | 
means it uses its scale (19 screens) to ne- | leastabeginning has been made. L 


STRENGTH IN NUMBERS 


(Part of D 
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Total screens 


Screens* 3 
(Future) 


(Current) 


10 


Total screens 
(Future) 


Screens” 
(Current) 


19 42 


Total screens 
(Future) 


Screens” 
(Current) 5 


12 





*Controlled directly or indirectly 


gotiate deals for other theatres which are 
smaller or do not have the expertise. For 
example, because Wal-Mart offers na- 
tional distribution in the US, it can bring 
down prices of things like toothpastes or 
soaps. In a smaller way, this alliance does 
the same thing to garner better terms 
from film distributors and producers. 

The partnership could also help 
solve one of the biggest problems with 
the film industry which is slowly becom- 
ing corporatised — getting the maxi- 
mum reach with minimum pain. Film 
production, distribution and exhibition 
in India are highly fragmented. While 
companies like K Sera Sera or iDream are 
getting into mass production of films, 
most do not have access to, say, four or 
five chains. In the US, theatre chains like 
Loew or Regal own thousands of screens 
across the country. That makes it easier 
for production companies to negotiate 
national deals. Almost all the 12,000 the- 
atres in India are single screens, pri- 
vately-owned and managed. Each has to 
be approached separately. More al- 
liances like these will cut through the 
clutter to give fast and easy access to cin- 
ema screens. 

Of course, things could still go wrong 
— sharing revenues and insights on cost 
reduction could be some of them. But at 
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COVER STORY | BRITANNIA INDUSTRIES 


Nusli Wadia 


INDRAJIT GUPTA 


ISTORY has a nasty habit of repeating itself. At least 
for Britannia Industries’ managing director and CEO 
Sunil Alagh, who had been sacked by failed industri- 
alist and then chairman Rajan Pillai from the top job 
in 1991 for refusing to toe the line. So, on 4 June this 
year, when the Britannia board made the dramatic 
announcement that the 56-year-old Alagh’s contract 
as managing director had been terminated with immediate ef- 
fect, it almost seemed as if life had come full circle. 

But why did chairman Nusli Wadia and the rest of the Bri- 
tannia board make a public embarrassment of one of Corpo- 
rate Indias most high-profile CEOs? Especially when, just four 
weeks before the board meeting, Alagh had gone on record to 
state that he would retire after his contract came to an end in 
February 2004. Also, why did French food giant, Groupe 
Danone, which had an equal shareholding in Britannia 
through its 50:50 joint venture (JV) with Wadia, fail to stop the 
purge? After all, Alagh enjoyed enormous clout with the 
French. Did Wadia engineer the coup to induct his son into the 
Britannia board? Or did he have other intentions? 

Many of the answers are still veiled in secrecy. But clearly, 
Alagh's sacking caps a chain of murky events that has played 
out inside Britannia Gardens, the company's normally serene 
headquarters in Bangalore. 

It all started with a board meeting in April to review the 
company’s quarterly results. That's when the news of a Rs 7.2- 
crore hole in Britannia's superannuation fund first came to 
light. It wasn't as sensational as it sounds. Analysts in Mumbai 
suggest that the management may have failed to make a higher 
provision for the declining interest rates of recent times. In nor- 
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COUNTDOWN TO 
AN OUSTER 






In April 2003, the board learns its approval 
was not sought before a Rs 7.2-crore 
depletion in the superannuation fund was 
filled by taking money from the business 







3 Despite it being no more than a technical | 
lapse the board asks GM (finance) G. Sarkar | 
and GM (internal audit) A. Dasgupta to quit. | 
Alagh says he was not aware of the lapse 








3 Board institutes probe by an independent 

auditor (overseen by Wadia group CFO). 
The Wadia group says despite strengths in 
marketing, Alagh lacks financial acumen 










M Charges of graft on the Kwality Biscuits buy 
two years ago resurface in the media. Alagh 
and COO Nikhil Sen targeted. Reports of Jeh | 
Wadia joining the company do the rounds 
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3 Britannia announces that Alagh will not 
renew his contract. Denies that Jeh Wadia 
will join the company and dismisses 
Kwality Biscuits graft charges as baseless. 
Alagh immediately proceeds on annual 
leave. Danone maintains silence 





^M The audit committee says that Alagh spent 
lavishly on entertainment and travel. Even 
though this doesn't rate as a serious 
corporate governance lapse, the board 
decides to use the findings to sack Alagh 
with immediate effect 
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“Sunil Alagh 


Why did the Britannia 
board, chaired by 
Nusli Wadia, sack its 
CEO Sunil Alagh? 

The short answer 

and the long 
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Nusli Wadia has 
never publicly 
expressed that 
his elder son Jeh &^ 
(left) begivena | 
berth in the 
Britannia 
board. But now, 
the chances are 
that after the 


matter dies down, Jeh could well be inducted into 
the board in place of Anil Hirjee. Nikhil Sen (right) 
will continue as COO and Wadia could, perhaps, 


enjoy more control over Britannia 


mal course, all that the management needed to do was take the 
board's approval to fill the gap by taking money from the busi- 
ness. Alagh’s management team forgot to follow protocol. 

When the board discovered the technical lapse, it gave 
marching orders to Gautam Sarkar, Britannia's general man- 
ager (finance) and a trusted Alagh aide. The general manager 
(internal audit), Amlan Dasgupta, who reported directly to the 
board, was also asked to resign. When Alagh was asked about 
the error, he maintained that he had no prior information. 

By all accounts, it wasn't a serious corporate governance 
misdemeanour. But matters didn't end there. The board autho- 
rised an independent auditor to investigate the case. The exact 
ambit of the investigations is still unclear. But sources inside 
Britannia say the investigation went into details of Alagh’s for- 
eign trips in the past. Sources also say that a chief financial offi- 
cer from Nusli Wadia's Wadia group moved to Britannia's Ban- 
galore headquarters to personally supervise the investigations. 
On 21 April, the company informed the Securities and Ex- 
change Board of India (Sebi) that it would not release its unau- 
dited figures for the last quarter of 2003. The final audited re- 
sults will be declared by 31 June. 

As news ofthe crisis began to come out in dribs and drabs, a 
South-based business daily flashed a story of the mounting 
tension between Wadia and Alagh. The story did not mention 
anything about the recent financial lapse and the sackings of 
the two finance professionals. Instead, it raised an old charge of 
graft against Alagh and COO Nikhil Sen in the Rs 30-crore Kwal- 
ity Biscuits acquisition deal done two years ago. The report also 
speculated that Nusli Wadia was planning to induct his eldest 
son, Jeh Wadia, into Britannia. 

Next morning, the management reacted swiftly. In its press 
statement, it dismissed all the charges of graft as baseless and 
denied that Jeh Wadia was being brought into Britannia. And fi- 
nally, itsaid that Alagh had decided to step down on 4 February 
next year. “It was a clever card played by Alagh to quickly scotch 
any more rumour mongering and protect his reputation," says 
a former Britannia executive. 

But was it just that? Or was Alagh trying to send a clear sig- 
nal to Nusli Wadia that he didn't want to pick a fight with him 
over who would control the future of Britannia from now on? 

So far, neither Wadia nor Alagh has been willing to talk. Bri- 





tannias big shareholder, the Euro 
13.55-billion Groupe Danone, too, is 
silent. When BW contacted Simon Is- 
rael, the Danone chairman (Asia-Pa- 
cific) and a member of the Britannia 
board, in his Singapore office, we were 
told that Israel was out of town. 

There are, of course, many strands 
to the current fracas. But mainly it in- 
volves two protagonists, Nusli Wadia 
and Sunil Alagh. At the heart of it, the 
story revolves around Wadia's dogged 
ambitions to keep Britannia within his 
control and regain his family's fading 
lustre. It is also about his lack of chem- 
istry with a CEO who believed in run- 
ning the company as his own and also 
loved being in the limelight. 

To understand that better, we need 
to travel back in time, as far back as 
1983, when Wadia first began to covet 
the biscuit major and had come close 
to acquiring Britannia. Through a 
Mumbai stockbroker's Kolkata associ- 
ate, he had mopped up 6.76% ofthe company’s stock. The quiet 
mop-up was spread over six months, when the scrip climbed. 
Wadia also had an agreement with UK's Huntley & Palmer 
(H&P), which would sell 38% of the stock it held in Britannia to 
him. But before that agreement could be followed up, and per- 
mission got for the sale, US tobacco and foods company RJR 
Nabisco acquired H&P. 

Wadia then brought his friend Pillai, whom he had met 
through a common friend, publisher R.V. Pandit, into the pic- 
ture. Pillai had worked for a Nabisco subsidiary in Singapore 
and was a close friend of Nabisco’s former chief executive 
E Ross Johnson. Wadia thought Pillai would facilitate his nego- 
tiations with Nabisco. Instead, Pillai put together a deal with 
Nabisco that kept Wadia out. 

Wadia then sold his 6.76% stake to G.P Goenka of the Dun- 
can Goenka group, who tried to broker a deal with Nabisco. 
Nabisco said it wasn't interested. Goenka finally sold his share 
to Pillai, who was building up his shareholding in Britannia be- 
fore finally taking charge. 


HISTORY REPEATS ITSELF AT 


1989: BSN Group (later reiaiied Groupe 
Danone) and Rajan Pillai take controlling stake 
in Britannia. Sunil Alagh appointed MD 
1991: in September, Pillai sacks Alagh. | 
Executive committee formed to run Britannia - 
1993: Pillai defaults on payments to creditors. Nusli Wadia 

. helps Danone wrest control from Pillai. Wadia and Danone become 
equal promoters in Associated Biscuits International, an unlisted 
joint venture in the UK with a controlling interest in Britannia. 
Wadia takes over as chairman; Alagh reappointed as MD 


SOME ao oru OT SHIRES CCES CCRD OS POST OEE HOOK ONS recede o o aT n Stam ES sob easss cc ede cereus "omes aqesenep eT 


NAMAS BHOJANI 





1995: Britannia's turnover stagnates at around Rs 400 crore- 
500 crore. Wadia and Danone rope in consulting firm Shining 
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But almost a decade after Pillai sidelined him, 
Wadia had his chance to come back into Britannia 
when Pillai fell out with his own chief executive 
Alagh, and partners BSN group and Ross Johnson. 
(Nabisco had sold its stake to BSN.) Wadia was 
sounded off by Alagh. Wadia immediately got in 
touch with BSN (now called Groupe Danone) and 
quickly became BSN's ally in a short battle that was 
to end in a spectacular victory. Pillai was forced to 
leave the Britannia board after losing a court battle 
and eventually agreed to sell out altogether. 

Wadia was given a 50% stake in Associated Bis- 
cuits International, an unlisted company regis- 
tered in London, which held a 38% (now up to 
41.62%) stake in Britannia. About 5% was held by 
Singapore-based investors. BSN positioned the JV 
with Wadia as an equal partnership. As a mark ofits 
gratitude, it not only offered him the chairman- 
ship, but also gave him equal representation on the 
board, with two members each from BSN and the 
Wadia group and the rest, either independent 
members or executive committee members. 

Wadia, with his political clout, was considered 
an ideal ally, keeping in mind the sensitivities atta- 
ched to a hostile takeover by a foreign company back in the 
early 1990s. BSN may have also assumed that it could buy out 
Wadias stake at a later date; after all, the Wadia group had virtu- 
ally no other foods or even consumer product firms in its sta- 
ble. That's where BSN may have misread Wadias intentions. 

After being repeatedly blocked by the government from ex- 
panding his business, Wadia had been attracted to foods. This 
was one industry, he figured, where he did not need constant 
government clearances. 

Wadia and Alagh had an uneasy relationship right from the 
start. Wadia wasn't used to a CEO who saw himself as an equal. 
In his other group companies, Wadia employed professional 
CEOs, but they tended to be almost servile in their dealings 
with the owner. Alagh, on the other hand, preferred to be on 
first- name terms with Wadia and his wife, Maureen. 

Alagh was so confident because he had an ace up his sleeve: 
he had the strong support of many of the Britannia distribu- 
tors, with whom he had a longstanding relationship. In fact, 
many Britannia distributors and suppliers preferred to bypass 
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Sales and PAT figures for 2003 will be out by 3 


normal channels and deal with Alagh directly. That forced Wa- 
dia to accept Alagh, albeit reluctantly. 

Meanwhile, after he was reinstated, Alagh lost no time in- 
pulling Britannia up by its bootstraps. Among its various prod- 
uct categories — breads, biscuits and cakes —- Britannia de- 
cided to focus on biscuits. “It seemed the most sensible thing to 
do because that was the best driver of profitable growth," says. 
former senior marketing executive at Britannia. 1 


Now, Britannia also saw its future as a mass-market com- 


pany. That's where Danones existing portfolio didn't quite fit in. - 
Its premium offerings were too exotic for the Indian market, - 


Having invested in Britannia, Danone figured it could bring its 


other businesses into India: mainly, water and fresh dairy prod- 
ucts like yoghurts. That's where Wadia came in the way. Obvi- 
ously, both these categories would require huge investments. 
Unless fresh funds were pumped into Britannia, there was 
every danger that the core biscuits business would get affected 
Given the failing fortunes in the rest of his group, Wadia did 


* 


not have the money to invest. And he wasnt willing to let hy 
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stake drop. So he vetoed plans 
to expand beyond biscuits. 

As CEO, Sunil Alagh had an 
unenviable position. At one 
level, he knew he couldn't af- 
ford to antagonise Wadia. As 
his track record showed, Wa- 
dia was a formidable enemy to 
make. So he found ways to 
keep Wadia happy. He ensured 
that even if it didn’t make any 
commercial sense, Britannia 
sponsored Manhunt, an event 
organised by Gladrags, a mag- 
azine owned by Maureen. His 
managers also occasionally 
offered advertising support to 
sundry businesses, such as a 
retail outlet where Maureen 
shopped in Prabhadevi in 
Mumbai. In turn, Wadia al- 
lowed Alagh the freedom to 
run the business, seldom play- 
ing any active role beyond the 
annual budgeting process. Alagh was given an office in Neville 
House, Wadia's headquarters, from where he operated when he 
was in Mumbai. 

Now, Alagh had to also keep Danones interests in mind. On 
the water project, while his public position was that it would 
not be in the interests of profitability, privately he tried his best 
to sell the idea. Without any real control, Danone was never 
quite comfortable in India or confident of taking on Wadia di- 
rectly. At the same time, it realised that the opportunity to grow 
its business and align the Indian operations was slipping away. 

Eventually, Danone was forced to come in with a 10096 sub- 
sidiary. But without any distribution cover, it simply did not 
have the flexibility to launch mass-market brands. Instead, it 
chose Evian, a gambit which didn't quite work in India. 

Meanwhile, Wadia still hadn't given up his idea of making 
Britannia an integral part of his group. He tried various ways, 
even going to the extent of asking Alagh to put the Wadia group 
logo in all the Britannia advertisements. Alagh con- 
tinued to resist, sometimes publicly denying that 
Britannia was part of the Wadia group. That wasn't 
music to Wadia’s ears, for sure. And he looked for an 
opportunity to put Alagh in his place. 

In fact, at one point, Wadia had asked Alagh 
whether he would support him if he took the fight 
to Danone. Alagh remained silent, so Wadia con- 
cluded that the local management would never 
side with him. If it came to making a choice, he fig- 
ured Indian managers would prefer to 
side with a multinational because that's 
where their career aspirations lay. 





BRITANNIA SHAREHOLDING: 
IN l OINT VENTURE TROUBLE 


41 .62%*: Associated Biscuits int 


1.98%: Private corporate bodies 


“According to its website, Danone owns 19.07% of Britannia (the stake has gone 
up marginally since the buyback), Nusli Wadia has an equal stake and equal ~ 
representation on the board. But independent directors tilt the scales towards 
him. With Alagh out of the way, Danone will find it hard to exercise control 








Simon Israel 


promote those who sided 
with him and sideline those 
who didn't. Besides, Alagh en- 
joyed a very close equation 
with many of Britannia's key 
distributors. So, the distribu- 
tors would often complain to 


5.4%: Other foreign promoters — Alagh directly and take on re- 
gional sales managers if their 

Oi dies. cellas es demands were not met. 
28.37%: Indian institutional investors Besides hT Wale itor 
leave-it leadership style, 


0/. - 
21 97 Yo: Indian public Alagh, perhaps, had one other 


weakness. He and his wife, 
Maya, liked the fast life and 
were fond of hitting the cock- 
tail party circuit with unfailing 
regularity. At his job at Britan- 
nia, he earned a crore every 
year, but his detractors insist 
his lifestyle was too extrava- 
gant even for that income. 

Wadia soon picked up the 
scent. As soon as Britannia 
made its first acquisition — Kwality Biscuits — rumours began 
to circulate that Alagh and Nikhil Sen, his trusted lieutenant, 
had made money on the side. The charges were never proved. 
On the face of it, they seemed to have no basis whatsoever and 
were, perhaps, floated to discredit Alagh. 

Alagh loved to boast about how well Britannia had fared 
compared with Hindustan Lever. As long as Britannia’s perfor- 
mance was above par, Alagh was beyond reproach. 

But in the last two years, Alagh’s dream run at Britannia be- 
gan to slow down. The company’s heavy promotion-led strat- 
egy hit the law of decreasing returns. Besides, after Tiger, it had 
not found any new growth driver. 

The desperation began to get to the CEO. Insiders say that 
he began to ram through strategic decisions, many of which 
backfired. Chai-Biskoot, a new variant launched under the 
Tiger umbrella, simply did not click. Maska Chaska, launched 
under the 50:50 brand umbrella, did take off in the first year. 
But then, Britannia made the fatal mistake of cut- 
ting off spends on the flagship brand. That gave ri- 
val Parle an opportunity to ramp up volumes of 
Krackjack. The company also spent big money on 
promotions like ‘Britannia Khao, Sharjah Jao’ and 
on joint promotions with Kaun Banega Crorepati 
and Lagaan, which didn't pay off commensurately. 
But thanks largely to the launch of smaller packs 
and low-priced variants, Britannia managed to 
hold its volumes. 

Meanwhile, by the end of the decade, 
Wadia's empire seemed to have hit a road- 
block. His flagship Bombay Dyeing’s 


0.669/: others 


Source: BSE 


Now, as it turned out, right through the performance had been dipping consis- 
mid-1990s, Britannia continued to out- of D anone tently, as were those of other group com- 
erf ost FMCG companies (See ‘Bri- ies. With both hi ; i 
anita Under Alagh’). Tiger, its pene The Fr ench Wadia Mipy hae liked to Messe idk ind a 
ket brand, was an unqualified success, bigger legacy. He still had leverage in the 
one of the few in recent years. Alagh’s comp any was Tata Group, given his proximity to Ratan — 


stock also grew within the company. He 
ran the company like his personal fief- 
dom, taking all the crucial decisions him- 
self, from advertising campaigns to pric- 
ing. He had clear favourites and would 


not interested in 
picking a fight 
with Wadia 


Tata, but few seniors there liked his pres- 
ence. So, unless he could find a way to 
swing Britannia towards his group, the 
Wadia group seemed to be headed no- 
where. In fact, a recent research report in a 
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business daily said as much 
as 84% of Wadia's personal 
net worth was accounted for 
by his shareholding in Bri- 
tannia. It was the only jewel 
in his crown. But could he 
bring it under his control? 

By then, the relationship 
between Alagh and Wadia 
had taken a turn for the 
worse. Wadia's main grouse 
was that Alagh tended to hog 
all the limelight. His patience 
finally snapped when a 
Delhi-based business maga- 
zine decided to put Alagh on 
its cover for a very flattering 
story. He ticked off Alagh and 
warned him that in future, 
only the chairman would 
speak to the press for major 
stories on Britannia. 

Of course, it isnt clear 
what precipitated the current 
crisis. But it probably had to 
do with the fact that Danone 
wanted to renegotiate the 
original shareholders agree- 
ment with Wadia. Globally, 
Danone had three lines of 
business — water, fresh dairy 
and biscuits. It was very keen 
to expand its presence in In- 
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HE Sunil Alagh case isn't the first of the messy battles between star CEOs and activist 
T boards. In fact, there have quite a few such cases in the past, the most prominent being 

the face-off between executive chairman K.L. Chugh and the ITC board in the mid-1990s. 
Then, there is the much-talked about Tata Group purge of the same decade — when Ratan 
Tata decided to break the hegemony of each of his satraps — Tata Chemicals chairman 
Darbari Seth, Tata Steel chairman Russi Mody and Ajit Kerkar of Indian Hotels. 

In each of these cases, the CEO enjoyed unprecedented powers and ran the company 
like his own fiefdom. That was the case even recently, when Tata Finance CEO Dilip Pendse 
used the powers of his office to enter into financial transactions that compromised the com- 
pany. The Tata Finance board claimed it had no idea and that Pendse had acted unilaterally. 

So is there a lesson in all this? It's that boards in India are invariably slow to act, often 
preferring to look the other way, even when a CEO arrogates enormous power unto himself. 
Tata Sons was, perhaps, fully aware of the goings on in each of its group companies. Inside 
Britannia, too, it was an open secret that Alagh ran the company as if it were his own. So 
why did the Britannia board wait till the end of Alagh's 10-year term before it chose to act? 

Also, the charges against Alagh were that he over-spent company money on 
entertainment and travel. While the full details aren't available, it is, perhaps, likely that 


dia, but only if it could get 
Wadia's support. On his part, 
Wadia wanted to put Danone 
on the back foot by creating 
instability in the system. 

Early this year, Britannia 
executives say, their normally 
reclusive chairman suddenly 
began taking a more active 
interest in company affairs. 
He made three trips to the headquarters in Bangalore in Febru- 
ary, including a market visit to supermarket chains Nilgiris and 
FoodWorld, and also attended a presentation by COO Sen. 

It was during this time that the accounting lapses came up 
for scrutiny. This presented yet another stick for Wadia to beat 
Alagh with. By now, Wadia knew where to look. The audit com- 
mittee found that Alagh had spent massively on entertainment 
and travel. The exact details of the transgressions are still not 
available, except for some charges floated by Britannia's PR 
agency. Of course, even if Alagh was guilty of spending com- 
pany money for his personal purposes, the board could have 
chosen to censure him. Instead, it chose to go for the jugular. 

With the help of the board, which he largely controlled (be- 
cause of support from his associates Sam Maneckshaw and 
Nimesh Kampani, who were independent directors), Wadia 
was able to get rid of Alagh. 

This time, Alagh figured, it was no longer wise to fight Wa- 
dia. He did fly to Paris to meet the Danone top brass to save 
himself from a public embarrassment. But the French played 
their cards smartly. Or so they thought. They figured Alagh was 
in any case stepping down in the next six months; they would 
rather sacrifice him to extract some concessions from Wadia. 


their share of blame. 


Alagh may have blurred the lines between what could be construed as spending for 
personal and official purpose. But did that really construe a major transgression for the 
board to remove a CEO whose performance was unquestionable? The jury is still out on that 
one. Perhaps, if Alagh were wiser, he would have chosen to personally negotiate the exact 
ambit of his perks with the board. By leaving such things vague, boards, too, must accept 


Except that the French may have played into Wadia's hands. 
Sources say that with Alagh's exit, Danone may have lost even 
more leverage inside Britannia. "He was the only one who 
could stand up to Wadia," says a senior Britannia executive. 
While Danone continues to hold 22% stake in Britannia (post 
the share buyback), Wadia effectively controls the board. With 
Alagh out of the way, Wadia will enjoy far more clout with the 
operating team. "It is the end of the road for Danone in India. 
They have never mustered up the courage to fight Wadia," says 
a company watcher. 

So what happens next? In all likelihood, Wadia may choose 
not to appoint Alagh's successor and continue to operate with 
the two current COOs, Nikhil Sen and Pawan Malik. That would 
ensure that the board has full control over the operating team. 
Sources say that after the current fracas dies down, Wadia may 
quietly induct Jeh into the board, in place of his right hand 
man, Anil Hirjee. After some years, if Jeh is made executive 
chairman with the board's connivance, then Nusli Wadia will 
have ensured that the Wadia family has full control over the 
only jewel in its crown. " 








Additional reports ;by Mitu Jayashankar 
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TATA STEEL 





Being the lowest-cost steel 
producer isn't enough. Tisco 
wants to consistently deliver 
positive EVA in an inherently 
value destroying industry 


BUSTING 





RADHIKA DHAWAN 





JUNE 2, 2003: B. Muthuraman (left), 
managing director, Tata Iron and Steel 
Company (Tisco), is making a live web- 
cast to the 43,000 employees of the com- 
pany. Dubbed the MD Online, this inter- 
action has become a regular feature since 
Muthuraman took over. It is held on the 
first Monday of every month and any em- 
ployee can ask Muthuraman any ques- 
tion on any issue. 

This is the first webcast after the 
record results this year. Just four days ago, 
Tata Steel has declared a net profit of Rs 
1,012 crore for the year 2002-2003 — al- 
most five times higher than the previous 
years profit, a performance unprece- 
dented in the company’s 97-year history. 
It has declared a whopping 80% dividend 

for its shareholders. 

Itis also the first time in recent history 
that Tisco has turned EVA (economic 
value added) positive. EVA is an indicator 
of how much wealth a company has cre- 
ated for its shareholders after taking into 
account even the cost of capital. For the 
first time in recent times, Tata Steel has 
delivered a return that is higher than its 
cost of capital. And Tata Steel shares are 
doing great. 

In such a situation, almost every 
other CEO would have reached for the 
bubbly. Instead, Muthuraman proffers a 
sobering thought in his webcast: had steel 
prices not improved last year, Tata Steel’s 
profit would have been significantly 
lower, maybe by even as much as Rs 500 
crore. As the lowest-cost producer of steel 
in the world, Tisco made pots of money as 
prices rose sharply. But what if steel prices 
had headed south? 


Best year ever for the one of the world's 
most profitable steel companies... 


Net profit margin (%) 11.60 
10.99 
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Can Muthuraman ensure growth and 
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NHAT'Sa question that has perenni- 
. thoughMuthuramans predecessor 


Steel from an insular domestic 


steel manufacturer to a global player of 


some reckoning, the inability to weather 

the cyclical nature of the steel industry 
hás continued to dog the company. The 
pattern is predictable: Tata Steel makes 
pots of money when steel prices rise. 
And then proceeds to lose the gains 
when prices tank. 

That is the crux of the problem. If 
Tisco doesn't create enough wealth in 
the long term, why should the Tata 
group, which owns 26.4196 of Tisco, stay 
invested in the company? Steel has 
chronically been a value destroyer. Sure, 
Tata Steel may have destroyed less value 
than the Jindals and the Ispats of this 
world, but it surely hasn't created any. 

The problem is aggravated by the 
fact that Tata Steel is one of the biggest 
companies in the Tata group portfolio 
and easily one ofthe biggest profit and 
cash generators. But, till last year, it did 
not provide a return higher than the cost 
of capital, not in recent times at least. 

A year ago, Muthuraman began to 
decisively work on this. "We have inad- 
vertently ignored the shareholder. It's 
time to fix that," he had said. Simple 
words, but it's one heck of a task. Won- 
dering why? We'll come to that in a bit. 

First, lets understand the back- 
ground. Through the 1990s, growth had 
been placed on a back burner and the 
company first strove to be operationally 
efficient and earn the right to grow. By 
the end of 2002, the cost-cutting binge 
had ensured that Tata Steel was, globally, 


but at the same time, it has largely been 
| wareh i 
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- ally haunted Tata Steel. And even 


| J.J. Irani had transformed Tata 


——————— 


one of thelowest-cost producers of steel. 


But it was still puny compared to other | 
global steel companies. For instance, the | 
largest Korean steelmaker, Posco hasa | 


capacity six times that of Tata Steel. By | 


the end of 2002, Tisco was also begin- 


ning to generate enough free cash flows _ 
for investment, The question: where | 


should it invest that money? 
The answers were not entirely obvi- 


ous. Irani had already reached the last | 
lap of his tenure. By then, the future of | 


the manufacturing sector in India was it- 
self under a cloud, Like many other in- 
dustrial groups, the Tatas, too, had be- 
gun to see services as the next big thing. 


Thats how Bombay House mooted a | 
plan to invest Rs 5,000 crore of Tiscos | 
free cash flows in telecom. It looked at | 


the example of German steel giant Man- 
nesman, which had diversified into tele- 
com to beat the commodity cycles and 
open up new avenues for growth. 

But when the Tata Steel board evalu- 
ated the plan to diversify into telecom, it 


did notseeany returns comingforalong | 


while. The plan was junked, By then, 
Muthuraman was firmly in the saddle. 


Soon after taking charge, he realised that | 


Tata Steel had to learn to manage both 
shareholder value and growth. Tisco's 
chief of strategic finance N.K, Misra ex- 
plains: "A company in a capital-inten- 
sive industry has to be able to attract 
capital." But to do that, Tisco had to find 


a measure that would help it evaluate | 


the trade-offs between growth and sha- 
reholder value more critically. 


That's how Muthuraman discovered | 


EVA. His first priority was to ensure that | 


Tata Steel had to turn EVA-positive by | 
2007. Simply put, that meant that by that | 


it has enough free cash flows to fund organic 
nd ir h. 


2001-02 





year, its rate of return had to be hig 
than its cost of capital (both debtan 
uity). But there was another mor 
portant target: Tisco had to deliv 
e EVA a the business cye 


mp T 

anywhere had ever Tan Y COOR 7 
EVA positive, leave alone growingit con- 
sistently. (Tisco was pure lucky thatsteel 
prices improved and it could turn EVA: 
positive within a year.) 3 

So, can Muthuraman deliver on hig 
ambitious targets? The jury is still outon - 
that one. But the indications are that the. 
EVA journey is already significantly al- 
tering the DNA of India's second-largest 
private sector company. lrani' sera was 
essentially aboutoptimisingthehanias- 
sets and tonnages. It was aboutachiev- 
ing operational efficiency by ruthlessly — 
modernising the plants. e 

Now, under Muthuramans leader. 
ship, the focus is on smartly managing — 
the intangibles — building brands, de D 
veloping stronger customer relations, 
chasing growth aggressively and, above | 
all, aligning all 43,000 employees, from 
the shop floor assistant to the CEQ, to. 
the new performance metric of generat- : 
ing greater shareholder value. > 


Shareholder Value ce 
Today, every third sentence spoken by. S 
the Tisco MD seems to have ‘EVA init. — 
Muthuraman breathes, sleeps andeats 
the word, and is trying to get therestof 
the company to do so as well. Every sign. 
placard and memo in Jamshedpur hasit 
Muthuraman chose EVA because it of- 
fers more insights into the true Eco- 
nomic value of a company. 
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TATA STEEL 


Explains Misra: "This is the measure 
that relates best to the concept of wealth 
created." For instance, in the traditional 
methods of accounting, the calculation 
of net profit only takes into account the 
interest cost of the debt raised and not 
the cost attached to the equity raised. 
Explains Anurag Dwivedi, vice-presi- 
dent, Stern Stewart, the originators of 
EVA and consultants to Tisco: "Only if a 
company generates enough wealth over 
and above the weighted average cost of 
capital can it call itself economically 
profitable and is said to be creating 
wealth for its shareholders." 

There are some things going Tisco's 
way in its EVA journey. First, interest 
rates have come down drastically and, 
therefore, Tisco’s weighted average capi- 
tal costs have dipped in the last few 
years. Then, initiatives like total opera- 
tion performance (implemented in Tisco 
by McKinsey and Company) have hel- 
ped Tisco push down costs a great deal. 
For example, although the hot-strip mill 
has an installed capacity of 2 million 
tonnes, Tisco now produces 2.8 million 
tonnes. Though the fixed costs are ap- 
portioned over the installed capacity, the 
excess production adds a lot to the bot- 
tomline. Similarly, the sintered products 
plant now operates at 200% capacity, 
again adding to the bottomline. In the 
next few years, Tisco will undertake an 
all-round debottlenecking exercise to 
improve efficiency of the plants. McKin- 
sey is also working on Enterprise Value 
Management and Retail Value Manage- 
ment to get similar efficiencies in these 
areas. So, a serious cost push will make 
Tisco a more efficient company and 
grow the bottomline and, hence, EVA. 

But Muthuraman is not content with 
those advantages. His first step was to fix 
accountability for EVA and monitor it 
carefully. There are three elements that 
need to be monitored constantly for EVA 
— cost, capital employed and revenue. 
So four EVA centres — the steel business, 
the non-steel business (other metals 
and minerals like ferro-chrome), iron 
ore and mining, and shared services like 
power and gas — were set-up to monitor 
these parameters. Plus, accountability 
was fixed for the dozen subsidiaries that 
Tata Steel has stakes in as the perfor- 
mance of these companies would also 
impact the overall EVA. "Accountability 
of capital at lower levels in a company 
tends to be low. So you need close moni- 
toring," says asenior manager 

Yet, Muthuramans biggest challenge 
was to actually get the entire company to 
believe in this exercise. The EVA defini- 
tion is a sure-shot eye glazer. Even in its 





THE MAN 


B. Muthuraman, 57 


Education: Metallurgical Engineering from the Indian Institute of Tech- 
nology-Madras in 1966 and a post-graduate Diploma in Business Manage- 
ment from XLRI, Jamshedpur. He has attended an Advanced Management 


Programme in CEDEP, France 


Management style: A consensus seeker. Has the ability to carry people 
with him by converting them to his point of view. Great believer in commu- 
nication and, therefore, is transparent with information — often to a fault 


Toughest decision: In 2001-02, when the steel industry was going 
through its darkest period, Muthuraman took the decision to go for share- 
holder wealth creation by focussing on EVA. The decision was gutsy at that 
point in time as steel prices were still a big question mark 


Years at Tata Steel: Joined as a graduate trainee in 1966. Worked in 
Iron Making Operations and in Engineering Development for 10 years. 


Then moved to Marketing and Sales and rose to become the marketing di- 
rector in 1991 and vice-president (marketing and sales) in 1994. In 1995, he 
headed Tisco’s Cold-rolling Mill project; became executive director (special 
projects) in August 2000. Took over as managing director on 22 July 2001 


Most likely to quote: Harry S. Truman: "It's possible to achieve almost 
anything as long as you are not worried about who will get the credit." 


Games: Played cricket for his university. Now plays golf (has a handicap of 
14). Got Sourav Ganguly to join Tisco when he was still a young cricketer 


Passionate about: Neck-ties. Was walking by a shop window in South 








Africa. Liked a neck-tie he saw and bought it on impulse. For $128! 


simplest terms, it is the operating profit 
minus an appropriate charge for the op- 
portunity cost of all capital invested in 
an enterprise. Imagine the task of getting 
this message across to 43,000 workers! 
Thus started a communication drive, 


called the EVA Drill Down, that was un- | 


precedented in Tata Steel. To get the 
message across, parables and presenta- 





tions are being used. The chief of Tisco's | 


improvement group, Bimalendra Jha, 
says: “There's a finance manager in every 
individual. We tried to tap into him." 
The challenge now is to get this down 
to the last maintenance guy on the 
shopfloor. (See 'The EVA Challenge") 


| 
| 
| 


Says Stern Stewarts Dwivedi: “Each 
worker should have an idea of how his 
work will impact the final EVA of the 
company.” Stern Stewart benchmarked 
Tata Steel against global giants like 
Posco, China Steel and Bao Steel, and 
found that it stacked up well. The World 
Steel Dynamic Report, which ranks 
global competitiveness on a number of 
parameters, ranks Tata Steel third after 
Posco and Bao Steel. Its EBIDTA margin 
is just behind China Steel, a Taiwanese 
company that controls 80% of the do- 
mestic market in its country. 

Yet, none of the companies ahead of 
it have consistently managed positive 
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TATA Steel managing director B. 
Muthuraman manages to communi- 
cate frequently enough with his 43,000 
employees. Businessworld met him for 
two hours over two occasions at Bombay 
House, the Tata group headquarters, to 
talk about his management beliefs and 
what he thinks are the challenges 
ahead. Excerpts: 


you n 

Having spent the last decade laying the 
foundation, now we (Tata Steel) have 
the opportunity to actually invest our 
cash flows in growth. That is 
the main difference between 
this decade and the last. The 
major thing for us is to accel- 
erate the growth phase. We 
are also looking for acquisi- 
tions. This is a major activity. 
But one of the things that we 
have not been able to do is 
create shareholder value. 
‘The steel industry has been a 
destroyer of value for a num- 
ber of years, (although) it has 
been less of a destroyer than 
other industries. So, this 
decade will also be about 
creating wealth for our 
shareholders. 


B. What really alls the steal industry 
globally? is there a future for it? 

For historical reasons, the global steel 
industry is crippled by overcapacity — 
like the car industry and telecommuni- 
cations. Overcapacity is endemic fora 
number of industries. 

There's a consolidation taking place 
and it started in Europe and Japan. So 
for us, acquisitions is an even bigger 
thing. I also expect the volatility in 
prices to come down and India to con- 
tinue to grow at 5-6%. 








Il Why do you think manufacturing has a 


—A——A——————————— HB PRU AAAA ra iaa iai S 


EVA — EVA has almost always tanked in 
the years in which steel prices have gone 


down, Tata Steel, for instance, declared 
an EVA of Rs 238 crore in 2002-03, but 


what of the next year and the year after 
that? In fact, a consistent EVA perfor- 
mance is associated more with con- 


"alternate model ai for Dis ob | 
If it does not manufacture, what will 
this country do? Everything will be zero 
if there is no manufacturing. The ser- 
vice sector can only service something 
that the manufacturing sector creates. 
Itis not a wealth creator. It may just cre- 


ate wealth for the shareholders. You talk 
of information technology (IT) ser- | 
vices. There has to be base on which IT | 1 
can be used. Who does IT serve? We do, 
and Tata Engineering does. Manufac- 
turing is fundamental and all the 
economies of the world have gone 





to force a tree to 
iow, but you 
need to water 








through the phase of manufacturing | 
before they got into services. I think this | 
country's manufacturing sector is quite | 
competitive, but the infrastructure | 
needs to be improved. Manufacturing | 
depends only on infrastructure. 
W Are you planning to increase exports? | 
The rest of the industry seems to making — 
the most of the Chinese boom... | 
Exports are important, but we export . 
about 15% (of our output). There are | 
two countries in the world where steel | 
is growing: one is India arid theotheris | 





| China. And we are in India. There is no | 


sumer product companies like Coca- 


Cola globally, or ITC in India. So, the 
challenge for Tisco is to manage incre- 
mental performance. Says Dwivedi: "It's 
all about managing the delta now." 


Managing The Delta 


"| would rather own a market than a. 
mill," says a poster in Muthuramans of- 
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fice. Tiscos brand managementand cor- | 


‘porate marketing chief Kabir Seth says: 
“Muthuraman brought to his leadership 
something that no other leader had.” 


Seth is referring to Muthuraman's mar- 


keting and sales savvy. He can get lyrical 


about blast furnaces, but he can appre- | 


ciate the fact that the value ofa company | 


increasingly lies in the intangibles. He | 


does not find it odd that Coca-Cola is the 


world’s most valuable brand. But how | 


does this relate to EVA? 


Well, if Tisco has to consistently im- 


prove its EVA, it needs to influence con- 
sumption. And thisis where branding 


comes into play. It should be able to en- | 


| ourimports, We import coal and lime- 
| stone, and exports are a natural hedge 
| In the bargain we learn a lot about ser 
. vice levels and customers. 





| coach people to perform. You dont 
| need to force the tree to grow, but you 
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need to go end looking for a mar 
Our domestic realisations are hig er 
than export realisations at all times. We - 
export because we need to balance out . 


A bit of both. que TT. is. not abot | 
one person. The world is too. compl 
and so is our. company. No 
one man can sit in judge- - 
ment over everything Isnot | 
correct either. No one man 
can claim knowledge about- 
everything, You need totake = 
on collective responsibility of - 
the company. While there- 
is only one managing direc- 
tor — there is a leadership 
system in a company that - 
needs to work. I am a very | 
firm believer of a proper: 
leadership system. That 
leadership system should 
take decisions at the appro- 
priate levels. 1 also believe 
thata consensus decision isa 
much stronger decision. 


m How would you like to be remembered: 
I want people to remember me as a- 
coach, It comes best to me. You need to. 
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need to water it, Don't get after them for 
failures unnecessarily, 

Also, if someone says that he will 
take on a target of Rs 1,500 crore and. 
then falls short by Rs 100 crore, [willap~ 
plaud that man rather than à man who 
says | will do Rs 800 crore and then does 
Rs 1,500 crore. That does not really im- 
press me. 
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| sure that customers of the company's 
| products continue to buy them even bra 
| downturn. Says Misra: "We have to net 
| tralisethe cyclical nature of our products 
| to consistently improve the delta EVA." 
| Adds Muthuraman: "The price of steel 
| should be irrelevant to us." 

| Tisco is also trying a few other trick 
to insulate itself from business cycle 
shift from products with volatile pri 
to those with less volatile prices is ori 
them. Hot-rolled (HR) coils, forinst 
are mostly sold in the spot marke 
thus, have volatile prices.“ 
flat products is down fron 
to 55% now. Meanwhile, t 


| 
$ 
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| 
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cold-rolled flats, sold mainly through 
- longer-term contracts, is up from 6% in 
- FY02 to 32% in FY03. “This change in 
. mixwill help the company withstand the 
. eyclicality of the industry," says Mukesh 
Agarwal, head of research, Crisil. 

The marketing push is not entirely 
new. It was started off during Irani’s last 
lap, but Muthuraman took it further. All 
marketing officers were trained in the 
+ concept of branding and a brand man- 
- agement department was set up in April 
..2000. After June 2002, Seth oversaw 
; functions like Brand Management, Pro- 
-cess Improvement and Rural Marketing. 
‘All ofthis brought the focus sharply onto 
«brand management. 

When the branding exercise was be- 
 inginitiated, Tisco director R. Gopalakr- 
ishnan, was roped in for his branding ex- 
perience in Hindustan Lever. He said the 


ie generic ‘Tata’ brand should not be ex- 
c^ tended as it meant different things to dif- 


ferent people; that each brand should 
have a separate identity. That gave birth 
to Tata Tiscon (steel rods for construc- 
tion), Tata Shaktee (flat products) and 
Tata Steelium (cold-rolled flat products). 

After branding comes selling. Earlier, 
who the steel was sold to was controlled 
by the government. So, efficient selling 






in the late 19905, J.J. lrani’s massive restructuring exercise fired the imagination of 


processes and distribution set-ups were 
not needed. Later, in the 1990s, when the 
company started taking a closer look at 
its customers, it realised that 200 cus- 
tomers accounted for 80% ofthe compa- 
ny's sales, while about 5,000-6,000 oth- 
ers accounted for the rest. It decided to 
deal with these to sets differently. 

For high-value customers, Tisco star- 
ted a customer value management pro- 
gramme. Under this, cross-functional 
teams from Tisco studied the customer's 
uses and suggested improvements. 1t 
has done so for Ashok Leyland, and 
Larsen and Toubro last year. This year, it 
plans to do so for Godrej and Boyce. 

For the retail exercise — typically the 
housing and construction market — the 
marketing team decided to overhaul the 
distribution system. To do so, Tisco even 
studied the distribution systems of com- 
panies like Asian Paints. They had no 
more than three layers between the pro- 
ducer and the final user. Tisco had 4-5 
layers. So the layers were reduced. Tis- 
co's distributors did not have their areas 
clearly demarcated. This was done and 
40 new distributors were added. They 
were also given the charge of managing 
the retailers in their areas. The retailers, 
in turn, were asked to employ people 


Corporate India as Tata Steel emerged as the lowest-cost producer of steel in the 
world. The chances are that Muthuraman's change agenda, if successful, could well 
become a case study too. That's because it involves drilling the reasonably complex 
concept of EVA into the 43,000 employees. Here's how they went about it: 





who would do the legwork in the area. 
Says Tata Steel vice-president (flat prod- 
ucts) H.M. Nerurkar: “A lot of them (dis- 
tributors) are people in their 30s and 40s. 
If they were older, they saw to it that their 
sons were involved." 

The gain from this was added knowl- 
edge about the customer. For instance, 
the assumption always was that since 
the North-east is a poor region, the buy- 
ers go for thinner sheets for roofing. Af- 
ter this exercise, the company realised 
that there were affluent pockets where 
higher grades of galvanised sheets could 
be sold. Also, since the company insisted 
on territories for each distributor, their 
individual earnings increased. That in- 
creased loyalty to the Tata brands. 

To find out how branding can work in 
steel, Tisco brought in Feedback Ven- 
tures to do a study for them. Feedback 
found chicken farmers in Karnataka, of 
all people, asking for 'Tata' galvanised 
wire ropes. À bit of probing showed why. 
Local products lost their galvanising and 
corroded easily. Corroded ropes woun- 
ded chicken, which then died, causing 
losses to farmers. So the indications 
were that there was a market for branded 
steel products and it was not too small. 

Unlike aluminium, the steel industry 
is highly fragnented. (Worldwide, Oslor, 
the top player, accounts for only 5% of 
the total steel production.) So is the In- 
dian market. Moreover, the lower end of 
this is occupied by cheap products from 
small players. Tisco decided to tap this 
market by going retail. A Tisco executive 
says that small steel products branded 
or co-branded with other downstream 
manufacturers could well account for 8- 
10% of sales in the next few years. What 
is even better news is that this portion of 
the sales will be relativelv price insensi- 
tive. A change in the world prices of steel 
will not affect wire rope sold to a Kar- 
nataka farmer just as a fall in vegetable 
oil prices will not impact the price of 
Hindustan Lever' Liril in the short run. 

This is a practice that international 
commodity companies also adopt. The 
Canadian Alcan brands its aluminium 
foils and other food grade packaging 
material to extract a premium. These 
products are produced through paten- 
ted technology. Other Indian companies 
have also tried to brand steel. Essar was 
the earliest to do so three years back. It 
called its steel 24-carat. Ispat has also 
branded all its products. 

Where Tisco is moving ahead of just 
brand-building is that it is also gearing 
its retail network to prepare for brand 


selling. It has started the Retail Value 


Management programme, which is now 
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being rolled out in parts of the country. 
As part of this, the retailer hires sales 
people who are managed and trained by 
Tata Steel to virtually storm the area. In 
Kanpur, a sales team made its pitch to lo- 
cal architects who influenced what kind 
of steel is finally used in construction. 
Tata Tiscon, along product used for con- 
struction, has doubled its marketshare 
in the region in the last four years. Says 
Nerurkar: “We are getting Rs 1,000-2,500 
premium per tonne.” Sales of branded 
products have doubled to account for 
28% of sales at Rs 1,500 crore. 


The Growth Agenda 


Meanwhile, coming back to the ques- 
tion: where should Tata Steel put the 
piles of free cash flow it is generating to- 
day? Should it plough it back into the 
steel business itself despite the fact that 
it will remain a cyclical sector? Or should 
it invest in an entirely different area that 
will neutralise the cyclicality problem? 
Tisco has decided to do both. On the 
one hand, it is investing in the steel busi- 
ness to build up scale. On the other, it is 
moving into other areas to insulate itself 
against the next down cycle. 
Richards Bay in eastern South Africa 
started off as a holiday town known for 
the bird and aquatic life. Now a thriving 
industrial town and port, itis in the news 
because India’s largest steel company is 
setting up a 20,000 tonne ferro-chrome 
plant there. Relatively, Tata Steel is a big- 
ger player in ferro-chrome than it is in 
steel. While it has just a 13% marketshare 
in steel in India, it has 60% of the Indian 
market and 4% of the global market for 
ferro-chrome. This plant will take the 
global share up to 6%. Tisco deputy 
managing director T. Mukherjee says: “A 


three key challenges that will form the foundation of his strategy: 
— GROWTI PETIT TE UR ERO SONS ar RR EAA 
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ferro-chrome project in South Africa 
makes immense sense as power costs 
are much less and the process for mak- 
ing chrome is very power intensive." 
Tata Steel will ship all its chrome ore 


from India (it owns chrome-ore mines). 


This, according to some estimates, will 
translate into production costs of $80-90 
atonne, which is lower than the industry 
norm. Some of the chrome may be 
shipped to the European markets and 
some will find its way back into India, 
where it will be marketed by the group's 
trading house as a finished product. So, 


while the production costs will be in 


rands (South Africa's currency) the prof- 
its will be in dollars. Between that and 
the local tax breaks that are available to 
South African industry, the ferro- 
chrome project should be good for the 
topline and the bottomline. 

Recently, Tata Steel also announced 
it will expand capacity in Jamshedpur by 
one million tonnes at a cost of Rs 1,700 
crore. There are also plans to make tita- 
nium dioxide, which is used in paints. 
Feasibility studies are on in Kerala and 
Tamil Nadu, where the deposits are. In- 
dia has the world's largest deposits of 
this mineral. "The fortunes ofthis indus- 
try are related to standard of living and it 
should be a sunrise industry in India," 
says Mukherjee. Also on Tiscos agenda is 
a plan to expand iron-ore capacity. The 
company exports 2 million tonnes of 
iron ore annually and plans to take that 
amount up to 5 million tonnes. 

Onecan expct the first big Tisco take- 
over soon. The scouts are out in Asia and 
in India. Says Muthuraman: "I spend 
50% of my time on growth issues now." Bi 


With reports from T. Surendar 


SHAW WALLACE 


Seagram to 
control SWC 
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HAW Wallace and 
Company (SWC), 
ndias second- 
largest liquor com- 
pany, is close to strik- 
ing a deal for Shaw Wallace Distilleries, 
its liquor business, with Seagram India, 
the wholly-owned subsidiary of the Euro 
3.4-billion French spirits and wine com- 
pany Pernod Ricard. The announce- 
ment is expected in a week. 

Sources say that the deal could be 
modelled on the lines of the SWC-SAB 
Miller joint venture announced last 
month, in which SWC offered a 50% eq- 
uity and management control of its beer 
business to South Africa's SAB Miller. If 
the Seagram deal goes through, Seagram 
India, with sales 
of Rs 600 crore- 
plus, could be- 
come a formida- 
ble competitor to 
the Rs 4,000-crore 
UB Group. 

Asarun up to 
the joint venture, 
SWC, which is 
headed by Vidya 
Chhabria, is expected to take a call on 
the fate of its Royal Challenge brand — it 
was a whisky brand but was later ex- 
tended to premium beer as well. That 
was fine so long as both Shaw Wallace 
Breweries and Shaw Wallace Distilleries 
were being run by the Chhabrias. How- 
ever, now that SAB Miller is a partner in 
the beer business, Shaw Wallace may 
have to restrict the Royal Challenge 
brand to just whisky. Also, say insiders, 
the headcount in SWC's liquor business 
has been pruned in recent months. 

SWC’s liquor portfolio has brands 
like Royal Challenge, Director's Special 
and Antiquity (all whiskies), Mischief 
vodka and London Lime gin. Sources say 
these will complement Seagrams port- 
folio, particularly in the fast-growing su- 
per-premium whisky segment. SWC's 
Royal Challenge could be neatly flanked 
by Seagram's Blender's Pride and Royal 
Stag. Seagram also has a Scotch whisky 
brand Passport. Pernod Ricard's global 
portfolio includes brands like Chivas Re- 
gal and The Glenlivet. Seagram has been 
growing at almost 6096 a year. LÀ 
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but our commitment remain constant. 





At SBBJ, you see our commitment reflected in performance, year after year. We are constantly working to 
„exceed customer expectations through technology upgradation. We have now 519 computerised branches and 
are committed to computerise all branches in this year. Our ATMs are. networked with 1600 ATMs of the 
SBI group. As in all. previous years since inception, we have posted profits yet again. Our net profit 
|. exceeded Rs. 200 crores this year and dividend was raised to 50%*. Our total business for the year ended 
(2 31st March, 2003 crossed Rs. 20,000 crores. To top it all, our net NPAs went down to 4.1396. 


.. SBBJ-the premier bank of Rajasthan with national presence, where commitment to customers. and 
shareholders i is s always our highest priority. 





* Subject to RBI approval 





OF BIKANER AND JAIPUR 
visit us at: http://sbbjbank.com raat Sor - smqum d 





As more and more companies s start fr 
employee unhappiness, can sp ritu: ali 
processes help ease the situation? 


MEERA SETH 





UVRAT Naik sat back and smiled and Krishna Khera, 
who stood before him, smiled too. Both smiles held a 
lot of meaning and questions. Suvrat had just re- 
turned from a three-week workshop under Swamiji, 
who was KK's mentor. In fact, it was at KK's behest 
that Suvrat had gone there. Now both sat silently as if 
sharing a common ground of peace, neither wanting 
to address the past which had led to this experience. 
Suvrat, a senior HR manager, had been through a restless year, 
a bad appraisal, and disinterest, worsened everyday by a grow- 
ing sense of purposelessness. Breaking the silence now he said: 
"I cantsay I have a redefined purpose. But I can now appreciate 
there could be redefined purposes. Until now, going up the lad- 
der was the only purpose. But this retreat has made me think 
that all along I have been compromising on family life, on other 
pursuits, on developing professional interests, on excellence at 
work at the cost of meeting immediate goals. Today, | believe 
that I can find the same enthusiasm outside a corporate life; a 
few months ago, I would not have thought so. So KK, even be- 
fore you ask, nothing earth-shattering has happened to me, but 
I have begun to see things differently. I have found harmony 
and discovered what a stress-free life is. But we managers 
choose stress for ourselves and for others because its absence 
signifies complacency and a lack of drive to achieve. Managers 
are supposed to be tough, creatures who thrive on the rough 
and tumble of corporate life, isn't it?" 

Then grinning, Suvrat pushed a piece of paper towards KK 
and said: "This mirrors what I felt a month ago!" The sheet con- 
tained the results of an organisation survey that Teffer had car- 
ried out two months ago. "Thirty-eight per cent say senior 
management is two-faced, 42% feel their careers have not been 
rewarding, 4996 claim to be stressed, 2996 don't feel any pride in 
their work, 53% want greater challenges, 38% feel that their 
goals and those of Teffer are mismatched and this one is stun- 
ning — 6196 are looking for a deeper meaning to their life. And 
worse, 33% are actively looking at new opportunities outside 
Teffer! KK we are sitting on a pressure cooker!" 

KK looked at the numbers and sighed. "I am not surprised. 
This is a manifestation of people's deeper cravings. In short, 
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they don't feel ‘whole’. And this is so because organisations are | 
not encouraging or building deeper values and perceptions. By 
ducking the addition of those values in organisational 
processes, they may lose people. Organisations are there to 





meet the consumer's material and intellectual needs. But it 
stops there. Does it help me realise my true worth or my quest? 
No. But that does not mean it cannot. The reason it does not is 
because it has tied its own feet by defining human processes as 
those void of compassion, because this threatens profits and 
hinders corporate processes. But it's only by understanding hu- 
mans that organisations can enable self-actualisation." 

Just then Vidur Goyal, vice-president (human resources), 
walked in. "Welcome Suvrat! New and improved, or are you 
taking sanyas?" he laughed. "Oh, so you have seen the survey 
results. Now are you going to bring spirituality into Teffer?" 

Suvrat grinned: "You are amazed that it is possible to reform 
a disillusioned workforce with spirituality. You imagine people 
on their knees praying for profits. Spirituality is not about pray- 
ing. It is an effort that brings a new kind of satisfaction that goes 
beyond profits. The operative word is ‘beyond’. People need to 
feel good about what they are doing. They need to feel good 
about each other, the values governing work and, thus, bring an 
alignment between employer and employee interests. | am not 
campaigning for prayer or advocating it. I am saying we need to 
identify the genesis for this disillusionment. It could be rela- 
tionships, the organisation structure or the leadership. That 
means we are looking at ways to make an employee feel valued. 
But these numbers are jarring when you also know that Teffer is 
immensely profitable, right? When you are flying high, you 
credit yourself with the fruits you enjoy. Naturally, you are cyni- 
cal about creating values in the environment. Because you 
think they are there and they have led to profits." 

Vidur made a peace sign and said: "Okay, I am not the 
swami sort. So educate me. What is spirituality? I am all ears." 


itions as there are people who have experienced a world be- 

yond the boundaries of what they lived in before this expe- 
rience. It is like a child in a playpen. He thinks this is all the 
space and fun he can have. Then he sees an opening and steps 
out. Now he is fascinated. This experience changes his behav- 
iour and definition of fun. In the context of an adult, the vision 
beyond the boundary reduces his craving for the 'playpen. He 
starts harmonising his life with this boundary less vision. I told 
you it's an inner experience. Definitions are usually bizarre be- 
cause they are words, not experience." 

"This kind of thing scares me,” said Vidur. "Give me logic, 
science, research. Or give me a definition which I can relate to." 

Suvrat patiently said: "Okay, let me say it's a search for a 
meaning that goes beyond material comfort. Its a relationship 
with a higher source that is greater than the joy material brings. 
At some time, we get a whiff of it, but we don't pause long 
enough to savour it. Or we deny it. Likewise, organisations ig- 
nore the fact that employees have an incomprehensible inner 
quest and this survey says: 'There has to be more to my life; find 
it for me.' And if you do not enable the process, the disillusion- 
ment grows. People may not leave as the job is linked to mater- 
ial comfort, but they will not be as productive as they can be." 

"So where do I begin?" asked Vidur. KK replied: "Under- 
standing people. It's not simple though. It requires a certain 
awareness, an ability to manage varying needs and enabling 
achievement. But for that, organisations will have to be much 
more than just cola- or soap-making units. They have to be so- 
ciety-oriented, community-oriented, nation-oriented and life- 
oriented. That requires an HR movement of a different kind. 


Quos: said: "Itisan inner experience; it has as many defin- 














The kind that will nourish its resources and view restlessness 
not as a weakness in the system, but as an opportunity to bring 
alignment between society-employee-employer interests. 

"Today, these numbers look worrisome. This dissatisfac- 
tion index is like a fever, it keeps rising. You have to intervene 
and control it. Organisations, too, are very organic, just as our 
body is. That organic nature of the organisation must be pre- 
served. It’s like trying to learn yoga at 50 and wondering why 
you cannot perform halasana like a 12-year-old. Your bones 
are set, muscles are rigid. That is why you need a change agent 
who can help the organisation restore its organic state slowly. 
Likewise, at Teffer, this restlessness has grown from a small hic- 
cup to a huge crisis. This is not a sudden development." 

Suvrat thought about this, then asked KK: "Where is our 
conventional HR process lacking? Can we adapt our HR-led 
training to look at inner needs, like a swami or guru 
would, but without the trappings of sermons?" 

"For starters," said KK, "examine hon- 
estly what your HR training is doing. To- 
day it is ‘training’ people to perform in 
a way that helps achieve organisa- 
tional goals. So the individualis to 
be programmed to perform as 
the environment changes. We 
call that change manage- 
ment. A swami does not 
programme you. He helps 
you refine and debug your 
inner software and that is 
transition management. 
Changes are situational; 
it is about adapting to a 
newness 'outside you — 
new job, new procedure, 
new business, etc. Which 
means, you remain 
where you are; you only 
create space for the new 
situation in your orbit, then 
build a macro between the 
two as an interface. Transi- 
tion is internal. It is a spiritual 
process, but if you feel more 
comfortable, Vidur, let's say it's a 
psychological process of overpow- 
ering a hurdle. This does not happen 
in the brain, not in the mind, not in the 
heart — these are our external, prone-to- 
change parts. It happens to your software. Every 
other part of your system is prone to attack. Not the 
software. Once your software has made that shift, the brain 
and mind perform according to this new operating system. So, 
unlike change, 'transition' is not external; you transcend on the 
inside; once you transcend, the changes in the external cease to 
be changes; they are mere events. 

"HR training does not initiate transition in an employee. It 
cannot. Each individual is operating at a different level of evo- 
lution. How then can you design a single programme for 1,000 
people? Such training doesn't bring about change from within, 
but from without. When the next change comes up, HR will do 
another change management programme and so on!" 

Vidur disagreed: "You are trivialising our effort. Rather, you 
are overstating your experience with the esoteric." 

"I cannot debate it, Vidur,” said KK. “I am still learning, but I 
am not in doubt. So anything I say can appear esoteric and pro- 
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found. This is because you have not thought aboutit before like | them and train them. Ideally, the programme has to be spiritual 


you did about, say, the 360-degree appraisal. You refer to spiri- 
tuality like it were an affliction. It is not about religion. It is 
about knowing your inner self as opposed to the external Ray- 
mond man, discovering your potential and developing it. Look 
at it this way: each of us is an unfinished story. The story began 
the day we were born. The truth of the story or the theme lies 
within us. Who we are is a huge canvas. Unfortunately, we have 


chosen to write only one line of the story — our careers. This | 


one line we live like a sentence, starting from the school where 
we should study, what grades we must get, what university to 


aim for, what organisation to work for and what salary to earn | 


and worse, what pension we should get. And as long as we 
linger on that one line, the rest of the pages of our story scroll 

out blank, blank, blank! So we are not living life. We are living 
our career, that one sentence. So when our career 
stops, our story stops. But even such a truncated 
story is without colour, excitement, joy, ful- 
fillment, discovery! Our career life is one 
big skid. You were walking, saw a ca- 
reer and then skidded. After that, 
your whole life is about that skid. 























merely managing that skid. 


farewell, you wonder who 
you are. Worse, you can't 
recall where you were try- 


started the skid! So the 
more HR training you 
have, the more it is going 
to be skid-focussed." 
Vidur stood up: "In- 
teresting! But I have to go 
now. All I can say is God, 
prayer, etc., are personal. 
People can pray at home. 
There is no need to bring it 
into the office." 

While Vidur left, Suvrat 
said: “Vidur won't buy this 
idea of adding spirituality to 
training. He'll say: ‘In an MNC, 
swamis cannot be HR facilitators. 
Swamis are magic men; saffron is star- 


swami-based workshop at Teffer?” 
“By explaining the difference between reli- 
gion, spirituality and HR,” said KK. “Religion is an in- 
stitution built by people and is made up of rituals and prac- 
tices. Spirituality is discovering your sacred self — the part of 
you which is not parent, not vice-president, not consumer, not 
spouse; without role or designation. It touches people at a 
deeper level, parts that training doesn't reach! Swamis, yoga 
and the Vedas are the most 'acceptable' face ofthese methods." 
After his workshop, Suvrat was convinced 'this was the way' 
for the disillusioned at Teffer. But he was sceptical. "Even if 
Vidur agrees,” he said, “people will wonder: ‘What is a swami 
likely to know about business? So no matter what a swami can 
do, he has to be packaged! HR men speak the language of psy- 
chology/ therapy. So they are acceptable. But if you use Sanskrit 
words, secularist hackles will rise! For this, the swami-trainer 
must understand the world of business. For it is only then that 
he will be perceived as one who can change the situation for 


tling in organisations.’ So how can I sella - 


From age 20 to 60, you are | 


When you recover after the | 


ing to go when you | 














without using the ‘S’ word. Sadly, people see spirituality as Hin- 
duism. They see the Vedas as spirituality and not a work philos- 
ophy... they see spirituality as all things illogical.” 

KK agreed. “When the idea is new, it is natural to feel suspi- 
cion, even amusement. If everyone's acts, thoughts, beliefs and 
feelings were in line and did not contradict each other, there's 
spirituality in the process and in the team. But then comes the 
conflict of greed versus making do with less, which is antitheti- 
cal to organisations. The whole profit-maximisation motive is 
one of greed. Spirituality dictates that there are other values to 
live for as well. Even Maslow said that. Can organisations deal 
with this? The struggle up Maslow’s pyramid is real for individ- 
uals. The management wants to stay at the bottom while peo- 
ple want to move up. How do you bring about parity? 


things a company lives for, such as quality of life for employ- 

ees, ethical behaviour, doing exactly what it claims with 
customers, suppliers and employees. But management's ob- 
session with growth means a focus on just the material; so even 
its rewards are material! People aspire for higher things. We will 
be glad if our stock prices go up, but do we appreciate the 14- 
hour days, the absence from family, the lack of any other life?” 

Suvrat said: “Humans seek to rise above basic and intellec- 
tual needs and seek self-actualisation. Since salary and desig- 
nation fulfilled those needs, we believe the organisation will 
bring about self-actualisation. And while we wait for this, that 
disillusionment sets in, which we hang on the organisation 
peg, as organisations cannot bring about self-actualisation." 

KK shook his head: "Organisations can enable self-actuali- 
sation or realisation if they honestly recognise that alongside 
his professional self, an individual has a need to evolve his per- 
sonal self and, thus, inculcates not just professional enquiry, 
but also self-inquiry and enhancement into its processes. The 
unique thing is, conventional HR simply cannot state this even 
if it recognises it because it is threatening! Conventional HR 
recognises that man is getting restless with just work. But it tries 
to gloss over that by giving him higher pay, a bigger house, more 
paid holidays,... It keeps a man tied to his addiction, tied to ma- 
terial satisfaction as a method to find that solution to restless- 
ness. But his happiness will not come from there... even HR 
knows that; but how can it say that to him? This may be the 
turning point for a manager and the point where he needs a 
bridge to help him cross the waters; a guru. But HR fears that if 
aman were given this bridge he will abandon the organisation. 
Didn't Vidur ask: ‘Have you taken sanyas?’ We need to drive 
home the point that once you have conquered the restlessness, 
you will work more effectively in the organisation!" 

Suvrat sat up and said: "That's exactly what I have come 
close to. But is it HR's role to build the bridge? Two, won't there 
be hesitation in doing so because I can see Vidur thinking: ‘Yeh 
sab sanyasi ban jayengey to company kaun chalayegaa?’” 

KK agreed: "That is a possibility, but these are two extremes. 
There's a middle ground where both can co-exist. It essentially 
asks an organisation to become transparent in all dealings, not 
push people excessively, and be value driven. A swami does not 
seek to convert you or ask you to give up your material pursuits. 
He helps you bring about a balance, shows you the paths you 
need to explore for your development. He first shows you how 
to get in touch with your self and gain awareness.” 

Suvrat recalled that the personality labs which HR practi- 
tioners used were somewhat similar. He said: “They encourage 
you to talk about your feelings and shortcomings. You encour- 
age openness and become comfortable with who you are 


C REATION of wealth is not a taboo. But there have to be other 
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rather than trying to become someone else." 

KK said: "These personality labs are akin to a spiritual wake- 
up call. They help you start self-enquiry. They help you under- 
stand your context and try to bring about an alignment of the 
head, the heart and actions. This restlessness has been recog- 
nised by several senior HR practitioners and it is because they 
recognise the need to help individuals identify with themselves 
that conventional and good HR systems have components like 
labs, Vedanta, meditation and transcendental analysis. So it is 
notas if the restlessness is unknown. Some recognise their rest- 
lessness and seek solutions through a teacher." 

Suvrat nodded: "I know what led me to the workshop, but 
tell me one thing, KK, if it is not too personal. What led you to 
him?" KK smiled: "I, too, went through restlessness. The more I 
achieved, the more restless I got. Then I went to Hong Kong and 
met a batchmate who was a follower of Swamiji. I became curi- 
ous and started exploring the dimensions of his movement 
with him. I started realising that in my whole life, all my atten- 
tion had been achievement-oriented, all of it analytical, com- 
petitive. I had done nothing to develop my spiritual self — in- 
deed, that was devalued as not adding to my career. Gradually, I 
found a simple philosophy, a sense of purpose, a lack of preten- 
sion, a pragmatic approach to the ‘mysteries’ of life, which cut 
through all the ritualism of Hinduism that I had rejected. 


cause I did not want to be ‘found out’. Gradually, the ac- 

ceptance came. When the acceptability is higher, it's not 
just the training, it’s the power of a teacher. That is why a 
trainer-trainee relationship is less strong than a teacher-stu- 
dent relationship. The unconditional respect we give a teacher 
is fundamental to learning; whereas in all HR training, I would 
be sceptical, interrogative and painfully intellectual!” 

Suvrat lapsed into his experience. "When Swamiji speaks, 
he is not trying to ‘train’ you. When he speaks, you know one 
thing: your corporate pursuit is too insignificant. Simply, we 
need food and shelter and there are 500 ways to get that. Trou- 
ble is we are at any point pursuing all 500, trying to maximise it 
all for ourselves to the exclusion of everyone and everything!” 

Both lapsed into silence. Then Suvrat said: “KK, why don't 
you invite Swamiji for a lecture?” KK was taken aback. “That 
move cannot be mine, Suvrat, it has to come from Vidur. And 
for that Vidur needs conviction. For Vidur, spirituality means 
religion, religion means God, God means the unknown and 
anything unknown is a gamble. Whereas, a 360-degree appra- 
isal is scientific; it has input-output correlation; it is related to 
people benefits. Even luck is comprehensible, but not faith. 
Spirituality is scary for most. It stands for the unscientific and 
the illogical. Companies will resist adopting spirituality. Maybe 
it's a discomfort with their Indianness, or a discomfort with the 
image." Suvrat mused a while and then said: "We need to bring 
about a paradigm shift in the way we 'train' people. There is no 
harm trying out Swamiji, he could be the best bridge for this." 

KK smiled. “Suvrat, no new process can take seed if it comes 
on that note. Every new process must come with optimism and 
an intention to cause development. It cannot be with an inten- 
tion to control people or maintain your power over them. The 
new process must set people free by allowing them the free- 
dom to challenge the old. The new process cannot hold on to 
the past; it should recognise the present and the seed of future 
in it. Yes, we could ask Swamiji, but I am not willing to use him 
as a litmus paper. There has to be a desire to have him and a 
faith in his methods. Does Teffer have that faith? Ask Vidur!” 


You can email Meera Seth at casestudymeera€ yahoo.com 


W HEN I met Swamiji, I did not tell him where I worked be- 
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PROMOTIONS 


UNITED BANK VF INvul.- 
A Turn Towards Excellence 


he United Bank of India is an outcome of 
T: merger of four local banks-two of which 

were in erstwhile East Pakistan- in 1950. 
Today, the bank is around 53 years old with a 
restricted network predominantly in the 
northern and eastern parts of the country. The 
bank has always made its presence felt in the 
industrial development of the country , be it in 
a mega projects like petrochemicals or small 
scale industries or even the agro- based 
industries. 

The bank has survived despite difficult 
times. This has been possible due to the 
continuous support from numerous clients who 
had faith in this 
institution and. 
the personal 
commitment of 
the employees 
in maintaining 
an invaluable 





relationship 

with the 

al customers. The 
MADHUKAR only thing 
Chairman & Managing Director, UBI lacking was the 


self confidence in the employees who could not 
think bringing about the turn around . Here 
came the role of Mr Madhukar , Chairman and 
Managing Director , who inculcated this belief 
through transparency and communication. And 
what followed was history. Under his 
leadership the institution turned towards 
excellence. What is commendable that they did 
not seek any financial assistance from the 
government in their endeavour. Today UBI has 
attained Autonomous Status as accorded by the 
Reserve Bank of India based on its "i da 
as on March 2002. 


United Bank Of India's performance in the» 


major key areas in the year 2002-03 reflects 
stronger position of the bank compared to that 
of previous year. "The Bank's relentless thrust 


to maximize efficiency in every segment-has | 


enabled it to increase the net profit by 256% 
during 2002-03" says Mr. Madhukar. Some of 


| knowledge because our 


the highlights 

"Our country has | 
progressed in the field of 
managing information and 


students are second to none 
in the whole world in the 
matter of intellect, sincerity 
and intelligence. What they 
need is a little bit of support 
and encouragement," feels Madhukar. In order 
to assist the meritorious students, in their 
pursuit of higher education, UBI gives 


ces NPAC) 
Net NPA(%) 


| educational loan, ceiling of which is Rs.7.50 lacs 
| for studies in India and Rs. 15 lacs for studies 
| abroad. For loan up to Rs.4 lacs they do not 
| have to provide margin and security. The loan 


is repayable within five to seven years. During 
the course period if interest is repaid, 
concession of 50 basis point is available. 

UBI also offers a unique retail credit 
scheme to meet the increase in the demand for 
consumer items. The Unique Idea is that the 
borrowers are eligible for higher amount of 
loan and will pay lower rate of interest if the 
wife of the borrower joins him as a co- 


| borrower. UBI provides United Trade Credit to 


business entrepreneurs and retail traders for 
business purposes. United Bank Credit Card is 
another unique facility as it co-branded with 
SBI Card. UBI International Card, UBI Gold 
card and UBI Advantages Card are three 
varieties of cards issued to our customers. 
These cards are accepted at over 110,000 VISA 
outlets and can access 2000 VISA ATMs all over 
the country. 


United Tatkal Suvidha is Anywhere. 


Anytime banking and a customer can access 


. his account from any of the selected, branches 
| and perform certain transactions. United Voice 


————— — MEM 


and United Mobile facilities are menu driven 
products without any human intervention. 
^We are committed to provide edge to our 


customers through technology innovation" | 


says Madhukar. 


United bank, which has a ior: of 
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1,300 branches, is also in the process of inter- 
connecting its branches in order to provide 
technology-based services. In the first phase, 
the bank is targeting 160 branches for 
providing inter-connectivity by the end of 
December 2003. of these, 90 branches have 
already been connected, Mr Madhukar said. 
Besides, the bank will also install 50 ATMs 
across the country in this fiscal. "We are setting 
up ATMs only in those places where ATMs of 
other banks are not available", Mr Madhukar, 
added. United Bank of India, the Kolkata- 
based state owned bank, is going in for an 
image makeover. The bank is teaching its 
workforce how to be chic, savvy and trendy in 
order to take on competition from leading 
public and private sector banks. ll 
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GASE STUDY ANALYSIS 





ANALYSIS 1: 





Swami Parthasarathy is an eminent 
Vedanta philosopher who founded the 
Vedanta Academy in 1988. He is the au- 
thor of eight books on Vedanta philoso- 
phy, including two bestsellers. " 


ganisation. A survey of its employees 

has revealed the stress they are going 
through. Krishna Khera (KK) seems to 
understand the importance of spiritual- 
ity in life. Suvrat Naik has had a glimpse 
of it as well. Vidur Goyal, the HR head, 
has no clue of the role of spirituality in 
corporate life. 

Let us examine the confusions and 
views ofthe three participants: 
W Suvrat Naik: A restless character with 
a bad appraisal, Suvrat acknowledges 
that Teffer is "sitting on a pressure coo- 
ker". He is only interested in climbing up 
the ladder. The workshop with Swamiji 
showed him the light at the end of the 
tunnel. He is in no condition to evaluate 
the effect of spirituality on Teffer. He has 
a vague idea that spirituality is not about 
praying, but it is about bringing a 'good 
feel' to work. Such ideas can in no way 
serve the organisation better. He seeks 
KK's views. He gets prompted by just one 
workshop, which shows he is treating 
the grave situation at Teffer casually. 
@ Krishna Khera: Censures the organi- 
sation for not fostering deeper personal 
values and perceptions, even hinting at 


Tens is an immensely profitable or- 


self-actualisation, which is not the role 
of a business organisation. He is, how- 
ever, right in stating that organisations 
have to aim at becoming society-, com- 
munity-, nation- and life-oriented. 

His idea that the life of humans skids 

is well conceived. But he does not define 
the clear role of spiritual values directly 
related to organisational effectiveness 
and productivity. The idea of self-actual- 
isation or realisation is a far cry. 
W Vidur Goyal: A vice-president cannot 
do justice to his role with pre-conceived 
notions. Take his concept of sanyas and 
spirituality. His demand for logic, sci- 
ence and research is well taken. But his 
behaviour in this context belies it. His 
dismissal that God needs to be confined 
at home does not speak of maturity. 

Vidur seems to have his own defini- 
tion of sanyas. He says it is meant for 
recluses in jungles. Ironically, in the 
Bhagvad Gita, Lord Krishna spells out 
the definition of sanyas in no uncertain 
terms: He who performs his obligatory 
duties and responsibilities in this world 
without craving for the fruit thereof is a 
sanyasi. By rejecting sanyas, Vidur is vir- 
tually advocating the dereliction of one's 


duties and responsibilities. If all employ- 
ees were to adopt an attitude of a 
sanyasi, Teffer will have a meteoric rise. 

Vidur has placed materialism and 
spirituality in different compartments. 
Not realising that they are mere atti- 
tudes, not separate vocations. In short, a 
person in the corporate field could be 
functioning with the highest spiritual 
values; while a swami in seclusion may 
be entertaining materialistic and sen- 
sual desires. In life, it is not what you do 
that matters, but how you do it. Vidur 
must recast his concept of spirituality. 

Vidur's dismissal that God be con- 
fined at home displays his misconcep- 
tion and a contempt for religion. No 
doubt, all over the world, religion has 
been reduced to blind beliefs, supersti- 
tions and rituals. This is a far cry from 
true religion which is founded on the ba- 
sic values of life. Values that have to be 
inculcated at home, at work, every- 
where. The deterioration of these values 
leads to stress. Vidur would do well to 
‘infuse’ God at work. 


Thus, the difference between materi- 
alism and spirituality lies in attitudes. 
Materialism is a wild goose chase on the 
skid-line while spirituality is functioning 
objectively in the different roles of life. 
Playing each role to perfection while 
keeping the rest in the back of the mind. 

All the stress and strain experienced 
at Teffer, or for that matter anywhere in 
the world, is a creation of the mind. The 
human prerogative is to use the discrim- 
inative intellect to control and guide the 
mind in every walk of life. It is the unat- 
tended, ungoverned mind that breeds 
dysfunction and dissatisfaction. The 
evaluation in the survey sheet is puerile. 
The dysfunctions presented therein all 
fall under the vagaries of the mind. Spiri- 
tuality is a scientific technology based 
on study and research. It is designed to 
strengthen the intellect and guide the 
mind into productive channels in every 
facet of life. More so for corporate bod- 
ies, spiritual knowledge establishes the 
three cornerstones of success: concen- 
tration, consistency and cooperation. 

@ Concentration: Achieved by the in- 
tellect's governance of the mind's activi- 
ties. The mind must back an action to 





render it productive. But the human 
mind's tendency is to slip into past wor- 
ries and future anxieties. A developed in- 
tellect holds the mind on the present job. 
That is concentration. 
ll Consistency: Achieved by the intel- 
lect pitching up a higher ideal in the field 
of activity. The hierarchy being person, 
society, community, country, humanity. 
The higher the ideal, the greater the po- 
tency in action. The intellect chan- 
nelises all activities towards the chosen 
ideal infusing dynamism into action. 
Just like flowing water and blowing 
wind, light focussed in one direction 
generates energy, power, force. 
ll Co-operation: The intellect under- 
stands the importance of co-operation 
among members of a unit for effective 
production. This is known as team spirit. 
Spiritual knowledge envisages and in- 
culcates the spirit of collective endeav- 
our for greater productivity and peace. 
These values should harbinger effi- 
ciency and productivity as well as peace 
and harmony in the community. Si 
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Matangi Gowrishankar is vice-president 
(organisation effectiveness) for the Cum- 
mins Group of companies. She has had 
considerable experience in organisation 
development and transformation in dif- 
ferent multinationals in India. 


topics for HR professionals today is 

that of ‘work-life balance’. Increas- 
ingly, organisations around the globe are 
concerned about how to keep employ- 
ees motivated, rejuvenated and more 
productive. The realisation that high- 
performance people or organisations 
cannot be sustained by bigger pay pack- 
ets alone has dawned and is here to stay. 
How we address this issue of work-life 
balance is impacted both by the culture 
— societal/organisational and the de- 
gree to which business leaders are will- 
ing to innovate to reach the ideal. 

The corporate person today finds 
himself caught in a web of unforgiving 
deadlines, the relentless pursuit of 
everyday goals and a constant looking 
over his shoulder to ensure there is suffi- 
cient distance between him and the next 
on the rungs of the corporate ladder. 
Traditional HR has a field day with a 
plethora of tools to keep them there, en- 
couraging them to get even more entan- 
gled in this web of activity. Yet, if we don't 
find a way of engaging people in the 
company’s goals, after an initial surge in 


( NE of the most commonly discussed 


performance and success, the brightest 


of the lot is likely to get burnt out — un- | 


able to sustain the level of performance. 


There is a basic difference in thinking | 
between the East and the West. The evo- | 
lution of approaches to business success | 
have been researched and written about | 
widely. One thing that comes through | 


strongly is that successful Oriental com- 
panies have ensured sustained growth 
and success by capturing the hearts and 
minds of people. This helps them un- 
leash the full potential of their work- 


force, involving them at a deep level, en- | 


couraging them to ‘give’ from their inner 
reserves and find fulfillment. Examples 
of some enabling tools like yoga, group 
meditation and exercise are all about en- 


ergising people through their natural | 
| with have done this seeding well. It was 


energy systems to have 'fun' at work. 





| 








Over the last couple of decades, as | 
people were driven by the need to ‘suc- | 
ceed’ in the corporate world and corpo- | 
rations fought for the No.1 spot or for | 


survival, the relationship between the 


organisation and its people became al- | 


most mercenary. Today, however, hith- 
erto highly successful people are on the 
brink of burnout, stressed out at work, 


unable to enjoy the 'fruits' of their hard 
work and at the crossroads about the 
choices they need to make. 

The pursuit of spirituality is not 
about God and religion. It is about man's 
constant quest for inner harmony and 
the ability to unleash the power of one’s 
full potential. Real motivation comes 
from within the individual; organisa- 
tions areunwillingto go beyond the con- 
ventional ways to reach out to people. 

An organisation must identify a core 
group of ‘believers’ and innovators to try 
out new approaches before introducing 
them. Radical new ideas must be seeded 
with influencers in the organisation. It is 
obvious that KK and Suvrat have had en- 
riching experiences. However, to launch 
this in the organisation and particularly, 
in an MNG, is a tough call. Itis important 
to understand what exactly they want 
Swamiji to do, and how they think this 
will address the key issue of dropping 
satisfaction and energy levels in the or- 
ganisation. Because bringing in Swamiji 
will be seen as a corporate initiative, it is 








vital that there is clarity upfront. 
Unfortunately, despite our long her- 
itage of spiritual teachings, today’s glob- 
ally-aligned corporate executive will be 
disdainful of such pursuits, trashing 
them as ‘unfashionable’ and unrelated 
to the work environment. Inwardly, of 
course, they long for quiet and peace to 
make sense of the mad race they are in. 
Despite the fact that the outcomes of 
formal coaching programmes are all 
about linking the inner consciousness 
and awareness with the ability to per- 
form at optimal levels, introspection at 
an emotional level is not a corporate 
high point. While studying successes 
and failures, people rarely talk about the 
motivation and energy levels of people. 
Some companies that I have worked 


not a corporate initiative. Rather, recog- 
nising the need for work-life balance, it 
was an opportunity for personal growth 
for managers and their spouses. These 
companies sponsored couples for the 
introductory sessions to Landmark Fo- 
rum, Art of Living or Vipassana. Further 
involvement was left to the individuals. 
But as organisations built up a critical 





mass of ‘believers’, leaders were able to 
harness the new energy to explore ways 
of working and challenging the status 
quo. The changes to systems and 
processes were then more acceptable. 

People like Swami Chinmayananda 
have done extensive work in the area of 
linking learnings from the scriptures to 
management situations and problems, 
thus making the pursuit of spirituality 
more ‘palatable’ to the business mind. 
Teffer could look at how they can cus- 
tomise Swamiji's approach to the busi- 
ness and cultural reality at Teffer 

The transformation process is slow 
and needs careful thought. The new ap- 
proaches have to be linked to the cul- 
tural context of the organisation and po- 
sitioned in ways which capture the 
imagination of its people so that they 
can see how this will help them feel bet- 
ter and perform better. KK and Suvrat 
need to involve more people and under- 
stand the real issues underlying the dis- 
satisfaction before they are able to pre- 
sent this idea as a solution. * 


MAGAZINE OF THE NEW ECONOMY P 55 Y BUSINESSWORLD 23 JUNE 2003 


Banking & Finance 


well known ancient Chinese 
proverb goes thus, “a fool 
and his money are soon 
parted”, in a subtle but efficient way 
it highlights the need for financial 
planning in the lives of individuals. 
For the consumer this translates into 
a gamut of products & services. Prod- 
ucts takes the form of insurance poli- 
cies, loans for homes, vehicles, com- 
puters, credit cards, debit cards, 
mutual funds, .... Services include in- 
vestment banking, portfolio manage- 
ment, investment advisory, stock 
broking, asset management..... All 
this has assumed much significance 
with the opening up of the economy. 
Liberalisation changed the manner 
in which these products & services 
were available to the consumers. The 
era of administered interest rates, 
monopoly, limited number of play- 
ers came to an end. The new invest- 
ment climate is characterized by 
greater degree of transparency, 
computerization and competitive- 
ness. Market forces determine inter- 
est rates for deposits and lending. 
Financial products are tailor made 
to suit the requirements of the indi- 
vidual and above all the consumer is 
definitely the king. 

In India the financial services sector 
comprising retails banks, insurance 
sector and mutual funds has been 
growing at a tremendous pace. With 
greater autonomy, banks are ag- 
gressively redefining themselves 
with a firm eye on retail banking. 
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They are using their huge network 
of branches to vantage as retail con- 
duits, to push all products from credit 
cards to insurance policies. Insur- 
ance, though still at a nascent stage, 
is developing into a keenly competi- 
tive segment. Insurance policies to 
suit different individual needs, pen- 
sion policies, medical insurance have 
been launched and the consumer is 
slowly getting used to private play- 
ers in the insurance segment. The 
tax breaks available on insurance 
makes it all the more attractive. With 
dividend being exempt from tax and 
abolishing of long term capital gains 
on shares acquired after 1* April 
2003, mutual funds have become at- 
tractive again. The individual today 
has a host of mutual funds to invest 
his funds in. From equity funds, dedi- 
cated funds like infrastructure or in- 
formation technology funds to staid 
debt funds or regular income funds. 
Instead of studying & analyzing the 
market on his own, he can rely on 
experts to do it for him in the form of 
mutual funds. To help him decide 
which mutual fund is favourable to 
him given his risk profile are invest- 
ment advisors. 

Another area which has grown is the 
home loan segment. Housing is not 
only a necessity but for many to- 
day it is an ideal investment option 
as well. Loans are available at very 
attractive interest rates. Property 
prices are at comparatively lower 
levels than what they were 4 - 5 
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years ago. Also in most places they 
seem to have stabilised and are 
slowly seeing an upward trend. The 
government policies are favouring 
the housing sector and the realty is 
definitely going to see a boom. And 
the icing on the cake is the tax ben- 
efits on housing loans. Apart from 
this steps have been taken to iron 
out the problems being faced by the 
housing finance companies in terms 
of foreclosures, recoveries, stamp 
duties etc... So it is not surprise that 
finance companies are becoming 
more competitive and banks till now 
concentrating on retail banking are 
moving in aggressively into home fi- 
nance. For banks it is an ideal way 
of leveraging their strengths in dis- 
tribution for pushing in home loans 
as well. 

A home finance, company which has 
grown from strength to strength is 
HDFC. It is today the largest hous- 
ing finance company in the country 
with over 2 million families who spell 
home synonymous with its name. 
The features that set apart HDFC 
from the competition is its range of 
products, which is amongst the best 
in terms of choice it offers to the con- 
sumers. The products are specially 
designed to meet the needs of the 
consumers. Another key distinguish- 
ing feature is the value added ser- 
vices that it offers it consumers. 
The value added service is in the 
form of in-house legal and techni- 
cal assistance & loan counselling. In 


Special guidance and a tradition 
of service for all your housing needs. 





v Attractive Monthly Rest-Variable Rate Option 
v Widest range of flexible home loan products 
v Counselling and advisory services for acquiring property 
v Top-Up loans 
v Special Schemes for groups 
v Balance Transfer Facility 
v Options to switch between schemes 
v Special offers from HDFC group companies 
v Network of over 145 branches and over 25 years of experience 
v Special rates for HDFC customers (past and present) on all new loans 
v Welcome to HDFC 
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[L] Continue to focus on 
cash management 


|] Hope to find more efficient 
solutions in future 


L] Talk to us right away 


Agility is the answer when you're looking at retaining 
and growing your most profitable customer base. We at 
Nucleus Software have empowered some of the top Banking 
and Financial Institutions looking to fastrack their business 
goals and processes with our ace software products and 
solutions. As in this case for effective cash management with 
our CASHGWill solution. 
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availing these services, it is like hav- 
ing a wise advisor on one’s side. 
HDFC follows a single window con- 
cept wherein all legal and technical 
clearances are got through in-house 
technical experts. This saves the 
customer a great deal of time and 
hassle of visiting different people to 
obtain various clearances. Further 
it saves money as HDFC's process- 
ing and administrative charges 
cover all expenses. It also provides 
loan counseling free of cost. Since 
housing is the largest single invest- 
ment for any individual, in many 
cases he needs expert advice on a 
many legal points like title docu- 
ments, on the property he is buy- 
ing, the price he is likely to pay, the 
finance scheme he should adopt and 


When it comes to the loans, for 
the purchase or construction of a 
home the customer can choose 
from the various plans. These in- 
clude fixed rate — annual rest op- 
tion. Financing is available to- 
wards 85% of the cost of the unit 
upto a maximum of Rs. 100 lakhs, 
with repayment by EMI upto a 
maximum period of 20 years. The 
interest varies, for example, for a 
repayment period of 10 years the 
interest rate is 9.2576 per annum. 
Similarly fixed rate - monthly rest 
option is also available. Here for 
loans upto 5 years the interest 
rate is 9.25% per annum, upto 10 
years it is 9.50% p.a. and upto 20 
years it is 10% p.a. In the adjust- 
able rate home loan (ARHL) - an- 
nual rest option, the rates are 
linked to HDFC's retail prime lend- 
ing rate (RPLR). The rate on the 
loan is revised every three months 
from the date of the first disburse- 
ment, if there is a change in the 
RPLR. Thus the rate at which the 
loan is repaid by the customer can 
change. However the amount EMI 
will not change. So if the interest 
rate increases, the interest com- 
ponent in the EMI will increase, 
the principal component will de- 
cline resulting in an extension of 
the term of loan. In the reverse 
situation when the interest rates 
decline, the principal component 


in the EMI will increase and the 
term of the loan will come down. 


There are no 
charges. 

Multiple loans is another facility. 
Since HDFC offers a wide range of 
loans, it is possible for customer 
to opt for more than one loan from 
HDFC at one time. For example, a 
customer with a housing loan can 
apply for another such loan from 
HDFC like house purchase / con- 
struction, home improvement, 
home extension or any other loan, 


n 
Ta HDFC BANK 


provided the individual can ser- 
vice all the loans simultaneously. 
Apart from this HDFC also offers 
loans for: home improvement, 
home extension, home conversion, 
short term bridging loans, land 
loans, home equity loans, loans to 


pre-payment 





NRIs, non-resident premises 
loans, top up loans for existing 
HDFC customers, loans to 
corporates... 


The home improvement loan, for 
example, facilitates loans for inter- 
nal & external repairs and struc- 
tural changes. An existing bor- 
rower can get upto 100% of the 
cost of renovation. The extension 
loan on the other hand is for con- 
struction of additional units in an 
existing home. While the conver- 
sion loan is for the purchase of a 
new dwelling unit after the sale of 
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an existing one. The short term 
bridging loan is for the interim pe- 
riod between purchase of a new 
dwelling unit and sale of the exist- 
ing one. Loan is available for a 
maximum of 2 years and repay- 
ment is by way of payment of 
simple interest on a monthly basis 
and the principal being paid at the 
end of the term. Each category of- 
fers its own advantage catering to 
a distinctive demand of consum- 
ers. HDFC also offers customized 
loan repayment facilities like step 
up repayment facility, flexible loan 
repayment plan, balloon payment 
and accelerated EMI. All this man- 
aged through an efficient network 
of over 130 offices in over 80 loca- 
tions. 

Cashing in on the specialized need 
for financial management is IL&FS 
Investmart Limited (IIL), formed 
by the merger of IL&FS Merchant 
Banking Services Ltd. and 
DebtonNet India Ltd. Positioned as 
a one stop financial solutions 
house, it provides a complete 
range of financial management 
and solutions for individuals & 
corporates. It operates in the ar- 
eas of investment advisory and 
broking, merchant banking, project 
syndication, securities broking 
and distribution of financial prod- 
ucts. 

The Merchant banking functions is 
taken care of by the equity capital 
market division. The range of ser- 
vices offered include- management 
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of a team of expert investment advisors with the ability to customize an investment plan for you that fits your income, 
-your priorities and your dreams for the future. A plan that is objective, based on in-depth market research, mature 
insights and wide experience. A plan that could change your life. 
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Hemang Raja 
IPresident & CEO), IL&FS Investsmart 





of IPOs, rights issues, buy back 
offers, open offers and private 
placements of equity. Its exten- 
sive contacts with venture capital 
funds, private equity funds etc of- 
fer an effective delivery platform. 
While the Investment advisory 
and broking services provides 
end to end personalized invest- 
ment management services which 
includes planning, advisory, ex- 
ecution and monitoring. Its pres- 
ence transcends all categories of 
investment / asset options - equi- 
ties, fixed income, mutual funds, 
derivatives and insurance. It 
looks at planning a customer's 
complete investment decisions 
depending on their requirements 
and risk profile. So it could be in 
wealth generation, retirement 
planning or capital built up at dif- 
ferent stages of their life. A very 
popular and pioneer concept is 
that of life cycle investing plans 
through specialized life cycle in- 
vestment advisory plans. The 
customer's needs are taken of 
excellently by a strong team com- 
prising: relationship managers, 
customer services executives, 
advisory managers and research 
analysts. The execution is there- 
fore backed by in-depth research, 
knowledge, expertise, network of 
22 branches across 12 cities and 
its transactional website. 

The Investment advisory ser- 
vices make customized plans af- 
ter understanding the long and 
short-term investment objectives 
& risk profile ofthe customer. 
Customised lifecycle investment 


plans are available for 
different career gro- 
ups like for VRS benefi- 
ciaries, for career be- 
ginners, for managing 
wealth and for portfo- 
lio advisory schemes 
for investments into 
mutual funds. A logi- 
cal extension has been 
PMS (portfolio man- 
agement scheme for 
individual investors) 
for retail investors. The 
focus of PMS is to pro- 
vide individualized portfolio man- 
agement services for clients, per- 
sonalized portfolios designed to fit 
specific investor's investment pa- 
rameters. 

The broad spectrum of value- 
added products and services of- 
fered include: Offline and online 
equity trading - an easy and trans- 
parent system carried through a 
network of experienced dealers. 
The online trade offers 2 methods 
of equity trading using real time 
quotes or quotes on request 
through a proxy server. Deriva- 
tives trading in equities in the NSE 
Futures and Options segment 
through its specialist dealers. It 
also offers a comprehensive range 
of fixed deposits, bonds and debt 
instruments. Before being recom- 
mended to the customer, these 
instruments are evaluated for 
safety & suitability to individual 
liquidity requirements. A dedi- 
cated debt desk caters to institu- 
tions, banks and corporates. Mu- 
tual funds are today attractive in- 
vestment options and offer a wide 
range in terms of choice. The IIL's 
team has over time acquired great 
deal of experience and knowledge 
in monitoring, analyzing a large 
number of mutual funds. This 
makes it possible to suggest the 
right scheme to suit the financial 
needs, goals or risk profile of the 
customer. 

The entire base for all these deci- 
sions is the strong Research & 
analysis team. There is a dedi- 
cated research team for each as- 
set class - equity, mutual funds and 
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fixed income products. The way in 
which reports and recommenda- 
tions are shared include - smart 
update (monthly report detailing 
market performance of various 
investment options), mutual fund 
updates (monthly and quarterly 
analysis of the mutual fund indus- 
try), flavour of the week (detailed 
company analysis), pre-market 
review and market wrap (post 
market analysis). The website also 
offers unique features such as real 
time news and analysis, smart 
stock alerts and other interactive 
based features.Apart from this, 
the company also markets HDFC 
Home loans. Home loan consult- 
ants evaluate the needs and help 
the customer select the best 
suited scheme. Speedy loan pro- 
cessing enables easier translation 
of dreams into reality. For insur- 
ance, the company markets LIC 
and HDFC Standard Life Insur- 
ance products. Similarly, the insur- 
ance team assesses the needs of 
the individual for insurance and 
then advises on product suitability. 





IL&FS Investsmart facilitates the 
entire process of "dematerializ- 
ing” shares and Custodial Ac- 
counts for the safe keeping of se- 
curities through its parent com- 
pany IL&FS. The goal is clear, to 
help an individual work towards 
his financial goal and aid him in 
every way possible. 
All in all plenty of options for the 
consumer, who is well is not in the 
least complaining!!! = 
- Chitra Balasubramaniam 
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Punjab National Bank - A success story 


bank which has consistently 
A done well and is considered a 

stock punters favourite is the 
Punjab National Bank. For the year 
ended March 2003, the company reg- 
istered a growth in net profit by 
nearly 50%. As S S Kohli, CMD, PNB 
disclosed, the net profit stood at Rs. 
842.2 crores as compared to Rs. 
562.39 crore at the end of March 2002. 
This is after an increased provision 
(Rs. 1475.09 crores in '03 as compared 
to Rs. 911.41 in '02) towards income 
tax, wealth tax, NPAs, standard as- 
sets, pension, bonus etc.... Taking 
this into account the growth in net 
profit is nearly 62%. 
The bank has witnessed overall 
growth in almost all areas. The trad- 
ing profit from treasury operations 
grew by Rs. 234 crores. The capital 
reserves registered a growth of 
25.476. Apart from this the total de- 
posits increased from Rs.64,123 crore 
in '02 to Rs. 75,813 crores in '03. Cur- 
rent deposits grew by 46.3% while 
saving deposits by 18.4%. At the 
same time advances increased by 
17% from Rs. 34369 crores in '02 to 
Rs. 40228 crores in '03. The growth in 
advances has been primarily due to 
the innovative schemes launched by 
the bank targetting various seg- 
ments and their needs like housing, 
special schemes for professionals, 
traders etc. Progress was made on 
the Non performing Asset front and 
the ratio declined from 5.32% to 
3.86%. Staff productivity, business 
per employee increased from Rs. 
1.68 crore in '02 to Rs. 1.96 crore in 
'03. It has the largest network of 
branches amongst  nationalized 
banks with 4473 offices including 436 
extension counters. 
Kohli further adds that during the 
year the Nedungadi Bank Ltd., a pri- 
vate sector bank based in Kerala 
was amalgamated with the PNB. 
This amalgamation will further 
strengthen PNBs network and reach 
in Southern states especially in 
Kerala where Nedungadi Bank had 
174 branches. 
It is however in its retail focus that 
the company has excelled, where it 


has launched a gamut of customer 
friendly products to cover housing, 
vehicle, personal loan, mortgage 
loan, future lease rental loan, per- 
sonal loan for pensioners, educa- 


tion loan, loans against gold 
jewellery, special schemes for doc- 
tors, teachers, traders..... It has 


strengthened its team of profession- 
als by recruiting senior marketing 
managers. The retail loan book reg- 
istered a growth of 44% and the re- 
tail sector accounted for 16.3% of the 
credit portfolio. It has also introduced 
for the first time, “hub & spokes 
model” at two of its centers namely, 
Mumbai & Bhopal for centralized 
processing and specialized handling 
of housing loans. On the basis of the 
feedback, the model will be repli- 
cated across the country. 

The PNB International Credit Card, 
a co-branded card with HSBC has 
performed well in the market. On the 
offing is Maestro, a debit card. It has 
also entered into an MoU with New 
India Assurance Company Ltd., to 
act as its corporate agent for distrib- 
uting its non life insurance products. 
To have a well-coordinated informa- 
tion transmission system, PNB is also 
implementing LADDER (Loans & 
Advances Data Desk for Evaluation 
and Reports) system by computer- 
ization of MIS, asset classification 
and credit monitoring. This is for it to 
have a well-coordinated information 
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transmission system. 
PNB Fin Basket was launched for cli- 
ents who would require more than 
one retail loan product. This would 
also help build a long term relation- 
ship with the client. For women, with 
a view to empowering them, easy 
credit delivery scheme and others 
were launched including the “Mahila 
Sashaktikaran Abhiyan”. 
The special schemes launched in- 
clude those for medical practitioners, 
traders and teachers. For doctors, the 
focus is on offering need based loan 
requirement with hassle free pro- 
cessing, no hidden costs, nominal 
upfront / documentation fee, interest 
saving on surplus funds and flexible 
option of withdrawal / deposits under 
an over draft option. Under the 
scheme all professionally qualified 
medical practitioners are eligible to 
raise a loan to meet their require- 
ments of practice like setting up of 
Nursing Homes, Clinics, Medical 
equipments, ambulance...... Special 
terms are provided for lady doctors. 
Similarly for traders, need based loan 
facilities are provided for Stock in 
trade, book debts and for acquiring 
fixed assets etc.. 
The forte is personalized and prompt 
service and every step is taken to 
improvise the set up based on feed- 
back, suggestions and anticipated 
customers requirements. A 
- Chitra Balasubramaniam 


PNB - 
Accelerating 


a new momentum 
for the SSI Sector 





i \dvances upto Rs. 2 lacs at PLR/PTLR minus 1% 
Advances above Rs. 2 lacs & upto Rs. 25 lacs at PLR/PTLR 





Advances upto Rs. 5.00 lacs without collateral security 





Interest rebate of 0.50% and margin at 10%, irrespective 
of loan amount, available to Women borrowers 
under Mahila Sashaktikaran Abhiyan 





The spirit of enterprise knows no boundaries, irrespective of the scale 
of operations. Realizing the significance that, SSI Sector contributes 
40% of the gross turnover in Manufacturing Sector, gives employment 


were 





PNB is the to 192 lac persons, produces 7500 products and contributes more 
proud winner of than 3596 of the country's exports, PNB has formulated a number of 
Prime Minister's measures to provide an impetus for the growth of the SSI Sector. 
Bic E g € Advances over Rs. 5 lacs and upto Rs. 15 lacs, based on good track 

Contribution record and financial position, no collateral insisted upon. 
to Khadi Village & € Advances between Rs. 5.00 lacs and Rs. 25 lacs guaranteed under 
Cottage Industries Credit Guarantee Fund Trust for Small Industries Scheme (for 


manufacturing SSI & IT units). 


€ Amount of loan liberally sanctioned at 2096 of projected annual 
turnover basis. 


€ Comfortable Margin options available. 
€ Expeditious sanction upto Rs. 5.00 lacs for borrowers having good 


"a: 


a r te ane track record, under Laghu Udyami Card. 


e Simplified Loan Application Forms for convenience of borrowers. 
® Loan Applications complete in all respects duly receipted & 





acknowledged. 
det cg o € Speedy Processing within specified time norms 
- Upto Rs. 2lacs 2 weeks 
- Over Rs. 2 lacs and upto Rs. 5 Lacs 4 weeks 
- Over Rs. 5lacs 8-9 weeks 


www.pnbindia.com 


a: punjab national bank 


...the name you can BANK upon! 








i potential i of the retail in 


vestment market is yet to 
t be tapped. An instrument 
which. is gaining immense popu- 
larity in the retail investment 
narket are the liquid funds. UTI, 
India's pioneer financial institu- 
. tion has launched the UTI liquid 
. | fund, which offers the retail in- 
p vestor, corporates and others an 
|». opportunity to utilize the sur- 
plus cash to earn a good return 
and at the sametime maintain li- 
. ' quidity of the investments. 
__ Corporates have idle cash in the 
(ve current account of their Bank. 
__. Though the corporate get liquid- 
ity but they do not get any 
^. return from this cash. Banks 
_.- take advantage of it and generate 
. returns by deploying cash in the 
Money Market. But Liquid plans 
offered by most of the mutual 
funds provide both liquidity and 
. return to the unit holders. So 
Corporates have the option to 
4X. generate return from the idle 
|n Cash by aepo ping it in Liquid 
= Funds. 
-This is the scenario where the 
- "UTI liquid Fund" comes in. Ex- 
_ pert Fund Managers, whose aim 
«ds to generate good returns by 
«X deploying the cash in money 
market and short term liquid 
debt instrument, manage "UTI 
quid fund". UTI Mutual Fund, 
ne largest the mutual fund, has 
ssets under management of Rs 
14000 crore out of which Rs 8000 
rore is in debt instruments. 
‘This scheme offer two plans, 
Cash Plan which provides li- 
quidity and adequate return and 
a Short Term plan which pro- 
vides higher return with a 
higher average maturity of in- 
vestment.. 
The scheme seeks to generate 















steady and fast fo income, 


with low risk and high level of - 
liquidity, from a portfolio of 


money market securities and 
high quality debt. The funds col- 


lected under the scheme will be. 


invested in debentures/bonds, 


Commercial papers, Corporate | 


deposits and in money market 
instrument such that: Not less 
than 65% of the funds will be in- 
vested in money market instru- 
ments. Not more than 35% of the 
funds will be invested in Debt 
securities (including Govern- 
ment Securities) above credit 
rating of AA- 

A resident individual, a com- 
pany, banks or other body cor- 
porate, a Trust, a society, an 
Overseas Corporate Body, a mu- 
tual fund, a Foreign Institutional 
Investor (FII) registered with 
SEBI and any other institution 
are eligible to invest in the 


scheme. But UTI is expecting 


Corporates who have idle cash 
in current bank account and 
cannot invest directly in money 
market instruments would in- 
vest in this scheme to generate 
reasonable return with liquidity. 


The amount invested in the Fund 
is valued daily as per the SEBI 
(MF) Regulation 1996 directives. 
Accordingly daily NAV and 


Sales/ Repurchase price per unit 


is declared. The units are sold at 
NAV, i.e. there is no entry load. 
The Liquid Fund offers: 


Flexibility to HNIs and Corp- 
orates in Treasury Management. 
Subscription and Redemption 
are processed quickly ensuring 
liquidity as per investor need. 


. Returns better than call money 


/ MIBOR because of judicious 
Asset mix. 
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acing: Slayer kai — 
the retail market 


is IL&FS 
Investsmart Limited (IIL). 


Hemang Raja, President and 
CEO of IL says that though their 
company's revenue comes from 


“the corporate sector, there is a 


wide gap in the retail invest- 
ment management market, wide 
enough for several players to co- 
exist unlike the institutional seg- 
ment. He further elaborates, “we 
saw that the retail sector was 
growing very fast. There was a 
wide gap which needed to be 
filled. It is difficult to make that 
first crore. Once you have Rs. ! 
crore it is not at all difficult to 
multiply wealth. We at IL&FS 
realized that we should step 
into this segment of making the 
first crore." 


Making the whole experience of 
wealth creation sound like a 
cake walk he adds, "we have 
customers with just few thou- 
sand rupees and those who sev- 
eral crores in their portfolio". 
And proceeds to give the ex- 
ample of their setting up invest- 
ment desks at various offices like 
Infosys in Bangalore, where the 
target were the software engi- 
neers who had all the money but 
did not know the best way to 
invest it. The idea was to create 
a new market the retail market. 
He continues, "instead of chas- 


ing same institutional investors, 


we should service new set of cli- 
ents. The model that we have 
been following is sustainable. 
Once you have a well defined 
customer base, sustainable in- 
come will always come." The 
customer in short has plenty of 
opportunities and expert advice 
to bank on. ie 








| 
Winning solutions from ECGC. 


Why insure your exports? Because of the unforeseen risks. 

Like political crises. Payment defaults. Insolvency. | 
Commercial insecurities. The only thing you can be sure of 
is coverage of your exports. 


Through our Standard Policy, Small Exporters Policy, 
Specific Shipments Policy, Export (Turnover) Policy and 
Exports (Specific Buyer) Policy. 


It'S so easy with ECGC. 


«> 
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mal Fra fafires 

EXPORT CREDIT GUARANTEE 
CORPORATION OF INDIA LTD. 


(A Government of India Enterprise) 
You focus on exports. We cover the risks. 
Please contact us for further assistance. 


Regd. Office: Express Towers, 10" Floor, Nariman Point, Mumbai-400 021, India. Tel: (022) 2204 4519/ 2283 7462. 
Fax: (022) 2282 9968 * E-Mail: marketing € ecgcindia.com * Visit us at: www.ecgcindia.com 


Insurance is the subject matter of solicitation 


— 
————————————— 
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Mr. Suresh Hemmady 
Chairman - SVC Bank 


What are your plans for the 
SVC bank for the next few years? 
We are one of the leading Co-operative 
Banks having a business of over Rs. 2300 
crores and we intend to increase this 
threefold over next six years. We have a 


network of 37 branches, 3 extension counters and 17 ATMs spread 


How do you market the Bank and 
its products and services? 

We have a centralised Marketing 
Department which looks after formulation 
of strategies, advertising and publicity. 
Through this department we also carry out 


Mr. Deepak Patil 
CEO - SVC Bank 


tele-marketing activities and door-to-door canvassing on a very 


in three states of Maharashtra, Karnataka and 
Goa. Over a period of five years we intend to 


expand our network to over sixty branches. In | - 
our future expansion programme the emphasis | 


will be on increasing the number of extension 
counters and ATMs. We also intend to extend 
our reach across the country through alliances 
with other banks to enable our customers to have 
the advantage of a wider network of branches 
and ATMs spread across the country. We have, 
at present, arrangements with other banks with 
a wider network to provide certain services such 
as funds transfer, upcountry cheque clearing, etc. 
We will have to enter similar other alliances to 
provide a larger range of services. 


Being a Bank of the masses do you 


intend to concentrate your efforts on |. 


retail banking? 

Yes. | firmly believe that we should give a major 
thrust to retail banking as this has been our forte. 
However we are also amongst those few 


Corporate Office at Vakola, Mumbai. 


selective basis. The actual 
selling is however done at the 
branch level. Individual branches 
are allotted targets which have 
to be achieved by the individual 
Branch Managers and their staff 
members. 


How has your Bank 
utilised the technology 
factor? 


All our back office and front 
office operations are fully 
computerised. The software 
used was developed in-house. 
We have about thirty qualified 


Software Engineers employed in 


^| our Information Technology 


Department. All our ATMs are 
interconnected and so will all the 
branches be interconnected by 
July 2003. This will enable our 


customers to conduct their banking operations from any of our 
branches regardless of the fact in which branch they maintain their 
account. Our Banking services will shortly be available online along 
with tele-banking and mobile-banking. 


co-operative banks which have a strong presence in lending to the 
Medium and Small Scale Industries. We do not intend to lose this 
advantage of our presence in different segments, by concentrating on 
any one of them at the cost of the other. 
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; The Name That Carries Weight 
. CUSTOM HOUSE AGENT, FLEET 
d J OWNER, SPECIALIST TANK 

— CONTAINER & HAZARDOUS 


Eres CHEMICALS. 
Branch Baroda, Ahmedabad, CFS CWC (JNPT) 


Endorsed 
company 
certification 
No. OFC13752 


MANUFACTURERS & EXPORTERS 


CASTORS PVT. LTD. 
Tel: (91-22) 26873625,26874456,56921721 Fax:(91-22) 26873580 / 26874639 
E-mail: rexello()vsnl.com visit us at: www.asiansources.com/rexello.co, 
www.rexellocastors.com 





Make a 
smart move 
with 

SVC’s 


Asset Finance 





Unlock Your Assets... 


Now, you can make your Assets like Land & Building and / or Plant & Machinery, 
more productive. With SVC’s ‘Asset Finance Scheme’, you can avail of Term 
Loans for your long-term financial requirements, against existing Assets. 
We at SVC are known for our friendly & personalised service and we assure 
to revert on your application within seven days. That’s a promise. 
Highlights: 

* Asset Finance upto Rs. 300 lacs. 


e Loan available to the tune of 60-75% of the market value of Assets. 
as appraised by the Bank. 


* Repayment period upto 5 years — in easy instalments. 
* Mortgage / Hypothecation of the Assets to be financed. 


SVC's Asset Finance Scheme - A Smart Businessman's Choice. 


© The Shamrao Vithal Co-operative Bank Ltd. 


(Multi-state Scheduled Bank) For Dersonalioed Sou 


Corporate Office : 
'SVC Tower', Jawaharlal Nehru Marg, Vakola, Santacruz (E), Mumbai - 400 055. Tel: 56999777. 


(ESTD. 1906) 





Now, it can endorse a bright future. 





Sign up for a Businessworld subscription today and 
open the doors to success. Now is the best time to 
subscribe to Businessworld. 


‘Business 
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worl Businessworld 


At Rs.4.39 per week, it's your opportunity to empower 
yourself with knowledge and insights. 





3-Year Subscription 2-Year Subscription 
156 copies for Rs.684 (SAVE Rs.96) 104 issues for Rs.456 (SAVE Rs.64) 


e Genuine soft leather 


Hidesign Wallet 
* Handy multiple pockets 





Maxima Wrist Watch 
e Sleek metallic finish 
e Durable leather strap 
e Quartz movement 





]-Year Subscription 52 issues for Rs.228 (SAVE Rs.32) 


Subscription Form 


I would like to opt for the || 3-year package + Maxima Wrist Watch 2-year package +Hidesign Wallet | 1-year packag 
I am enclosing my Cheque/DD no, _________ dated ___L________ for Re: Ss ON DANE: -- 

branch drawn in favour of ABP Private Limited. 

Or please charge the total amount of Rs. to my Credit Card [ ] YS [1095 








tare § 




















OS RE ef es ee ee eee ee ee ||. Card Member's Name 
City —@ $< — —— PIN — Tel: (STD) — ——————— E-mail: 
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Signature (Mandatory): Date: 
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Zafar Marg, New Delhi - 110 002; Tel.: 011-2370 2170-79; Fax: 011-2370 2061; E-mail: businessworldsubscriptions@abpmail.co1 
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SK Microsoft where it wants to go today and it might 
just say: "On your wrist." Because that's where it 
plans to plant the next info-device for smarter living 
in what Bill Gates calls the “Digital Decade". Your 
wrist is where you're used to looking for some infor- 
mation to begin with. Microsoft aims to take it beyond time 
with access to information on the weather, news, sports 
scores, stock quotes, traffic updates, games, movies, eating 
out and virtually anything else you want customised for 
your own needs. You'll also be able to download things to it 
— like skins. These ‘smart’ watches were first showcased by 
Bill Gates at the 2003 Consumer Electronics Show at Las Ve- 
gas, with the promise that they would serve as stylish and 





unique information sources for people who want to bein | 


the know while on the go — with just a glance at the wrist. 
Microsofts Smart Personal Objects Technology (SPOT) 
aims to add more information to objects around you — and 
extend its reach beyond the desktop on to everything else 
you use in your day to day life. That could be alarm clocks, 
pens, key chains, wallets, fridges, stereos, cars and even 
LCD buttons! The wristwatch is a good place to start. The in- 
formation is to be delivered over FM spectrum using MSN's 
wireless service MSN Direct. Using Outlook, you could also 
synchronise to get alerts, among other things. If you're on 
the go and move from one time zone to another, SPOT ad- 
justs the watch to the new time zone. A subtle buzz could 
alert you to new information or you could get it at the press 
ofa button. The information will be one-glance; which, of 
course, is about all a watch's surface can take anyway. 


Sounds like an information overload nightmare, but, in | 


fact, the functions that are added to ob- 
jects are meant to tie in with the objects' 
core functions. So if your watch tells you 
the time, it can go a step further to tell 
you that you're late for a meeting. On 
the Web, you can set preferences to get 
customised information. 

Add instant messaging and personal 
alerts to the information and you could 
be looking at something useful here. 
The mobile phone is taking on this role 
to a fair extent right now; but SPOT is 
eventually meant to go into so many de- 
vices that you'll begin to take informa- 
tion coming out of them for granted. 
The information will also be one-way, 
so the mobile phone will tend to hold its 
own in that department. 

SPOT is a powerful concept. As all 
the other be-connected-anytime-any- 
where initiatives are. Microsoft paints a 


MIGROSOFT’S SPOT ON 


Bill Gates says SPOT is the next 
evolution of what a watch should be 





MALA BHARGAVA 






picture of a time when SPOT devices, 
PCs and other computing appli- 
ances will interact seamlessly, 
each serving its role to make 
your life less complicated, more 
productive and fun. 

To put this into action, Mi- 

crosoft has worked with National 
Semiconductor Corp. for more 
than two years to plan and build 
a chipset to power wristwatches 
and other devices. This chipset 
consists of an application chip 
with an ARM7 CPU, ROM and 
SRAM, and a tiny, sensitive 
100MHz RF receiver chip. 
Along with partners in the FM 
broadcasting industry, it has 
also created the DirectBand Suunto watches: 
Network — a continuous Information on your wrist 
broadcast network acrossthe ~ H/ 4 
US and Canada — to provide information services to SPOT- 
based smart devices. Taking advantage of FM radio sub- 
carrier frequencies, SPOT-based devices are continuously 
updated with timely Web-based information customised 
for different locations and personal needs. 

The smart watches, with names like Fossil and 12Suunto 
(who will make sure they have some fashion and flair?) will 
first turn up in the US and Canada in a couple of months. 
Fossil says its ambition is to start a wrist-top revolution and 
fuse fashion and information in a way 
that makes us think twice about our 
wrists. Earlier, Fossil had introduced a 
PDA-in-a-watch and a one-way data 
radio in a watch. There will be six mod- 
els of smart watches to choose from ini- 
tially. The watches will cost between 
$150 and $300 and subscription to 
MSN Direct will be $9.95 per month 
with the first month free, or $59 for a full 
year of service. It's early days, so no 
agenda or pricing for India has been 
announced or hinted at yet. To begin 
with, MSN Direct will be available in 
100 of the largest population centres in 
the US representing cities in all 50 
states and the largest cities in Canada. 





Mala Bhargava is with Cyber Media (India) 
and edits Living Digital. You can email her at 
malab@cmil.com. 
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hearts of India's software developers. 
India is home to around 650,000 de- 
velopers or about 10% of the world's de- 
veloper population. And that number is 
growing at 3296, which could make the 
Indian community of developers the 
largest in the world in the next 2-3 years. 
Developers are engineers, bachelors of 
technology or masters of computer ap- 
plications who work on platforms like 
Java, .NET and C++ to develop products 
or solutions. They could be freelancers, 
or employees in non-tech firms or inde- 
pendent software vendors (ISVs) like, 
say, Tata Consultancy Services (TCS). 


HEY are a reclusive lot. And they 
are scattered around the country, 
in distant cities like Indore, Pune 
and Chandigarh. But that is not | 
is stopping some of the world's 
| biggest IT chieftains from coming down 
to woo them. Microsoft's Bill Gates was 
here last year for that very purpose. As 
was Intel chairman Craig Barrett. Sun 
Microsystems CEO Scott McNealy and 
IBM chairman Sam Palmisano were 
here just a few months back to win the 


























software developers backing a soft- 
ware platform can make or break 
that platform, it is imperative that 
tech vendors like Microsoft, IBM and 
Sun get the developers on their side. 
As it is, development work is big money 


software revenues. Studies show 
that developers influence 60- 
7096 of the technology deci- 
Ft "- Lom us » sions of such ISVs and non- 
p ^. 2A - tech companies. “The more 
CONNN ec Re at * the number of developers 
skilled in our technologies, the 
more the propensity of the or- 
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Given the fact that the number of | 
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ganisation to bend towards IBM for... 
project technology,’ says Frank Luksic, 
country manager (software group and 
developer relations), IBM India. 

No wonder, while most leading com- 
panies have had developer programmes 
for a while, the spotlight has moved to 
India. Dilip Mistry, director of Microsoft 
Indias .NET and developer evangelism, 
says: “India was among the first few 
countries to build prototype Web Ser- 
vices solutions using the .NET. The se- 
lection of India as the destination for the 
Microsoft .NET Technology Centre in 
Bangalore reiterates (our) growing con- 
fidence in... India as a technology hub.” 

So what are the world's largest com- 
panies doing to woo Indians? 


Making The First Move 


Developers are by nature a shy lot. Tech 
vendors lure them through websites like 
IBM's DeveloperWorks, Oracle's Tech- 
nology Network or Microsofts MSDN. 
Their articles, software downloads and 
discussion groups are powerful magnets 
for tech-hungry Indians. With Oracle's 
150,000 Indian users, Sun's 220,000 and 
IBM's 283,000, the number of registered 
Indians is second only to Americans. Mi- 
crosoft's India-specific site even has user 


Global IT giants are wooing Indias huge 
software üevelaper uon d 
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E" India's developer population is growing Srl at 32%, faster than in any other country | 
BE. in the world. India will have more »ore developers than any other nation in2-3 Eum 





- BP india’s 650, ,000-strong developer base constitutes 10% of the world's total iT - 


| v developer population 





BP MNG and consulting firms (like EDS, AGE NN EA faved set up | 
offshore centres in India. Hence, there is more development work here than before i 


E —— 


— BRI Top services companies (like Wipro, Infosys, TCS) are moving up the value chain, so | 
Rm p ousny of Software projects is also improving. NIMM 


7 groups from the metros and small cities. 


The other way to attract them is by | 


holding developer events. Microsoft's 2 
evangelists hold seminars every saben 
.. IBM had 40 events in India in 2002. “Sun 


Tech Days started with 200 attendees | 


four years ago; this year, the attendance 
jumped to 3,000," says K.P. Unnikrisnan, 
country manager (marketing), Sun. 
Virtual communities and events may 
be good for gaining initial visibility, but 
they cannot ensure long-term loyalty. 


Committing To The relationship 


For that, vendors align themselves with 
the bigger ISVs, where they can tap a 
huge population in one place. Microsoft 
has worked with Infosys Technologies 
and Wipro. TCS and IBM have worked 
on e-governance initiatives. Sun and Or- 
-acle set up the iForce Developer lab at 
Sun's Bangalore facility. Intel has set up 
labs at the campuses of Infosys and TCS. 

Developers see a lot of value in such 
interactions. Dilip Mathew, a software 
developer at Siemens India who works 
with Microsoft tools, says: “I wish Mi- 
crosoft would do something like the Java 
Community Process.” Veerendra Nagad- 
hira, a die-hard Java fan, feels Sun can 
learn from Microsoft: "Microsoft's ag- 
gressive approach helps build... confi- 
dence in (it). Sun is quieter. That makes 
you feel a bit shaky about its future." 


Driving The Business 


While few firms measure the success of 
the projects in revenue terms, their goal 
is more business. Narendra Bhandari, 
Asia-Pacific manager (solutions engine- 
ering), Intel, says: "The idea is to induce 
faith in products. So, we are driving mar- 
keting and business development. But 
we are not aiming at direct revenues." 
The IBM developer team has targets 
— customer lock-ins from the ISVs it in- 
teracts with. Luksic says: "It is obvious... 
. to expect revenue benefits from these 
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4 y | Most of the big IT names SETS visited India pe (IBM's Sam ‘Palmisano; Sun's Scott | 
Bl McNealy; j Microsoft 's Bill Gates; Intel's Craig Ba Barrett) - uM 


AA IN tA LEE LE ui enndem entire tenia e in a nts ge ti UI IA BAAR LAAT SOIC SH Herrmann arr paa MEE a rrr nii rrr tar ig Vena ia M a a P i ys elm tp e ee E enr RE tr a ra a a peer EA beh 


MAEM AU Dr he semen erai rata T Bun Mem etm hr erre ern 











initiatives. If others are not thinking 
about it, maybe they should start." 
"Companies which didn't care about 
building developer loyalty have lost 
out," says Satyen H. Parikh, managing 
director, Borland India. Borland had al- 
most disappeared after a long phase of 
management problems. Now it is mak- 
ing a comeback with a range of applica- 
tion life cycle management products 
that work across all platforms. "One rea- 
son why we have survived despite our 
problems was the loyalty we had among 
the developer community,” says Parikh. 
Of course, developers are aware of 
the commercial motive. "I don't mind as 
long as they can help me improve my 
skills and knowledge," says Mathew. 


Catching "am Young 


The wooing starts at as early a stage as 
possible. Take IBM's Developer Com- 
munity Outreach, which reaches out to 
students in universities and colleges. 
Other vendors set up well-equipped labs 
in universities. A major chunk of Mi- 


. crosoft's $400-million fund for India will 
 bespent on educational programmes, 


including its Project Shiksha for schools. 
Nurturing Innovation 


Such long-term vision is also seen in 


how innovation is encouraged. Intel's 
venture capital division invested in firms 
like Tejas Networks and Pramati Tech- 
nologies to indirectly promote its PC 
products. Sun offers smali firms busi- 
ness and marketing support to take their 
products global; Microsoft's evangelists 
provide technical guidance. Mistry talks 
of IT firm Mastek, which bagged a £20- 
million London Congestion Charging 
project. "They had never done anything 
like that before. We helped them bring 
down costs significantly," he says. 
Despite the efforts, winning a devel- 
oper' heart is a challenging process. Ex- 
pect the courtship games to continue, Bl 
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Who's doing what to 
grab developers' 
mindshare | 
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| The most aggressive and the first to sta 
| a developer-focussed initiative for ind 
| (eight years ago). Has a team of 20 locally- 
| based ‘evangelists’ dedicated to the cause. 
| Organises developer events and helps 

| companies develop solutions based on 
| the ! NET p lattor 
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Programmes are designed more or less 
similar to that of Microsoft -— developer. 
| focussed initiatives such as the Java 
| Community Process, Sun Tech Days, etc. | — 
| Once the product is developed, Sun also |. 
| offers global marketing support 2 
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| Has set up ee atthe premises oftop = 
| Indian software services firms like | i mu 
| Wipro, Satyam and TCS, Also funds small | — 
| upcoming tech companies through its — ' 
| venture capital division by E up NS 
| | minori stakes (less than $10 million each) u E 
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| | Operates mainly iudi its global online | 
? initiative Oracle Technology Network 
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| ‘Has the dis range of products and 
| technologies to promote. Does not 
| 
| 
| 
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| aggressively push a particular platform - 
or technology, but instead tries to get — 
customer lock-ins wherever possible. Also 
has revenue targets for its Developer — ' 
Relations team 
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Is not as big or aggressive as the others, | 
but is probably the only neutral player 
with a range of application development 
tools across all platforms, be it fáva or 
NET. After a long rough patch due to — 
internal problems, the company is now ` 
_ trying to win back the developer 
| confidence that it once enjoyed ; 
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Rubicon; last week, Sitas Curse. 


a The Confederation of Indian | 
. Industry (CID is now playing host | 
. to authors (of the journalist genus : 
- so far) and its high-profile platform _ 
. has its advantages. CII's publicity | 


- machinery at least ensures cover- 
* age of the event, which, as publish- 
. ers will tell vou, is better for sales 
_ than a worthy review. 

: Crossing the Rubicon — The 


4 | Shaping Of India's New Foreign | 
(^. Policy by C. Raja Mohan got quite a 
t splash. Because it was Brajesh 


_ Mishra, national security adviser 
. and principal secretary to the 
_ prime minister, who was doing the 


= honours, the event attracted a fair | 


- sprinkling of diplomats, bureau- 


^. erats and academics and lots of fel- 


. low scribes. The book, says Mohan, 


~ is a remarkable tale of India's 
< “transformation from a leader of | 


_ the Third World trade union to one 
_ preparing for a seat at the high 


2 ^, table of global diplomacy”. 


Seema Sirohi, who penned 


s Sita's Curse: Stories Of Dowry | 
o Victims, also roped in actress | 


. Nandita Das and the Indian 


: Women's Press Corps, making it | 


; almost entirely a women’s affair. Bi 


"AST month, it was Crossing the | 


NAVJIT GILL 
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Staunton would be exceedingly 


pays glowing tributes to Tri- 
umph ofthe Optimists, the book 
in which they used a century of data to 
conclusively prove the superiority of 
stocks over bonds. They might have 
been even happier if Niederhoffer and 
Kenner had devoted some more spaceto 
their cautionary tailpiece: the risk pre- 
mium is likely to come down as more 
people buy into the stock story. 

But that would have been self-de- 
feating. Practical Speculation has a twin 
agenda — the first is to loosen the bear 
grip on the public consciousness and 
bust myths that can trip the unwary in- 
vestor, The second is to signal the return 
of Niederhoffer and Kenner. 

The former was a star fund manager 
who blew up spectacularly when his 





Thai holdings imploded during the 1997 


South-east Asian crisis. Kenner was a re- 
porter for Bloomberg who had the tem- 
erity to question analyst Henry Blodget's 
ratings in a column in August 1999 
(Blodget's employer Merrill Lynch has a 
2096 passive ownership in Bloomberg). 
Both are on the comeback trail. 
Niederhoffer is into serious 'risk advo- 


pleased. Practical Speculation — 





SBy Victor.- 75. 

‘Niederhoffer and 

Laurel Kenner 

SEN john Wiley & Sons 
Bi Pages: 376; 

| price: $24.95 


cacy’ — preaching the necessity of tak- 
ing risks if one wants to make money in 
the market. He rightly believes that what 
investors need is not shelter, but a rud- 
der that will help them steer better in an 
inherently risky world. This is his second 
book and the first with Kenner. Nieder- 
hoffer also collaborates with her on fi- 
nancial columns, an association that, as 
they tell you rather proudly, often ends 
with them getting fired. 

Both have an axe to grind and they 
grind it extremely fine. An annoyingly 
self-deprecatory tone commingles with 
digs at sundry editors, marketmen and 
nameless traders. Worse yet, the struc- 
ture is somewhat haphazard. That does- 


— BRIEFING: CHINA 










m just about everything, it would appear. Nobody knows what 
(0 ME i going on behind the great wall of its authoritarian regime 
and, for the best part of the last year, mainline Western publica- 
„tions have been warning us that all official statistics are sus- 
„pect, So when a fairly senior official of the Chinese Communist 
: Party (CCP) decides to expose the sorry 
state of the rural economy, it's bound to 
create a stir. Unfortunately, Li Chang- 
ping's daring Wo Xiang Zongli Shuo Shi- 
hua, ot ‘I Told the Premier the Truth, has 
had a limited impact because it’s in 
Mandarin and is yet to find an autho- 
rised translation. 
China watchers have pounced on 
the book not so much for its detailed 
account (the book is 366 pages) of the 
corruption, but for the author's 


: Gi fudges figures — on its growth, farm production and 
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- Through A Crack In The Great Wall 
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analysis of what is going wrong. The ex-official — not surpris- 
ingly Li has left government and is working for a private com- 
pany now — says the mismanagement of the agrarian econ- 
omy is endemic in the countryside where joblessness is high, 
infrastructure ís crumbling and large tracts are lying unfarmed. 
Li, who has been with the CCP for 17 years and was party chief 
in Hubei province, is in a position to tell it as it is. In 2000, he 
sent prime minister Zhu Rongji along letter on the agrarian cri- 
sis in China. Rongji marked it for urgent action but it was ig- 
nored by officialdom. The book, however, is gaining currency 
with Western scholars because Li isa trained economist and his. 
book offers the first insider account of the systemic ills plaguing 
the Chinese economy, Details can be found in The China Jour- 
nal published by the University of Tasmania. Many of the is- 
sues raised by Li are discussed in the just released Blue Book of 
Chinese Society, brought out by the Chinese Academy of Social 
Sciences. It warns that the employment issue is the biggest 
worry for China and will be tough to solve in the short run. The 
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nt detract from the rigour with which | 
the authors go about smashing some 
.. Cherished market beliefs. They are fine 
.. empiricists and most arguments are 
backed by the full force of statistics. The 
book is in two parts — the first debunks 
what the authors regard as myths while 

the second is prescriptive and includes - 
practical advice on avoiding spurious 
correlations, using balance-sheet para- 

 .. meters to zero in on stocks and so on. 

| Practical Speculation gets off to a 
-strong start by demolishing the widely- 
held notion that there is a positive corre- 
lation between earnings and move- 
ments in the broad market. But the 
authors are most effective when they are 
knocking technical analysis. Drawing on 
. . data given in the Triumph of the Opti- 
mists, they show that trends in annual 
returns have been absent for the last 102 
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years! For consecutive years, the correla- 
tion between returns is minus 0.02. In 
fact, there were only six occasions in the 
past 102 years when the US market de- 
clined for two years in a row; the average 
return in the following year was 16%. 

Short-term trends are equally con- 
spicuous by their absence. If anything, 
the averages demonstrate 'mean rever- 
sion, which means that declines are fol- 
lowed by rises and vice-versa. 

If you are a technical charts addict, 
this is the cure. All the squiggles and lines 
you see in the stockmarket pages, the es- 
oteric-looking Japanese candlesticks, 
the momentum-game... they will never 
exercise the same hold over your trading 
imagination again. Maybe that’s too 
much to ask. Most technical traders, like 
anybody who believes in a fail-safe ‘sys- 
tem, are usually in deep denial. 


e Meer Wi Werte ryan thi hoe 
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VICTOR NIEDERHOFFER has been a speculator for 25 years. The 

| one-time star hedge fund manager is a well-known financial analyst —— 
and author of Education of a Speculator. He taught finance at the | 
University of California at Berkeley before setting up a M&A firm 


LAUREL KENNER is a financial writer whose columns on the stock- 


market appear in leading publications. She was previously stocks edi- | 
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At one level, Practical Speculation is 
unapologetically iconoclastic. A 
Abelson, incorrigible bear and column: 
writer at Barron's, and Benjamin Gra- 
ham, the demi-god of value investing, 
come in for special treatment at the 
hands of the authors. Thelattersless- —— 
than-ordinary investing record is dec. 
tailed and held up as an example of ^. 
growth’s superiority over value, —. o0 

Itis a specious argument. Graham's —.— 
primary contribution to investing wasto 
give it a theoretical underpinning. His ^. 
continuing influence flows from the 
concepts he introduced, not from the 
killing he made in the stockmarket, Er. 

There is also some statistical sleight- = 
of-hand involved in the way the authors —— 
go about discrediting value stocks. At- — 
tacking Graham's method of identifying — 


Dog 


| value is one thing, but to go against the — 


weight of evidence on value vs growth is. 
quite another. Most studies have shown 

that value and growth wax and wane in 
counter-cyclical fashion. But the selec- 

tive use of data in the book makes it 
seem that growth stocks have over- 
whelming superiority. 

That is an indefensible bias in a book 
that is otherwise built on a sound statis- 
tical foundation. If nothing else, read it 
for the scientific methods it brings to the 
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analysts predict social instability. 
For a clearer view of how the new 
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president Hu Jintao’s regime will func- 
tion, China’s New Rulers: The Secret 
Files by Andrew J. Nathan and Bruce 
Gilley (New York Review Books Collec- 
tions) is a good bet. Although a few of 
the assumptions made by the authors six 
months ago on the composition of the 
politburo have gone awry, it explains the 
inner workings of the CCP the relation- 
ship between different levels and the peo- 


ple in power in Beijing. Nathan and Gilley 


(The Tiananmen Papers) have once again breached the wall of 
secrecy surrounding politics in China. Those with long-term 
business interests in the Asian powerhouse may find China in 
the World Economy: The Domestic Policy Changes, a mammoth 
compendium (8,000-odd pages) put together by the Organisa- 
tion for Economic Cooperation and Development, more useful 


_ than Chinas Transition to a Global Economy edited 


y Michael 





_ Webber, Mark Wang and Zhu Ying (Palgrave Macmillan). The 
latter dissects the theory of the country’s globalisation. @ 


Te Sine UN NIAI Ho PRA UE AN eater Lee rapta odo 
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. live; it constitutes the reality. Armed 
. with this thesis, Sumathi Ramasw- 
_ amy puts together a formidable ars- 
. enal of essays to establish that we 
. inhabit a visual world beyond which 
_ there is perhaps nothing (Beyond 
_ Appearances?; Sage Publications). : 
. In other words, the visual is the meaning of India; it : 
. should not be treated as a supplement to knowledge | 
. gleaned from written texts. So our calendars, our cinema ~ 
. posters, our TV serials and films, specially the mytholo- i 
. gies, our paintings and our concept of Bharat Mata def- : 
. ine what we are. Patricia Uberoi's formulation on nation- - 
. hood in calendar art is the more accessible part of this _ 
. collection, which is embellished by reproductions from — 
. museums worldwide and private collections. The qualit 
_ of the visuals is not uniformly good, but don’t let that put 
| you off. That, too, is part of the reality we live in. B 


PHE visual is not merely illustra- 
tive or reflective of the political 
and social realities in which we 



















The government needs to learn how to handle its policy communication better 


B NDIA'S capital markets must be among the few in the _ 
. world where any sharp, sustained rise in the stock price _ 
-ofa company, or the index itself, should come with an _ 

unambiguous warning sign. To retail investors holding _ 
_ hardly explicit. The American treasury secretary, on the 
| other hand, caused turmoil recently when he seemed to im- 


__ WÓ banking stocks the run-up to last week was wearily fa- 
p der a bunch of brokers and large funds talk up a stock. 


. . Retail investors rush in. Brokers/funds dump stock. Retail | 
investors are left holding the financial equivalent of toxic - 
waste. India's markets are a bit like the Matrix: déjà vuisa - 

' Onearlier occasions, the former head of the European Cen- 


very bad feeling to have. 


oe The government, meanwhile, took active steps to add to _ 
.... theconfusion. Though the bank stocks rally had been on for | 
.... the past six months, in the last couple of months, ithas been _ 
sustained by the mantra of public sector banks reducing | 
5 their capital. Whatever the merits of returning capital at | 


| par or at a premium, the government should have taken 
_ aclear stand on the issue and stuck to it. The re- 
cent flip-flops by the government show that, 
... more than anything else, it needs to learn 
__ how to manage the stock markets and 
their expectations. 
|. By notoutlining a clear policy, the 
- ^ government has effectively helped a 
- small cabal of market players rig the 
_ market and dupe smaller investors. 
First, the news of a closed-door 
meeting between a senior finance 
ministry bureaucrat and a bunch of 
large fund managers and brokers fil- 
-tered through to the market. At the meet- 
. ing, the bureaucrat was believed to have 
. .. made statements that were market sensitive, to 
say the least. The rest of the world got to know about 


the meeting when the news was leaked to a financial dailya | 


few dayslater — enough time for those present at the meet- 
{ng to take positions based on those statements. 













| gave what looked like a clarification: he said that bank capi- 
tal would be returned at par. Two days later, the finance sec- 


‘been taken. All this time, bank stock prices see-sawed. Afi- 
‘nancial daily has estimated that the amount lost by in- 
vestors who couldn't exit fast enough is around Rs 40 crore. 


things worse. 
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ANTHONY LAWRENCE 


When the news broke, a finance ministry spokesperson 
_ ing different things — deciding on how many peoplearego- 
! _ ingtoannouncea policy stance and who those peopleareis — 
‘retary said that the government wouldn't accept capital at | 
par. Another two days later, he said that no decision had | 
_ door meetings with brokers and investors. It's insider trad- 
_ ing, plain and simple. 


That's small beer and doesn't begin to compare with _ 
amounts lost in earlier scams — and the banks stocks rally 
as definitely a scam. However, in this case, even though | 
the government didn't start the crisis, it undoubtedly made | 
: add to the problem. E 





So what can the government learn about dealing with 
the markets? It can learn a thing or two from central bankers 
who have had long experience in dealing with the markets. 
Alan Greenspan's statements are careful and deliberative, if 


ply that he wasn't gung-ho about a strong dollar — a com- 
plete reversal from statements he made earlier. This caused 
the already weak dollar to plunge further against the euro. 


tral Bank, Wim Duisenberg, has been criticised for talking 
too much. 

There are differences of course — important ones —- 
between central banks and governments. The Reserve Bank 
of India (RBI) can influence the market through interest rate 

signals, which are far stronger than mere words; the gov- 
ernment doesn’t have that luxury. Also, central 
bankers pride themselves on making am- 
biguous statements that leave the markets 
guessing. But governments often find 
themselves in situations where the ex- 
act opposite is required — to clearly 
inform the markets about their poli- 
cies and not flop about with on-the- 
one-hand-on-the-other statements. 
However, the broader principles 
of managing markets through public 
statements do apply. In the RBI's case, 
for instance, only the governor or the 
deputy governor makes statements about 
future directions in interest rates Or ex- 
change rate policy, if at all the RBI wishes to do 
so. Central bankers can be crystal clear when they 


| want to be: when Bimal Jalan wants to influence the direc- — 
| tion of the market, he does so in a manner that leaves little 
| doubtasto what he wants. 


So what are the lessons? Dont have different people say- ; 


sometimes as important as the content of the policy. Above 
all, don't allow bureaucrats to hold confidential, closed- 


Such principles are all the more important i now. v. The In- 2 
dian stock markets are waking up again and, as we men- 
tioned before, that's a warning more than a cause for cele- 
bration. For retail investors, that means it's time to buckle 
upfora bumpy ride. Theleast the government can do is not | 
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Hh, you and your wife jointly takes a loan from 
UBI, the maximum loan limit increases, interest rate is 
reduced and the period of repayment is extended. Little 
wonder, your better half offers you better benefits. At 
UBI, we call it Unique Banking Ideas. 


* United Personal Loan * United Housing Loan 
* United Car & Consumer Loan * United Trade Loan 
* United Cash Rental * United Education Loan 


Unique Banking Ideas (X ) United Bank of India 


io e^ www.unitedbankofindia.com 
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stand print direct... 
| Anytime, Bre: 





From the leader in camera and print technology comes the ultra-convenient Canon Camera Direct. 
This powerful innovation lets you shoot and print high-resolution photographs anytime and 
anywhere, simply by connecting a Canon digital camera to a Bubble Jet Printer. For instance, 
ae capture an image with the stylish, 4-megapixel IXUS 400. Featuring a 3x zoom, the IXUS 400 is 
powered by DIGIC, Canon's revolutionary digital imaging processor that vastly improves 
image quality. Connect it directly to the beautiful Canon i70, a portable photo printer that offers 


true desktop performance wherever it's operated; it can even output brilliant, A4-size 


borderless prints. No PC. No processing lab. No waiting. Just beautiful photographs instantly. 


Photo Printer with 


optional cradle 4", RI A d fu Vete, °C 
OUT OF MICROFINE 
XE Xd Ak cif Print SG. 


org we 





Call Canon at 1600 33 33 66 or log on to printers.canon.co.in 
South East Asia Headquarters-Canon Singapore Pte. Ltd. India Office-Canon India Pvt. Ltd., Neela Gagan, Mandi Road, Mehrauli, New Delhi-30. 
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TIME TO ACT 


IT is high time that 
our policy-makers 


invoked international 


laws to protect the 


interests of domestic 


companies. 


NACHIKET MISHRA, Hyderabad 


W | am sure that the anti-outsourcing 
contingent in the US is wise enough 
to understand that the advantages of 
outsourcing outweigh the disadvan- 
tages. But in spite of all that, they 
have created this ruckus. 

Industries across the globe have 
believed in the concept of economies 
of scale for ages. The IT and ITES (IT- 
enabled services) industries of the 
US are no exception to this rule. And 


THE SAME MISTAKES... 


Whatever else one might make of the 
convoluted mess that the Conditional 
Access System (CAS) is (‘Understanding 
CAS’, BW, 9 June), one thing is certain: 
when it comes to meddling with com- 
mercial issues, anything the government 
can do wrong, it will. The last time the 
government bypassed tried and tested 
business models and invented one of its 
own was during the induction of mobile 
telephony. It has taken us 10 years and 
cost us crores of rupees to arrive at some 
semblance of order today. And we are 
creating a similar situation yet again, as 
your article says, that will bring pain be- 
fore it provides any of the advantages it 
allegedly engenders. The fact is that 
without the the fear of being prosecuted 
for playing with our hard-earned money, 
our politicians and bureaucrats indulge 
their whims and fancies without being 
questioned. 

STANLEY PINTO 

Dabolim 


W Since there is no regulator to ensure 
the smooth implementation of CAS, 
politicians are making a mess of the 
whole affair. Also, there is no one to dis- 
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that is precisely the reason why they 
have outsourced jobs to countries 
like India. 

Thosein the US politicaland legal | 
arena must think about ways to 
tackle the unemployment problem 
and economic downslide rather than 
making unjustified statements keep- 
ing their own interests in mind. 
KISHOLOY ROY 
Via email 





seminate reliable information and allay 
fears about CAS. 

RISHAV BAISHAKHIYAR 

Giridh 


INTERESTING, BUT INADEQUATE 


The column 'Leadership For The Un- 
known Unknowns' (BW, 16 June) pre- 
sents several interesting aspects of lead- 
ership. While the author has succeeded 

in arriving at the basic tenets for leader- 

ship, the examples mentioned to sub- 

stantiate the same are not strong 

enough. The article seemingly views 

leadership politically, going by the ex- 

amples given. But when it comes to as- 

tute and gallant leadership, one can take 

the example of Erwin Rommel. When it 

comes to tact, you have Steve Waugh 

and Mark Taylor as examples. As for ef- 

fective resource management and re- 

sult-oriented approach, I think our pres- 

ident A.PJ. Abdul Kalam demonstrates it 

best. Also political success is not the cor- 
rect indicator of leadership potential. 

K. SETHUMADHAVAN 

Hyderabad 

| Letters can also be sent to | 


editor@bworidmail.com 
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Awards 2009 - 


ago, BWand the National 
sign decided to institute 

to recognise design excel- 
rporate sector. A fortnight 
E 3i member international jury 
iers from among 100 entries. 
ma den award winners. 


38 WHY DESIGN MATTERS | 
Designhasbeenan 
integral part of nature. | 
And the quality of . 

. design has often made — 
the difference between 
survival and extinction. 
a al even companies 
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E E BEST INDIAN DESIGNER. He has 
- helped small Indian companies 
_ become globally competitive. 


E BEST CONCEPT DESIGN A 
- pathbreaking design for an 
. everyday product. 


» 46 BEST AUTOMOBILE DESIGN 
Bu They: are pathbreakers i in their own right. 
ue And were inconceivable even a decade ago. 


48 BEST CONSUMER 
. DURABLE DESIGN 
i When high. art meets 
E engineering pl 
Blocule vision glasses itsa paradigm shift — 


62 BEST LIFESTYLE DESIGN YearsofR&Dgo - 
into the making ofa winning product. 


54 BEST FMCG PACKAGING DESIGN As. 
much thought has gone into this is packaging 
as the proart itself. E 


: 56 THE JURY | 
-International and. 
 Indiandesign 
, academics who 
. decide the winners 
: byc consensus, ST 
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| 36 ECONOMY 2.0: N. RAJADHYAKSHA B.R. Shenoy had 
said it 25 years ago. The rest are doing so now. 
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88 NEWS CHANNELS Nifty 
cameras, better editing tech- = 
nology make TV newsgath- ES 
ering faster and cheaper. 
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OOD design makes a dif- 
ference. I have seen thatin 
two of our publications — 


world. Good design is as much 
about function as it is about aes- 
thetics. You can see that in all the 
best designed products in the 
world. Yet, Indian industry still 
hasn't given design its due. 


Which is why Businessworld and the National Institute of 
Design (NID) came together to institute the first ever De- "d 
sign Excellence Awards. We feel that recognising design in- — 
novation could be the first step towards building a design E 
culture in the country. ui 


Experience overseas shows that for the manufacturing in- 8 
dustry to mature, design consciousness is a must. This was _ 
the pattern in Europe, the US, Japan and South Korea. As - 
manufacturing took off in these nations, so did design, each - 
reinforcing the other, And there are signs that China, tob —— 
concentrating heavily on design. ao 








The articles that you will read in these pages celebrate the oo 
work that is being done in Indian product design. The main — 
essay on page 38 explains why design truly matters. Then — 
there are pieces on India's best-known designers, their 
Work, the international recognition that some of them are 
getting, and so on. 





It may take time, but the overriding theme in these pages is. c 
one of optimism — and design determinism. If Indiaisto — 
become a manufacturing hub, then design will have to be - ce 
one of the drivers. “Recognising excellence in design was — 
completely unchartered territory. The excitement that it 
has created in the design fraternity and the corporate sector 
only proves that it was time that design took centrestage," 
says senior assistant editor Rajeev Dubey, who anchore: 
this special issue. Senior correspondent Gina Singh, Busi- 
nessworld's very own design evangelist, assisted him in corr - 
ceptualising the package. Of course, our design editor and - 
NID graduate Jyoti Thapa Mani brought special passion to. 
this issue. You can see that in all the pages, 




















Focus 


T wo years ago, in the context of changing markets, 


strategy and also outline our future approach. 


GROWTH POTENTIAL 


Care being offset by a decline in Foods. This may lead to 


shown in the Table. 


our consumers by about 
895 per annum. Literacy 
levels are rising, creating 
higher aspirations further 
fuelled by the world they 
see on television. There 
is no doubt that today's 
consumer wants a better 
quality of life which is 
what our brands help 
realise. 


of years. Why is this happening? In urban India, 


^. several new categories, such as mobile phones, leisure, 


by three unusually poor monsoons in the last four years. 


We believe that both these factors are transitory in | 
nature and FMCG markets will surely find a new growth | 
| Products to the Middle East, Far East and African 


» equilibrium. 
Be that as it may, we are leaders in many FMCG | 
categories, and are taking active steps to re-attract | 
consumer spending to our brands. We are doing this by | 
providing exciting, new and differentiated benefits as - 
well as greater value, thereby leading growth. We have - 


PER CAPITA CONSUMPTION 





Per Capita Consumption figures in kilograms 
However, HLL is faced with the challenge that FMCG | 
markets, after growing in strong double-digits throughout - 
the nineties are now declining in value for the last couple - 
| | several areas which also has been restructured and 
-— consumers are now being exposed to and are trying | 
| exports of our consumer brands primarily to other 
- durables etc, and are, therefore, down-trading their | 
FMCG purchases. Rural demand has been dampened - 
| potential for growth, given our clear competitive - 
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M.S. Banga 


, every confidence in the validity of this approach given - 
we outlined a strategy for Hindustan Lever to 
deliver sustainable profitable growth. This strategy | 

builds on the past and reshapes for the future. | would like - 

to update you on the progress made in executing this | | 

. FOCUSSING THE COMPANY 

| With increased competition for the consumer's wallet in 

. today's market environment, driving growth requires a 

Our published results for 2002 show a sales decline of | 

6.7% on account of discontinuation of non value adding © 

businesses and divestments. Our domestic FMCG - 

business was flat with the growth in Home & Personal - 


our experience in recent years, whereby several of our : 
biggest brands, supported by such innovation, have 
grown strongly, even in this very challenging context. 


much higher level of resource in all areas, be it 
technology, media spend or people talent. Consumer 
brands in everyday life is our area of core competence 
both in India and globally with. Unilever and thus our area 


| of focus. Two years ago, the FMCG business accounted 
a question on our growth potential. Indeed, there is a 
common misconception that our categories are mature | 
with little scope for growth. In fact, the very opposite is : 
true. Several of our categories still have low usership | 
levels. In addition, the actual amount used per capita is - 
far lower in India as compared to other countries, as - 


for 8596 of HLL. Today, 95% of HLL is its FMCG 
business, of which 86% is domestic, with 9% being 
exports of consumer brands. 

Over the years, we had entered several non-FMCG 
businesses in line with national priorities. These 
businesses were successful and created good value. 


| However, with the opening up of India, staying in these 
^." Also, the GDP growth of about 5% is driving up - 
-^. discretionary income of 


businesses would have required us to invest heavily in 
accessing technology 
and achieving world-class 
competitiveness. In line 
with our strategy, we 
have exited non-FMCG 
businesses like Animal 
Feeds, Seeds, Flavours & 
Fragrances, Nickel Catalyst 
and Adhesives with total 
sales of over Rs.600 
crores. in doing so, we 
have secured good value 
realising in all Rs.430 crores with a profit on disposal of 
over Rs.260 crores. 

We also had a very broad export portfolio covering 


focussed. Going forward, the major thrust is on driving 


Unilever companies from whom we receive considerable 
support. This is an area where we see enormous 


advantage. Indeed we are already supplying Tea bags to 
Singapore, Australia, Japan and the. USA, Personal 


countries and marketing Pears globally. In all, such 
exports already constitute over 4096 of our total exports 
of US$ 300 million. We are also driving exports in other 

chosen areas where India has a competitive advantage, . 
like Rice, Castor and Marine products. Marine products, : 















for example, have huge potential given India's Jong 
coastline and sustainable fishing capability. We are the 


already built up a leading position in shrimp exports to 
the demanding markets of the USA and Europe. We also 


products, to drive further growth in this area. At the 


a Same time, we have discontinued a number of non value- 
. Adding exports. Our continuing exports are now growing 
~~~ by about 15%. 


FOCUS ON POWER BRANDS 


over 110 brands organically and through acquisitions. 
Several of these had overlapping benefits and 


simply too small. 


resources on thirty Power Brands. 


. benefit and price positions in our market. For o 
< in Laundry, we chose three brands : Surf ; 
- providing the very best stain removal, : 
Rin - making clothes look very good; and 
Wheel - offering great cleaning. and. 
value. These three brands also cover the 
entire price spectrum for every class of: 
consumer. | 
We have migrated several of our other 
brands to converge with these Power. 
Brands and harvested others. Now, 
Power Brands account for over 9395 

of our domestic consumer business: 
indeed, through this approach, we are - 
achieving big scale with several brands | 
being individually as big as our. 
competitor companies. The top five 
brands together account for sales of over. 
Rs.3000 crores, and last year, grew by - 
over 10%. We see each of these mega 


brands achieving a potential scale of Rs.1000 crores in : 


the foreseeable future. 
GROWING THE POWER BRANDS 


leveraging their scale — this is crucial in a crowded 
market where 3000 advertisements are seen on 


stocked by retailers has gone up by about 40% in last 
three years. Brand scale enables us to get a larger 
share of the consumer's mind as well as a larger share 
of the retail shelf. For instance, five of our Power 


from our combined media spends. 


Redefining Categories 





, example, we have traditionally measured 
| our presence in shampoos by our market 
largest exporters of Marine products from India and have | 
. opportunity, however, is to view this as the 
_ hair wash market — indeed consumers o 
acquired Amalgam, a leader in value-added Marine 

| hair, apart from shampoos. Seen this: way, our sh 
| hair wash is only 7%, providing enormi ic 
. growth. Similarly, the launch of Lipton fee Ti 
| younger consumers and also redefining the rola of 
, a consumer's life. The thrust in placing Tea, Coffee 
|, Ice-cream vending machines in offices, factories. 
In the FMCG business, we had developed a portfolio of | 


. see our Power Brands as being able to occupy a unique — 


There isa 


common 
misconception 
that our 


categories are 
mature with 
little scope for 
growth 





share of more than 50%. Qur real 


use soap, natural products or just water to wash 


places of public congregation is creati ing. new 


| Opportunities to consume our brands out of home.  - 
, Extension of the Lakme brand beyond cosmetics T€ 
competed directly with each other, while others were | D 
Growing brands in today's market - 
requires scale. We, therefore, decided to focus all our - 
These were | 
identified for their size, brand strength, uniqueness and | 
growth potential. In addition, they span all the relevant - 


salons is another example. 


Liberating Brands : 
In addition, we are liberating brands from their existing. __ 
category mindset. Historically, brands originated and 
stayed within a category product format. We, however, 








position in the consumers mind and 
-therefore being able to stretch into other __ 
- product formats or categories. The launch 
of Fair & Lovely Soap, Lifebuoy Talc,  . 
taking the Max ice-cream brand do 
Confectionery are all examples of  . 
extending brands into new categories. All — 
these extensions have had a promising —- 
Start and there are more to come. E 








Exciting Innovations wd 
_A key driver of growth is innovation that i 

Surprises and delights consumers with - 
new, differentiated and relevant benefits. — 
_ We identify these benefits by placing the 
consumer at the very heart of our 
business. Traditionally, the consumer has... 
been brought into the business through =. 
the lens of the marketing department, 
using market research tools and techniques. This is ^ 





. valuable and necessary. However, much deeper insight is- E 
| needed in today's competitive environment. We need'to — 
| go well beyond listening to what the consumer tells-us. — 
How will we grow the Power Brands? Firstly, by | 


Indeed we need to develop a degree of intimacy and - us 


, understand what is deep in her sub-conscious mind — = 
, seldom or never articulated. We are doing this by having 
television every month and where the number of SKUs | 


cross-functional teams interface continuously with the 


, consumer at her home, in the shops, sharing her fife, — 
_ thereby building a deep and shared understanding. This — 
| will help deepen our "collective intuition" and enable us 

_ to deliver better products as well as superior advertising. 
Brands are among the top ten most heavily advertised | 

brands in India. We derive scale competitive advantage | 


Leveraging Technology for innovation 


, We continue to invest in technology, both to make our 
. products better as well as to secure cost advantage. "E 
_ Over the years, we have built several global technology - 

- We are redefining the way we look at our categories. For | 








centres in India with about 200 R&D people. This, 
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|. consumer. 
| storage as well as in the process of cooking. We 


' that encapsulates 


= given 
— todine, 


‘TACKLING COMPETITIVE 


challenge 
| competition, especially the 


ao .. phenomenon 
-< us in India or indeed to other 





we coupled with access to over 5000 R&D | j 
| Millennium. We have made very good progress in 
| nurturing these growth acorns for the future. Specifically, 


personnel in the global Unilever network, 
with a total budget of US$ 1.3 billion, gives 


‘ours do not need high technology. This is totally untrue — 
in fact, we need technology of a very high order to offer 


as 50%, thereby providing huge convenience. Most 
importantly, it reduces the amount of water used by 50%, 
which is a significant benefit, given the acute scarcity of 
water in most of India. Given that laundry consumes 


C -. upto 20% of household water, this technology will indeed 
~~ make a big impact. 


Similarly, we have recently launched Knorr Annapurna 
Salt with the benefit of providing "intact iodine" to the 


have developed a proprietary patented technology 
! iodine, 
protecting its bio-availability. 
This is a very key benefit, 
the importance of 
especially for the 
mental development of young 
children. 


CHALLENGES 

in pursuit of growth, we are 
acutely conscious of the 
posed by 


low price players. This 
is not new to 


developed markets where low price local players and 


oe "trade brands co-exist with large branded players like 
= ourselves. We are quite clear that we will be able to 


sustain growth in the face of such competition as we 


|. have done in the past. In the Laundry market where 
|... there are over a thousand local players, our brand Wheel 
is -now the clear market leader and the largest brand in 
HLL. What is more, this has not come at a cost to our 
bottomline as it is strongly profitable. In Personal Wash 
| s also, we grew our business by double-digits last year in 
the face of very aggressive low price competition. We will 
-... compete with low price competitors by playing to our 


“strengths — using our strongest brands backed by 


We will succeed in this by leveraging our unique 
combination of local and global scale. 


NEW GROWTH ACORNS 
Three years ago, we had identified several new 


us enormous advantage. There is often a — 
misconception that everyday products like — 


superior benefits at an affordable price. For instance, the | 
recently relaunched Surf Excel is based on proprietary | 
|». "technology developed after extensive research. It 
ensures that rinsing is much easier and quicker. This new | 
Surf Excel reduces the time taken for rinsing by as much | 
| LEVERAGING HLL SCALE FOR GROWTH 

| The power of HLL's scale is derived from its combined 
| volume of about 4 million tonnes, sales of Rs. 10,000 
| crores and its presence across more than 20 distinct 
| consumer categories, HLL's brands are available in 3 
| million outlets and touch the lives of two out of three 
| indians. We are leveraging this scale to derive 
| competitive advantage and sustainable growth. 

lodine added to salt is lost in transport, | 
_ Building Supply Chain Competitiveness 

| We are making a quantum change in our supply chain, 


H LL 's scale is derived from 


its volume of about 4 million 


tonnes; sales of Rs. 10,000 


crores and presence across 
more than 20 distinct 


consumer categories 













opportunities for growth as an outcome of Project 





we are driving nascent categories in our current 


businesses such as Deodorants and Processed Foods. - 
_ In addition, we have entered new adjacent categories like 
Confectionery and Ayurvedic Health Care, We are also 


pioneering a retailing business called Sangam and 
building a direct-to-consumer business called HLL 


| Network. Taken together, all these new initiatives increase 
_ the size of our market opportunity by about 40%. 


both in terms. of enhanced 
customer service as well as 
increased efficiency. Our 
supply chain is complex, with 
over 2000 suppliers, 100+ 
< manufacturing locations, 7000 
stockists and about one 
million retail outlets. 
Significant investment in 
Information Technology has 
provided connectivity across 
the supply chain, from the 
supplier to the  stockist, 
thereby enhancing customer 
service while bringing down 
working capital. Today, we 
know what our stockists have 


| sold every day, to almost a million outlets. This has 
| brought us much closer to the market place and 
: significantly enhanced our speed of response. 
|. HLL's scale of operations gives a distinct cost benefit. 
| Buying raw and packing materials for HLL as a whole, 
| rather than separately for 
|, economies. of scale. For example, inputs for packaging, 
| like paper, board and polymers, are bought centrally’for 
| all divisions generating big savings. Similarly, in the 
| areas of logistics and transportation, scale enables 
| greater efficiency. We are also exploiting our scale in 
| optimising sourcing of our products. All this gives us a 
m | competitive advantage in our cost structure. 

Superior technology and the lowest cost supply chain. E 
|! Deeper Commitment to Rural India 
Our scale also gives us the opportunity to build the 
_ deepest possible direct distribution reach into rural India, 
| where over 70% of our population live. Interior villages 
| are difficult to access because of weak infrastructure. In 


categories, gives us 















addition, a large proportion is media dark with no 
awareness of any brands. By consolidating our 
categories we are establishing a single distribution 
channel for rural India. We have already appointed 6000 


Sub-stockists for rural markets, and are now covering | 


approximately 50,000 villages, reaching about 250 
million consumers. 

In addition, we have also embarked upon an ambitious 
. direct distribution programme called Project Shakti to 
teach the smallest of villages. Our vision is to reach 
over 100,000 villages, thereby touching about 100 
million rural consumers. We have already piloted this 
initiative in. 5000 villages and are now extending this 
rapidly... Project Shakti provides a unique micro- 
enterprise opportunity for under-privileged rural 
‘women. Armed with micro-credit from banks, they 


- become direct-to-home distributors in these small 


villages, providing relevant products as well as 
improving the overall awareness of nutrition. and 
hygiene. in turn, they benefit through sustainable 


¿=a income, thereby creating a virtuous cycle of growth. 
: Project Shakti uniquely combines our business interest | 


^ with our ongoing commitment to 
the development of rural India and : 
women. 


Partnering Modern Trade 

In addition to our ongoing 
commitment to the traditional 
grocery trade, we are building a 
special relationship with the small 
but fast emerging modern trade. 
Our scale enables us to provide 
superior customer service including 
daily servicing, improving their 
range availability whilst reducing 
inventories. We are using the 
opportunity of interfacing more 
directly with our consumers in this 
retail environment through specially designed 
communication and promotions. This is building traffic into 
the stores while yielding high growth for our business. 


‘BUILDING PROCESSED FOODS 


p There is & big opportunity to grow Processed Foods, 


. which are still a very small proportion of the overall 
largely commoditised foods market. 

However, developing this market will require relevant and 
differentiated products which cater to Indian tastes and 


habits as well as sustained and considerable investment 


and time for market development. Over the years, we had 
grown our Foods and Beverages business, organically 
and through acquisition to significant scale. 

However, it was necessary for us to increase the inherent 
profitability profile in several areas in order to generate 
the capacity to invest in market development. Over the 


- . last couple of years, our gross margins have improved by 


9%, albeit at the cost of some topline, thereby providing 
the fuel to invest in both innovation and differentiation. 


——'(Ó 
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| We have reduced our losses in Ice-cream 


. Knorr Annapurna Culinary range, all of which have r 




















significantly, and considerably improved the 
performance of the recently acquired 
Modern Foods. Going forward, our priority is 
to lead growth of this market through TN 
innovation. We have recently launched Kissan B 

Kissan Mr.Fruit, Lipton Ice, Modern Atta Bread and 


with an encouraging response. 


TALENT FOR GROWTH | 
Finally, the most important determinant of our gro 
the quality of our people. We are deeply privileged t 
continue to attract the very best talent as the number. 
one preferred employer at leading campuses. We ate 
also encouraging diversity in our talent base by 
recruiting people with complementary skills, especia 
for our newer businesses, and are also bringing in 
large number of talented women. Qur trai 


to local and global business — they spand time in In di 

veges and international cities ~ ail within a ee ont 
variety P3 | 
Unilever's soba oper 
provide enormous. „develo 









individual and landani, & e 
We offer an energising a 
empowering environment enabler 
by creating smail teams focuss 
on key initiatives. We have foun us 
this the best way of combining 
both scale and speed. Deeper 
in the company, in factories and. 
offices, we are unleashing the talent and creative —— 
potential of all employees through initiatives such 
as TPM. c 


In conclusion, let me say that HLL's most valuable assets — 
are its brands and people. Today's market is very dynamic — 
and increasingly competitive. We have confidence in our 
strategy and are learning to grow even in declini g 
markets. We are putting in place key enablers to build our 
capability for sustained high performance. We have brands — 
with rich heritage and strong consumer equity. We have 
people who bring the power of their ideas and execution to... 
exploit the full potential of our brands towards delivering — 
continued profitable growth for Hindustan Lever. T 












This is the text of the speech delivered by M. S. pui 

Chairman, Hindustan Lever Limited, at the Company's 
AGM held in Mumbai on June 13, 2003. The speech may. 
also be accessed from Hindustan Levers website at. 
http//www.hll.com. | 









HAND Mehra was an ambitious young man: he 
wanted to beat the Italians and capture a share ofthe 
world gold chain market. For that he imported ma- 
chinery and promised the government that he 
would export six times its value. Since the produc- 
tion capacity of the machines was over 200 times their cost, 
K Mehra would have had no difficulty in meeting the export 
obligation — ifhe had been able to export. 
| But chains are mass manufactured; the profit margin on 
them never exceeds 3%. The commerce ministry imposed a 
minimum value addition of 10%. It also gave the Minerals 
and Metal Trading Corporation (MMTC), its own little 
daughter, a monopoly of gold imports, and MMTC charged 
| 1.2596 commission. So the ministry and the MMTC to- 
| gether made exports impossible. On this Mehra wrote 
| scholarly tracts and sent them offto the prime minister, the 
| 





finance minister and other worthies. While the Congress 
was in power, none of this worked. But when Chi- 
| dambaram became finance minister, he al- 
—  lowed banks to import gold — and made 
Mehras business possible. In 1997-98 his 
sales shot up. 

But that was only one battle won. 

To produce, Mehra needed working 
capital. He had lined it up from State 

Bank of India (SBI), which had fi- 
nanced the capital costs of his chain 
manufacturing plant. It gave less 

than 4096 of the working capital it had 
promised. When Mehras business ex- 
panded, he needed working capital 
badly; instead of releasing the rest of the 
money, SBI asked him to start repaying the 
money he had taken. He could not at that stage. 

Then SBI went to the Delhi Debt Recovery Tribunal (DRT) 
and got an order restraining Mehra from doing business. 

The DRT looked at the facts, found that SBI had not re- 
ally kept its promises, and vacated its restraining order. It 
gave Mehra almost nine years to repay. Mehra paid the bank 
over Rs 20 million, but SBI was still hungry. It went to the 
Debt Recovery Appellate Tribunal (DRAT) and got an ex 
parte injunction. But only for a while; DRAT, too, reviewed 
SBI's case and vacated the restraining order. Meanwhile, 
SBI took out advertisements in newspapers declaring 

- Mehra's business a defaulter, warning people from doing 
business with him. It, thus, effectively killed the business 
which was to finance the repayment of its loans. 

Finally, SBI offered to call it quits if Mehra offered an 
enormous lump sum. After some negotiations with other 
businessmen, Mehra made a counter-offer of a smaller 
lump sum to SBI. Again, SBI said pay us Rs 5 million to show | 
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you are serious and we will accept your offer. 

By this time, the business had entirely run through its 
net worth, so Mehra had sought the protection of the Board 
of Industrial and Financial Reconstruction (BIFR) in June 
2000. In October 2002, the BIFR asked SBI to appoint inde- 
pendent chartered accountants to report on the finances 
and prospects of the business. The chartered accountants 
reported that the business, which had started with an eq- 
uity of Rs 71 million, had a negative net worth of Rs 91 mil- 
lion — that its liabilities exceeded its assets by that much. If 
it did not export six times the cost of its machinery it would 
become liable for refund of import duty plus penalty; if it 
changed hands, it would forfeit the 10-year exemption from 
sales tax. These two contingent liabilities came to another 
Rs 120 million. 

So SBI had two choices. It could take over the assets; but 
even under the Indian government's perverse laws, there is 

no way of taking over the assets without assuming 
the liabilities; and other members of the gov- 
ernment family had prior claims far exceed- 
ing the assets. So if it took over the busi- 
ness, SBI would have to shell out 
millions. Alternatively, SBI could take 
the lump sum offer and make a few 
million. No prizes for guessing what 

SBI did: it rejected the offer. 
Ihave no intention of taking sides 
or of making a judgment; I am sure 
SBI has its own view. Mehra is glib, 
voluble and argumentative; he may 
not have hit it off with his bankers. But it 
does strike me how perverse the incentives 
are for public sector banks. The government 
has manipulated laws to help them recover loans, 
but it has never investigated their recoverability. In Mehra's 
case, the bank can never recover its loans, If this is true of 
most of banks’ borrowers, then the BIFR, DRTs and the Se- 
curitisation Act are such a waste of time and resources. But 
bank managements feel safer if they never write off debts 
and never settle. They do not accept even the most obvious 

bargains. 

It also strikes me how unsuited our financial system is to 
new, unconventional businesses with outstanding growth 
potential. If it had had the finance, Mehra's business could 
have built up exports of Rs 5 billion a year by now; he had 
the opportunity, the idea and the brains to do it. Instead, he 
has spent six years in bank offices, government depart- 
ments, tribunals and courts. What a waste of talent! How ef- 
fectively our government kills enterprise! 


The author is consulting editor of Business Standard. 
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LARSEN AND TOUBRO'S CEMENT BUSINESS SELLOFF 


An offer it couldnt 


UESDAY, 17 June 2003, 5:45 p.m., third 
floor, L&T House, Ballard Estate: The at- 
mosphere is melancholy. Engineering gi- 
ant Larsen & Toubro's (L&T) managing 
director and CEO A.M. Naik looks like a 
father who has just bid a tearful farewell to his just- 
married daughter. A little while ago he has an- 
nounced the demerger of the company's cement busi- 
ness. Itis evident from his demeanour that Naik is not happy 
losing the cement unit. Under the deal he has struck with bid- 
der Grasim, it will eventually control the cement business. 
Same day, 6:45 p.m., sixth floor, Industry House, Backbay 
Reclamation: The mood here is businesslike. Kumaraman- 
galm Birlas CFO D.D. Rathi is reeling off numbers on the sav- 
ings Grasim can expect from synergies with L&T's cement 
business. Birla himself is not around to give the news to the 
press, even though it is the single largest deal the group has 
struck since he took over the reins in 1996. Grasim will pay 
Rs 2,200 crore for 5196 of L&T's demerged cement business. 
The sale happened in a jiffy. Just last month, while an- 
nouncing L&T's annual results, Naik had said that any deal on 
the cement business was a few months 
away. Grasim's open offer for L&T shares at 
Rs 190 each closed last week and only 
1.2% of L&T shareholders had sub- 
scribed to it — Grasim's open offer 













Grasim 


€ Gets what it had wanted — 
L&T's 16.5 mtpa cement busi- 
ness at a bit less than the cur- 
rent replacement cost. Now it 
can cut costs and improve 
margins by tapping synergies 
in the supply chain. 


L&T shareholders 


€ Cement had been a drag 

on L&T's stock price for five 
years. Now shareholders 
will get a fair exit option. 

Also, the cement business 
shares can make them a 
part of a stronger entity. 


K.M. Birla 





A Compromise Formula 


How the cement deal impacts each of the key stakeholders 


was for 20%. All factors indicated a protracted battle 
for the control of the cement unit. The battle, in fact, 
started after Grasim acquired Reliance's 10.05% 
stake in L&T in November 2001. So, what changed 
the L&T board's stance within such a short time? 
L&T chairman S.S. Marathe says: "When we realised 
that there were not many options left for L&T's ce- 
ment business, we determined to go with the best 
choice. So, we decided to cut short the agony." 
The turnabout did not happen overnight. In March, the 


Securities Exchange and Board of India (Sebi) cleared Grasim 
of insider trading charges when it acquired its 10.0596 stake 
from Reliance. This meant that Grasim could now continue 
with its open offer for L&T shares and could, if it so desired, 
buy shares from the open market after the offer closed. Even- 
tually, Grasim could take controlling stake. 


This meant big trouble for L&T's plans. Earlier, L&T had 


said that it wanted a strategic investor for the cement busi- 
ness so that L&T could be free to concentrate on its engineer- 
ing unit. Says a board member: "That opportunity was signif- 
icantly reduced as any investor would have been scared out of 
his wits by the fact that a competitor held 20% of L&T.” Adds 
Marathe: "In such a scenario, the valua- 

tion of the cement business would also 
have suffered badly." 









The government-controlled fi- 


~~ (ig HEMANT MISHRA 


Institutional Investors 
@ It's all in the family. The Fis hold ET, 
big stakes in both L&T (40.7596) and Ce 
Grasim (16%). They may have got a 
shade less than Icra's valuation, 
but their stake in India's largest 
cement manufacturer could be far 
more valuable in the long run. 


L&T management 


€ CEO A.M. Naik and his team's 
obsession for control did not pay 
off. They had to give up a busi- 
ness that they could not run effi- 
ciently. Perhaps, a more prag- 
matic solution than sparring with 
the biggest shareholder. 


A.M. Naik 
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nancial institutions (FIs), which hold a 40% stake in L&T, 
also wanted to exit the company by exercising their option 
to encash their investment. But they could not sell the L&T 
shares in the market — they were not allowed to by the gov- 
ernment as the company’s engineering arm handled many 
sensitive defence-related projects. (It has gota contract for a 
naval submarine.) They were, therefore, open to the idea of 
demerging L&T's cement division and its sale to Grasim. 

It was up to L&T to come up with a solution. During the 
last six months, the directors had been spending less time 
on running the company and more in legal and strategy 
meetings to find ways to keep out the raider — Grasim. They 
knew that if Birla managed to increase his stake in the com- 
pany by mopping up shares from the open market, they 
would soon be out of their jobs. 

Meanwhile, Birla had realised that gaining control of 
L&T was not going to be easy as the FIs were playing truant. 
In fact, when Sebi suspended Grasim’s first open offer in 
October 2002, the Fis increased their stake in the company, 
apparently at the behest of the finance ministry. Birla then 
did two things. First, he increased the offer price for the 
cement business substantially. While earlier, he was willing 
to pay only Rs 190 for each L&T (the entire company) share, 
he now offered Rs 171.30 for each share of the demerged ce- 
ment business alone. Next Birla came up with the sweet- 
ener. As a part of the total package, he was willing to offer his 
stake in the engineering business at a discount to the cur- 
rent market price to the L&T employees’ trust. That sort of 
clinched the deal. Says an insider: “With 20% with the em- 
ployees’ trust and 40% with institutions, the management 
knew nothing could shake them ever.” Says Marathe: “Birla 
deserves credit for keeping L&T's interest in mind." 

The deal is a face-saving formula for both parties. Birla 
gets the cement business and L&T’s management has 
achieved its long-term goal. But it wasn't easy. The two sides 
evolved a complicated formula to achieve their ends. Birla 
had capped his investment to buy the cement business 
while L&T was willing to accept the valuation put out by 
credit-rating agency Icra for the cement business. So as per 
the deal, L&T will demerge the cement business into a sepa- 
rate company but continue to hold 20% in it. 

The balance will be allotted to existing L&T shareholders 
in proportion to their stakes. Grasim will get 12.5% in pro- 
portion to its 15.74% holding in L&T. After the demerger, 
L&T will offload 8.5% of its stake in favour of Grasim at 
Rs 171.30 so that the former can then make an open offer in 
the market. 

Simultaneously, Grasim will divest its stake in L&T to the 
trust at Rs 120 against ICRA’ valuation of Rs 139. Grasim ex- 
pects 30% in its next open offer taking its stake to 51%. All 
this would cost Grasim Rs 2,200 crore or Rs 350 crore more 
than the outlay it had planned initially to buy the cement 
business. Says Rathi: “There was no preset structure for the 
deal. It evolved as each party bargained for itself.” E 

T. SURENDAR 
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CAS UPDATE 


Taking the 
free route 


S D-day draws near, 
Jive are firming up 

strategies to deal with the 
Conditional Access System (CAS). 
Reports indicate that Star India and 
Sony are planning a free-to-air 
'janta' channel that will carry 
everything — news, films, music 
and serials. The idea is to bridge the 
viewership gap that is bound to 
happen once CAS is implemented. 
For the first few months after 14 
July, as the set-top boxes take time 
to invade the 6.7 million metro 
homes, the broadcasters' idea is to 
keep reach, numbers and ad 
revenues constant. So, the regular 
serials and soaps would be part of 
the main pay channel, while the 
newly launched free-to-air ones 
could get entry into homes that may 
or may not have access to pay 
channels. For example, it is learnt 
that the Star Plus free clone code- 
named 'Star Classic' will carry the 
earlier episodes of Kahanii Ghar 
Ghar Kii or Shagun. The latest 
episodes of these serials will be 
carried on Star Plus. Sony's Kunal 
Dasgupta has something similar up 
his sleeve, we hear. So does Zee. 

With CAS more or less 
inevitable, these ‘free’ channels 
make great sense for broadcasters 
who do not want to lose reach, 
advertising or pay revenues. " 
VANITA KOHLI 
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CHINA BOUND 


Bright prospects 
in dragon land 


OR Indian businessmen look- 
ing to invest in China, which 


mum opportunity? The an- 
swer comes from a Confeder- 
ation of Indian Industry (CII) survey 
which points to IT, pharmaceuticals and 
biotech. It argues that these three sec- 
tors are underexploited behind the bam- 
boo curtain. The survey is a run up to the 





India-China Hi-tech show in Beijing be- | 


ing planned by CII in October. Here's 
what you can tap in the three areas: 


Information Technology 


lll Outsourcing: Offer services to MNCs | 
| 9.696 to 4.2%. 


in China — Intel, IBM, Microsoft and the 
likes which plan to invest between $100 
million and $750 million. There are link- 
ages for Indian companies to establish 
connections with such MNCs. 

ll Use China as a route to enter Japan 
and Korea. 


M Because of Chinas 

hardware focus, local A~ 
software firms meet only 

50% of the total require- 

ments. Good opportuni- 3 ~ 


ties exist for mid-range soft- 
ware service providers, 
especially in the banking 
and finance, telecom 
and retail sectors. 

B Indian software 
firms can target areas 
like education soft- 
ware and training, 
which currently ac- 
count for 10-15% of 
total software sales 
and nearly half of all 
software sales in ur- 
ban centres like Bei- 
jing and Guangzhou. 
il Small and medium 
enterprises (SMEs) 
account for nearly 
30% of the total IT 
market. IT consum- 
ption of the SMEs is 
expected to be $12 bil- 
lion in 2003 (up 23% 
from 2001), and 


NIRMAL SHARMA 


are the sectors that offer maxi- | 








| $27 billion in 2006. 


Pharmaceuticals 
@ By 2010, China will emerge as the 


| fifth-largest pharmaceutical market in 


the world (at present it is ranked sev- 
enth), with revenues of over $24 billion 


| — three times its current size. The mar- 


ket for ethical drugs in China, valued at 


| $5.8 billion in 2000, will climb to about 


$19 billion by 2010. The over-the- 
counter drugs market will grow at a 
CAGR of 19% from about $1 billion in 
2000 to about $5.7 billion in 2010. 

Bil In 2004, China will reduce tariffs on 
imported pharmaceuticals from today's 


Bi 100 million to 150 million people 
carry the hepatitis-B virus, and neck and 
head cancers are more prevalent than 
anywhere else in the world. China also 
has its share of patients with chronic 
conditions such as high blood 
pressure, high cholesterol, 
diabetes, depres- 
sion, osteo- 
porosis, arth- 
ritis and 
AIDS. 
B Indian compa- 
nies must pursue 
two goals simulta- 
neously: Assemble 
and prioritise a 
portfolio of 
patented and OTC 
products tailored 
uniquely to the 
Chinese market. 





























Biotechnology 


li Beijing's 863 Plan (also called the Na- 
tional High-Tech R&D Program), fo- 
cusses on hi-tech medicines, vaccines, 

protein engineering and gene therapy. 
@ Approximately 10,000 high-level sci- 
entists, many of whom were educated or 
have worked abroad, are currently work- 
ing on about 1,000 biotechnology pro- 
jects. Of those 100 are government- 
sponsored. Indian firms can start 
tapping these. * 
SHELLEY SINGH 


MAGAZINE OF THE NEW ECONOMY Ai BUSINESSWORLD 30 JUNE 2003 


DILEEP PRAKASH 


ine News | 


"US visas are not a 
TCS-specific issue" 


THE slowdown in the US economy has 
forced senators, mainstream publica- 
tions and websites to pick on Indian IT 
companies for the technology job losses 
in the US. Indias largest IT company, the 
Tata Consultancy Services (TCS) has 
drawn the maximum flak in the out- 
sourcing backlash in the US. TCS' execu- 
tive vice-president Phiroz Vandrevala 
met BW's Shelley Singh to explain his 
companys point of view. Excerpts: 


@ Ability to hire professionals on lower 
wages is a competitive advantage for 
T6S and other Indian IT majors, but what 
do you do when this is seen as a threat 
in the US? 

The current allegations are more in the 
context of a weak economy. Nasscom is 
addressing these issues on behalf of the 
whole industry. Studies on outsourcing 
(like the one by the McKinsey Institute) 
reveal that companies actually become 
competitive by doing so and the number 
of jobs will actually go up in the US in the 
long term. Employees are paid on the 
basis of level and what the prevailing 
wage for the location (state) is (like 
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$55,000 in California). An employee go- 
ing from here gets both Indian and US 
salaries. He contributes to the social se- 
curity and pays local taxes as (labour ar- 
bitrage) permissible. Our wage per em- 
ployee is 20-2596 lesser than US wage for 
a similar employee. Typically, for a TCS 
employee with five years experience, the 
annual cost to the company is $60,000- 
70,000, while a local American employee 
might cost $80,000-100,000. This (labour 
arbitrage) is a fact of doing work onsite. 
It's a fact that Indian IT companies have 
an advantage here and there's nothing 
wrong in that. 


@ Why is TCS being singled out? 

TCS is 15% of the Indian IT services in- 
dustry and 1096 of the total Indian IT ex- 
ports. The latter includes IT services and 
IT-enabled services (ITES). We have over 
50 offices and 5,000 employees in the 
US. A few hundred are local nationals. 
We are a very visible company. 

Any campaign against Indian IT puts 
us on the radar due to the sheer scale of 
our operations vis-à-vis (that of) other 
Indian IT and ITES companies. 





In that context, if local 
American employees blame In- 
dia and TCS, it's not all that sur- 
prising. 


W if Li visa norms are tight- 
ened (as a result of the John L. 
Mica bill: H.R. 2154), how will it 
impact onsite work? 

Our onsite work is reducing, 
but the overall numbers (of on- 
site workers) will increase as 
the company is growing at 20- 
25% annually. 

The issue is that of getting 
workers in the US on wages far 
lower than local wage rate. 
Putting a floor on the L1 visa 
wages (as in the case of H1B) 
will solve the problem. 

Visas are not an India-or 
TCS-specific issue, but affect 
companies globally. Visas will 
be debated between now and Septem- 
ber (when the US government takes a 
decision on L1 and H1B visas). Visas are 
a sovereign issue. It is for the American 
businesses to argue the case with their 
government. 


@ What percentage of TCS’ revenues 
come from onsite work? To what extent 
will the backlash affect TCS? 

Our onshore revenue from the US mar- 
ket is 25% of the total.We are seeing a ‘so- 
cio-economic issue’ in some of what is 
being said. 


B How many H1B and L1 visas have been 
used by TCS? 

Our use of H1B and L1 varies between 
50:50 and 40:60 — variations depend on 
assignments. L1 is for employees who 
have been in employment for a year and 
have specialised skills. We follow ethical 
practices. With over 24,000 consultants 
worldwide serving clients in 55 coun- 
tries, TCS is proud of its business and its 
employment practices globally. TCS 
clients in the US include eight out of the 
Top 10 US Fortune 500 companies. & 
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Thwarting 
unionisation 


HE US backlash may not be the 

only problem for the Indian 

ITES sector. There could be a 
bigger danger lurking within — 
employee unions. There is no union 
of call centre employees in India as 
yet, but it is a common thing in the 
UK. Many fear that unions could 
pose a grave risk. “There are severe 
penalties if the customer's service 
level agreements (SLAs) are not met. 
One strike or even a single incident 
with a disgruntled employee can 
ruin this business," says a senior 
venture capitalist in Bangalore who 
does not invest in call centres 
because of the union threat. 

Interestingly, HCL Technologies" 

Ireland operations (it had acquired 
the Apollo Contact Centre from 
British Telecom) has a union. But in 
India the company has come up with 
interesting ways to thwart the 
formation of a union. To begin with, 
Sujit Baksi, CEO of the BPO 
operations, has made sure that no 
centre has more than 500-600 
people. For instance, HCL has three 
separate facilities in Noida with 500- 
600 people in each. Baksi is aware 
that boredom leads to unionism, so 
HCL makes sure that employees 
don't do the same job for very long. 
The company rotates employees on 
the US and UK shifts, which have 
different times as well as 
different clients. 


MITU JAYASHANKAR 
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As president, Business Process Outsourcing Global Delivery and a member of the EDS 
Operations Council, Steve Heidt is responsible for a best-in-class global delivery organ- 
isation that provides customer relationship management, financial process manage- 
ment, human resources, finance and accounting services and procurement services to 
EDS clients around the globe. In his 22 years with the company, Heidt has held numer- 
ous leadership roles directing both technical and field teams. He was in Mumbai re- 
cently to inaugurate EDS'’s first BPO centre in India. He spoke to BW's Shishir Prasad 
about threats and opportunities that India poses and offers to his company. Excerpts 


W Is the game over for companies like EDS? The logic is that if you have to offshore, 
you will have to cut jobs in the US; and while your costs will come down so will your 
billing rate and, therefore, the revenue? 

Our aim is to get the best quality of manpower at the right cost across geographies. So 
just this morning we opened a centre in Auckland. We are taking the processes and 
methodologies that we have perfected for loans processing, credit card processing 
and cheque processing and bringing it to India. So while from an Indian point of view 
it may appear that we have a problem, we already are global. Indian companies will 
have to do what we have already done and that is become global corporations. And 
you see that happening. You hear they are opening these offices in various parts of the 
world so even they have to do a lot of work. And it won't be easy managing different 
types of work forces across the globe and behaving like multinationals. 


iB Will we see a shakeout as the market dynamics change? 

It has already started. Even the Big Five consulting companies will now have to do 
something they have never done before: transactional services (consulting for spe- 
cific tasks as opposed to strategic consulting: which is the big canvas stuff). I believe 
that the dynamics of IT outsourcing are changing and all the players — people like us, 
the Big Five firms and the Indian companies — have to change the way they work be- 
cause everybody is at a different starting point. 


W But are you at a disadvantage? 

I would not say that. We are in a much better position to move the work around. So the 
work will move to the place where it can be done most effectively and at the best price. 
Our model allows us to mitigate the risks. Actually the offshore model will allow us to 
improve the capital that we invest in our business. The base changes for us. We will be 
using less capital to do more. 


W But what can you do if the ‘megadeal’ model that EDS has propagated is now 
coming to an end? 

I would really hesitate to use the words ‘coming to an end’. It is changing. Customers 
do want to get more value out of their IT assets. What you are going to see is more and 
more of IT consulting coupled with business process consulting. We call that strategic 
transformational outsourcing. You are going to see the way contracts are structured 
change in a big way over the next year or so. 
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HE news came as a shock. 
Barista’s COO Yogesh Samat 
remembers how he was 
numbed for a few minutes 


when managing director and | 


CEO Ravi Deol announced his resigna- 
tion. "All of us are still getting used to it," 
Samat says 10 days later. He had better 
come to grips quickly — he is now Baris- 
ta's new boss. And heis taking charge at a 
decisive phase in Barista's short history. 


Competitive pressures and 'sugges- | 


tions' from the new shareholders, the 
Tata group (it acquired 34% of Barista), 
are forcing radical alterations in Barista's 


original business model sculpted by | 


Deol. And Samat's first challenge will be 
to make the transition work. 
First among the changes is a 15-3096 


price cut. "Barista was an indulgence | 
brand that consumers would experience | 


once in a while. We need to make the 


brand a habit. We want to democratise | 
coffee," says Samat. Second, after atem- | 


porary freeze on expansions, Barista is 
spreading once again. Under Deol, 
Barista had grown from just two outlets 
in September 2000 to about 130 outlets 


by end-2002. This rapid expansion — | 





| 


“we first had to plant the Barista flagin | 


key markets” is how Deol explains it — 
meant that back-end operations like 


supply chain and material costs received | 


| 


| hardly any atten- 


RETAIL 


Coffee and change 


Barista gets a makeover and a new boss, Yogesh Samat 


tion. So, in the last 
six months, expansions were put on 


| hold as Deol and Samat made the back 


end more efficient. (See ‘Enter the Bean 
Counters’, BW, 20 January 2003) 

Now it’s time to get Barista on the 
move again. But now Samat cannot af- 


ford to ignore the back end. He faces the | 


challenge of growing and consolidating, 


| simultaneously. In a recent presentation 


to the Tatas, Samat argued that it was 
time to bring together the art (branding, 
store location, ambience, etc.) and the 
science (supply chain, costs, etc.) of the 
business. "These are the yin and the 
yang of the business. They have to go to- 


gether,” he says. And that will be his im- | 
mediate mandate. But unlike earlier, | 


Barista won't set up its own stores, it will 
only franchise. 

The third change is a move to woo 
the business class. Till now, Barista had 
been a leisure brand, where students, 
shoppers and young executives would 
unwind and recharge. But these cus- 


tomers come visiting between 5.00 p.m. | 


and midnight, leaving Barista's expen- 
sive assets (primarily premium realty) 
unutilised at other hours. In order to 


make its assets sweat more during the | 
day, Samat now wants to get business | 


| 


as a meeting point. So, next month, all 
Barista bars in one city — Samat refuses 
to say which one — will have wireless In- 
ternet access using Wi-Fi technology. 

Be it price reduction or franchisee in- 
duction, Samat will have to ensure that 
Baristas brand equity doesn’t get di- 
luted. But Samat has had some experi- 
ence in managing transitions. In a five- 
year stint (1997-2002) with Lakme Lever, 
he had spearheaded the brand's entry 
into the services business by helping set 
up a chain of Lakme beauty salons. 

At Barista, however, Samat will have 
to grapple with some sensitive issues. 
Barista has a very democratic 
culture. So Samat will have 

to tread carefully. He will 
also have to contend with a 
challenging board that in- 
cludes independent direc- 
tors like Ranbaxy managing director D.S. 
Brar and Mid-Day director Tariq Ansari. 
Here Samat's management style — lead- 
ing by consensus — could help. He takes 
pains to explain that these changes are 


| not of his personal doing, but are the re- 





visitors, who could use the espresso bars | 


sult of a collective organisational effort. 
"The business will evolve, but there 
won't be any changes in the way we do 
business. Just because I am the new guy 
in charge doesn't mean I have to make 
changes," he says. 

Barista will also have to get used to 
Samat's quiet, backroom-boy style of 
functioning — the exact antithesis of 
Deol's flamboyant manner. Three years 
ago (there were only two outlets then), 
when Barista promoter Amit Judge had 
offered the CEO's job to Deol, the first 
question that Deol asked was: "Will you 
let me set up 100 outlets?" Deol achieved 
that and grabbed media headlines. He 
turned his attention to profits much 
later. Again, when the franchising deci- 


. sion was made, Deol wanted to set up 


100 new franchised outlets in one-year 
flat. But Samat is different. He would be 
equally happy with 80, 50 or even 30 
franchised outlets, as long as all make 

profits. 
The Tatas, perhaps, might be more 
comfortable with Samat's style. m 
M. ANAND 
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Remember the first time you took top prize ? 
L ven after our 200th, we haven't forgotten. 
We're just as thrilled to have been awarded 
Passenger Service Airline of the Vear 

as we were the first time. It means we 
haven't stopped finding new ways to 


make your flying experience more memorable. 


Keep discovering. 


J 1 " 
Jif ot 
Emirates 


Passenger Servia 


www.emirdles .com Airline of the Year 20 


Passenger Service Airline of the Year awarded by Air Transport World. For more details contact your local travel agent or Emirates in Mumbai : 2879 7979, Delhi : 2332 8080, 
Chennai : 2822 3700, Hyderabad : 2332 1111, Kerala : 1-600-444345 (toll free), Gujarat : 1-600-212020 (toll free). Discover frequent flyer benefits at www.skywards.com 
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Lt Indo-American School of Business, MBA 
is not considered a course that can be arranged i in 


the classrooms for you. It is envisaged asa voyage 


through exhaustively created learning. situations. 
Leading to varied and interesting experiences, 
discoveries that transform you into a well-rounded 
professional, a Global-MBA. 


Doing G-MBA adapts you to a dynamic life-style. 


You travel across the country. Study in 8 major 


business capitals. Visit stock exchanges, ad 
agencies, factory shop floors and corporate houses. 
Interact with people working in various fields. 
Participate in marathon academic sessions, 
seminars and workshops. Interrupted by meetings 
with some of the living legends of our time. 


Handling tough assignments and project. works, 
with impossible deadlines, becomes a way of life 
for you. In the midst of these daunting tasks, as a 
part of G-MBA curriculum, you find time for golf 
lessons, tennis practice and even a shot at billiards. 
Exercises in personality development, grooming 
tips and opportunities to acquaint yourself with 
various cuisines and customs of the world are some 
of the other items on your agenda. 


A year of G-MBA will be a leap of 16-hour days 
for you. Speaking, listening, taking notes, 
interpreting, planning, organizing and yet, not 
bending with the burden. Because through all this, 
.. yeucultivate the most important aspect of executive 
` life-style, the art of balancing your career and other 
interests. By following the schedules of G-MBA, 
in the given time, you accomplish twice of what 


you would have in a conventional business school. 


New Delhi 
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Cost of application Rs. 5004, D.D. in favour of 


Aug. 108 11, 


Whatever might be your goal. Proceeding to a 


higher professional qualification as a fresh 
graduate. Accelerating your career progression 


as a working executive, Or surpassing your 


father's achievement in any line of business. As a 


Global-MBA, you are assured to go places. 


The salient features of G-MBA include : 


e 500 professional managers working in diverse " 


industries form the core faculty. 


è Theoretical and practical input throughout the 
duration of the course, conducted one. month. 
each at various business capitals - Hyderabad, 
Bangalore, Chennai, Mumbai, Ahmedabad, 
Delhi and Kolkata. 


e Students evolve into global. managers through 
real time experience, an unheard of concept in 
any business school. 


e Specialisation in three disciplines - Marketing, 
Human Resources and Finance. 


e Internship for one full year with three different 
companies. 


Memini ett m ai m rp e a d rmi ire eher Ned rr rm A my idi frm Rami ett Ug AN em aeu urine 


In the words of a renowned academician, "Global MBA of 
IASB is designed to go beyond the scope of academics, 
and aims at total evolution, which, ! believe will trigger 
revolutionary: changes in the lives of generations to come 


as the entire learning i is through experience & exposure. 
In essence G-MBA is a long awaited program addressing 


the present needs and factoring the needs of foreseeable 
future." 

- Dr. Gopal Krishna Reddy 

Former Vice-Chancellor of Andhra University 


E-mail: iasb vizag 9 yahoo.com 





Visit www.indoamericanin.org 
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ESSAR OIL 


Will Vadinar 
ever take off? | 





T has been caught in a jinx for over 
eight years. But Essar Oil's plan to 
put up a 10.5-million tonne, 
Rs 8,000-crore refinery at Vadinar 
in Gujarat may finally get some 
impetus. The Ruias hope to restart its 
construction as soon as the rains are 
over. “The refinery should be ready in 24 
months from the day we start construc- 
tion," says a senior Essar executive. Don't 
bet on it though. 

Even as the Reliance refinery next 
door expanded capacity from 9 million 
tonnes to 27 million tonnes, the Essar Oil 
project has suffered due to cost and time 
overruns (four years and Rs 2,000 crore), 
shortfall in equity contributions and the 
financial institutions (FIs) cutting the 
supply lines (debt disbursals). 

Last year, Essar finally achieved fi- 
nancial closure. Lead banker ICICI Bank 
is now considering a corporate debt re- 
structuring that aims to replace high cost 
debt (@16-18%)and bring it in line with 
current market rates (9-10%). 

In 1998, Essar had claimed the refin- 
ery was 60% complete when work was 
suspended after a cyclone destroyed the 
structures, Five years later Essar says the 
refinery is 64% complete. Will Essar 
bridge the credibility gap this time and 
actually complete the refinery project? m 
RANJU SARKAR 








hasn't opened a single retail outlet 

yet and its plans to sell naphtha or 
diesel to bulk users (who use it to gener- 
ate power or fire furnaces) were stymied 
because public sector oil companies re- 
fused to sell any of the fuel to Essar. 

But that hasn't stopped the Ruias 
from jumping into the petroleum-mar- 
keting fray. (Essar qualifies for market- 

- ing by virtue of its investment in refin- 
ery; players have to invest Rs 2,000 
crore in downstream to be able to mar- 
ket oil products). Essar has imported 
17,800 tonnes of diesel and unloaded it 
partly in Mundhra (7,800 tonnes) and 
the rest in JNPT and plans to sell it to 
bulk users — hopefully for a profit. 

Raj Verma, CEO, Essar Oil, is tight- 
lipped about how he plans to crack the 
bulk consumer market, but BW learns 
that Essar plans to entice them with dis- 
counts of up to 40 paise per litre on 
diesel and a higher credit period. To en- 
sure a lean set-up, it is recruiting busi- 


a SSAR Oil's refinery is not ready, it 


PETROLEUM RETAIL 


It's still in the 
pipeline 


ness development associates (BDAs) 
who will be paid a commission of 20-25 
paise per litre. 

On ground, there could be surprises 
though. When Essar tried to sell diesel to 
bulk consumers in Gujarat, it found that 
many were using light diesel oil (LDO) 
from Reliance. LDO is the next fuel after 
high speed diesel (HSD) in the refinery 
product slate, but thanks to better tech- 
nology, consumers find the Reliance LDO 
comparable to HSD. What's more, it is 
Rs 4-5 per litre cheaper than diesel. 

Besides, PSU oil companies could 
soon match Essar’s discounts. To fight 
private marketers, oil PSUs have sought 
approval for differential pricing in 
coastal and inland areas. If it is cleared, 


this would allow PSUs to sell the prod- 
ucts cheaper in coastal areas and at a 
higher price in inland areas and blunt 
the private players’ edge. Private mar- 
keters like Essar, which import the prod- 
ucts, find it easier to sell them in coastal 
areas, where they can sell the products, 
ex-storage, from port locations. 

Essar's retailing plans, too, will take- 
off soon. It plans to set up 17,000 retail 
outlets over the next 3-4 years; till De- 
cember, it had issued letters of intent 
(LOIs) to 1,200 of the 2,700 applications 
it short-listed from a sample of 10,000 
applications it received earlier. To keep 
costs down, Essar has opted for a fran- 
chisee model. Franchisees need to invest 
Rs 30 lakh-40 lakh besides the land. "We 
are trying to make it a low capital-inten- 
sive model," says Verma. Most of these 
retail outlets will be HSD-related sites on 
the periphery of towns which could gen- 
erate good gasoline volumes by cater- 
ing to suburban commuters. i 

RANJU SARKAR 
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Building superior customer loyalty is no longer just 


one of the many ways to boost profits. Today, it is 
essential for survival. | 

Everyone knows that, right? Then why do we hear voices 
calling the economic value of customer relationship 
management (CRM) into question? Why has the initial 
fervor surrounding CRM evaporated? Why is there 
increasing scepticism surrounding and influencing IT 
buying decisions? A few minutes perusing the following 
should give you the answers. 





Figures that are worth a second glance. 


Inthe light of such questions, takeinto account that CRM 
is growing at an astonishing average of 1596 per annum. 
Interesting? There's more. Companies around the world 
have achieved results and realised returns on investment 
with their CRM implementations. Supporting this is a 
*study (commissioned by SAP and carried out by the 
University of Applied Sciences in Germany) showing that 
35 companies in Europe have derived added value and 
business agility resultingin a significant ROI. The study 
also found that more than 95% of the companiessaw an 
added revenue potential and considerable productivity 
across enterprise-wide operations with CRM. It also showed 
a median cash flow return on investment of 55% over three 
years with a breakeven in 22 months. In addition, the 
companies reported reaching 75% of their initial project 
goals after only 13 months and upto 25% acceleration in 
time-to-market, time-to-volume and time-to-delivery. 





So where is the problem? 


Most CRM users arestillinthe dark about benefits of 
CRM. Analysts cite various reasons: purely technical 
project orientation, lack of methods to ensure success, 
isolated initiatives without a strategic concept, and 
insufficient consideration ofthe existing corporate culture. 

Two basic facts were identified among the mistakes and 
omissions. First, buy-in for the CRM solutions from 
companies' own employees is critical. CRM information 
„systems can only succeed if employees see them as a natural 


. Advertorial 
















tool for customer interaction that helps more than it hinders. 
Alltheinformation that customers receivethrough the 
information systems has to reach companies’ own employees, 
andthe quality must be at least the same. 2 
Second, CRM solutions that only record information in. 

the front office and thus accumulate it in isolation do not. 
achieve sustainable success. CRM only creates true value. 
for customers and thus, greater customer loyalty when — 
interaction in the front office leads to a process response 
that benefits the customer. 


CRM done right 


One important factor ina successfulimplementationis ~ 
assuring that its functions areconfiguredtofitthecompanys 
specific situation. Itisalsoimportantthattheprojeetbe 
implemented logically - with professional project _ 
management and support from company management. - 
Adopt an industry-specific CRM solutionthatincludes . 
features and functions that represent the mosteommon ^ 
business processes and terminology used by your industry. 
(Each ofthe solutions comprises multiple scenarios, which 
follow industry business processes and align to different 
rolesin theorganisation.) 

What it means to you. 

To you CRM will be the way rather than the solution - the 
way to becoming a truly customer-oriented company 
that, step-by-step, offers customers increasing benefits 
through constantly improving, more effective customer 
processes based on open information technologies. It 
represents the way customers in all walks of life in all 
industries all over the world want to be served. (And, hey, 
it's an efficient way of doing business.) 





* For a free copy of the report by the University of Applied 
Sciences - Germany, write to us at info,india@sap.com. 


THE BEST-RUN BUSINESSES RUN SAP 


Graphics: ARPIT SHARMA 





NORTH BLOCK 

Chatterjee's 
challenging 
new jo 





N 16 September, two days after 

the WTO's Cancun ministerial 
meet ends, commerce secretary 
Dipak Chatterjee will move to his 
new job — as chairman of the 
Competition Commission of India. 
Here he will be joined by his old IAS 
batchmate Vinod Dhall (both are 
from the 1966 batch). Dhall, secre- 
tary in the department of Company 
Affairs, will be the member (adminis- 
tration). The commission is mandat- 
ed to have a chairman and 10 mem- 
bers, apart from benches. Commerce 
minister Arun Jaitley is said to have 
personally handpicked the two. E 


TELECOM 


One rule for all 


OW do you get out of a | 
mess created by sustained | 


lopsided policy-making? 
Simple. Come up with a 


new policy and attempt to | 
do something that has never been done | 


anywhere in the world. 


That's what Union communications | 
minister Arun Shourie is up to now. He 


wants to clean up the 
telecom sector at one 
go. All access providers 
will come under a uni- 
fied licence. So an oper- 
ator will have one li- 
cence to provide 
mobility, basic services 
and long-distance ser- 
vices. By doing this, 
Shourie hopes to end 
the continuing mud- 
slinging between cellu- 
lar operators and basic 
services providers. 

But first the Telecom Regulatory Au- 
thority of India (Trai) will have to come 
up with the terms ofthe licence. The real 
gainers will be the limited mobility 
providers. These players would be able 
to offer legitimate mobility and not the 
call forwarding they are now offering to 
those seeking some form of mobility. Al- 
ready, cellular service providers are cry- 
ing foul. Says an operator: "The only 


DINESH KRISHNAN 


OF STRIKES AND STOCKS 


What do Reliance Industries' increasingly frequent gas and oil strikes mean to the bourses? 
The first and biggest strike sent the stock soaring by 3096 in one month. Since then the 
markets appeared to have lost interest in the subsequent strikes.The second find, off Gujarat, 
saw a mere 2.4% rise. The latest strike, in Yemen, pushed up the stock by 4.9% in the first 
trading session after the announcement last week. But it declined thereafter 
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gainers in this exercise are the limited 
mobility players. At one shot it legit- 
imises limited mobility." 

A unified licence will also increase 
competition, cutting tariffs for con- 
sumers. It would also mean quicker inte- 
gration within the industry. But, tariffs 
may not remain all that low once Trai re- 
defines the interconnect usage charge 
(IUC). Both cellular and 
limited mobility sub- 
scribers will then have 
to pay the same charge 
to connect to the fixed 
line network. However, 
the key issue is of Access 
Deficit Charge (ADC), 
the amount payable by 
the caller to the service 
provider at the receiving 
end for long-distance 
services. Once ADC 
happens, it will be cost- 
lier to call a fixed line 
from a mobile phone. 

There is also the issue of allowing in- 
tra-circle acquisitions, which would re- 
duce the number of operators in a circle. 
But, for now, Trai has to come up with 
norms for both the unified licence and 
IUC. That's something that could either 
see healthy competition or open the 


floodgates for further litigation. E 
ANUP JAYARAM 
MOVEMENT OF BANKEX 


Banking stocks are hot. That's prompted the 
Bombay Stock Exchange to roll out a Banking 
sector index, the Bankex. It is made up of 

12 banking scrips that account for over 

90% of the sector's market capitalisation. 

As the chart shows, the Bankex (62% gain in 
12 months) has outperformed other key 
sectoral indices 
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FAMILY BUSINESS 


Sons but not 
heirs apparent 


AMILY-owned businesses 

are often held up to higher 

standards of corporate 
governance than their profes- 
sionally-managed counterparts. 
Over the past 
few years, 
many big family 
businesses in India 
have responded 
magnificently to 
the challenge. But 
have the 
smaller firms 
— with rela- 
tively fewer public 
stakeholders — been 
equally progres- 
sive? How many of 
these ‘family-business en- 
trepreneurs' still want 
to involve their chil- 





| sultancy firm Grant Thornton by 























feel there should be a criterion 
for entry of children into busi- 
ness? 

A study conducted for con- 






K. Ramachandran, professor 
(entrepreneurship and strategy) 
at the Indian School of Busi- 
ness, tried to answer these and 
many other similar questions. 
Nearly 200 firms, mostly from 
the manufacturing 
sector and with less 
than 500 employees 
each, participated 
in the survey. 

Here are some 
key statements 
and the percent- 

age of respond ents who 
! agreed, disagreed or 
were neutral 


















Keep family and business separate 


Involve children only if they can 
contribute to the business 


Role for professional advisors 


Need for a criterion for entry 63 
of family members 


Importance of fit/match between 
children and business 
Children should start at the bottom 


Differential pay for family and 
professionals 


Compulsory retirement age 
for each generation 


Successors should be from the family 
Elders are best-equipped to lead 
Sibling rivalry is good for the business 10.8 


Children should receive shares 
upon joining 


Joining should be a pre-condition to a 13 
getting a share 


Shares should be transferred only to 
family members 


Family members should get pension 


PRAGMATISM COMES FIRST 


Agree Disagree Netural 
67.2 

68.5 
379 


466 
451 
27.7 
21.3 
365 


32.2 





dren in business? 
How many of the 


on the respective 
issues. 








regardless of their contribution 30.6 


to the business 





a debt equity ratio of 1:17 (eq- 

uity Rs 1 crore, debt Rs 17 crore) 
and, yet, has managed to raise debt at a 
mere 5.5% interest rate. And guess 
what — it's a car rental company run 
by a small-time entrepreneur. 

Carzonrent, promoted by Rajiv K. 
Vij, is the exclusive Indian licensee of 
the Ford Motor Company-owned Hertz, 
the world's largest car rental company. 
And no, Hertz is not backing its massive 
borrowing. So how did Vij convince 
lenders like ICICI Bank, HDFC Bank and 
Citibank to lend so much so cheap? 
During the life of the car (three 

years; the loans are of a similar tenor), 
the average monthly billing of each car 
is enough to cover the equated monthly 
instalment (EMI) about five times over. 
EMI payments thus account for 20% of 
revenues. Fuel, chauffeur, royalty to 
Hertz and other costs account for about 


H ERE is a business that works with 





DILEEP PRAKASH 


CAR RENTALS 


The fine art 
of borrowing 





50% of sales. That leaves about 30% as 
the gross profit margin. After paying 
out corporate costs, Carzonrentretains — 
about 10% of its Rs 15-crore revenues _ 
as net profit. All cars are fully insured — 
a comfort factor for lenders. 

But this is not the way the interna- 
tional car rental business functions. 
Most rental firms pay only the differ- 
ence between the sticker price and the 
negotiated price at which manufactur- 
ers will buy-back the car. "That makes 
the business less capital intensive," 
says Vij. He expects revenues of Rs 25 
crore this year and hopes to quadruple 
that in 3-4 years. To do that, he has to © 
build a fleet of 4,000 cars. That means 
more borrowings, unless he can use his 
high purchase volumes (85% of his fleet 
is in the C and C+ segment) to negoti- 
ate the kind of deals that international _ 
rental firms get from manufacturers. W — 

M. ANAND 
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reat performance. Amazin 
Now you get it all-in-one. 


Doesn't that bring a smile to your face? To have the convenience of 
printcopy-scan in the world's smallest all-in-one. That not only saves you space but also helps you get 
professional quality prints for your colour proposals, offers and catalogues. Add to that, 


its low cost of ownership and you have the ideal machine for your growing business. 


HP PSC 1210 
PRINT, SCAN, COPY 


Rs. 5 999* 


Lifelike colour and crisp black text from 
4800 optimised dpi 


HP PhotoREt 3 colour layering technology 

















multi-slot memory card 
reader supports: 





HP PSC 2210 


T e 
PRINT, FAX, SCAN, COPY ? 
SmartMedia 


HP OFFICEJET 4110 
PRINT, FAX, SCAN, COPY 


Rs. 8,999* 


Up to 4800 optimised dpi in colour 


Up to 12 ppm in black and 10 ppm in colour 
Copy without PC, fax through PC 


Freeware creative software for project reports, 
proj p 


Rs. 13,999 * 


4800 optimised dpi in colour 

HP PhotoREt 4 colour layering technology 
33.6 kbps, 50-page memory fax Secure Digital 
48-bit colour ` 

Up to 17/12 ppm speed (black/colour) 


HP PhotoREt 3 colour layering technology | 
m NT promotional posters & business cards 
for brilliant life like images. 
Create impressive multimedia shows 


33.6 kbps, 65 page memory fax saves 
up to 5096 on ISD Fax. 

36-bit colour, amazing 600 x 1200 dpi 
optical resolution scanner has the 


or even a customized CD with 


Memory Stick® HP Memories Disc Creator 


3D object scannin 
3 Scan and print photos, share albums, 


Scan to e-mail/fax 
make school projects 


eye for detail. 
12 black/10 colour ppm 
Copy & fax without PC 


Unit level replacement warranty. f z 
170 cities support helpline, 80 cities service centres. ly 


invent 


With digital camera card slots 


World's smallest Aio* * 


$ PUBLICIS HP 300 03 


Tel: 9628 123 123 Delhi & NCR, Mumbai & Bangalore. 


1600 444 999 (Toll Free) in other cities OR email: in.contact@hp.com 


For datasheets, SMS your email ID followed by a space and then the word "aio" to 98114 01110 (e.g. abc@xyz.com aio). "*Based on flatbed all-in-one products. Testing by CompuMetric Labs, Inc. (2/03), 
www.hp.com/go/aioreports + Based on ITU-T Test image #1 at standard resolution. More complicated pages or higher resolution may reduce number of pages stored in memory. Up to 4800 x 1200-optimised dpi colour printing on 
premium photo papers and 1200 x 1200-input dpi. * * Estimated street price. Sales tax & levies extra. © 2003, Hewlett-Packard Company. Microsoft Windows PC only 
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Products that link 
people well 


. provided the customised requirement solution to 


STD/ISD PCOs, you invariably 

find a glowsign board that 
presents Linkwell, the most popular PCO 
equipment manufacturer. However, for all its 
prominence, the company, Linkwell Telesystems 
Pvt Ltd is only ten years old. Established in 1993 
as a first generation entreprenurial company, it 
was promoted by A Krishna Prasad. Taking the 
advantage of liberalised economy and Telecom 
Policy of 1994, 


|: front of the ubiquitous 


into manufacturing 
and marketing PCO 
(pay-phone) products 


linkwell has ventured — 


banking terminals. 


Linkwell’s products cover both wireline © 
(fixed line) and wireless like GSM and CDMA. - 
Visiontek has launched its first GSM based PCO : 
machine in India. Visiontek range of products - 
are designed in-house in the company R&D — 
| facility in Hyderabad and manufactured at its - 
. {including all metros) with a dealer network of 


own facility to meet the global standards. 
Linkwell has been maintaining substantial 


| growth and has retained its position as No 1 


. manufacturer of PCO (payphone) products in the 


| country. It has successfully entered global 


market and has established bases in East Asian 
and SAARC countries and is now expanding to 
African markets. 

Concentrating on the expansion of domestic 
market Linkwell has targeted the private 
basic operators. Linkwell has also participated in 
the project VPT (village public telephone) with 
Tata Teleservices in Andhra Pradesh and also 


their payphone market. It is also working closely 
with all basic operators to deliver their 
customised requirements by sharing its 
experience. 

In order to support its operations, Linkwell 
has opened its own branches in major cities 


850 making the most reachable product in India 


. to its customers. 


Linkwell has one of the best human resources 


. with true entrepreneurial spirits in its various 


in India, 
x with à 
vision of 
OWT TV excelling in 
MENTRE tne best 
technology feature based product. 
From single PCO monitor it has today 
expanded to multi range PCO products 
under the brand name Visiontek. With 
specialisation in telecom terminal 
products, Linkwell spread its base to 
every nook and corner of India with a 
customer base of over one lakh. 
Visiontek products can be divided 
into PCO (payphone) products, SOHO 
(small office home office), niche 
application based telecom terminal 
products and  telecommunication 
software projects. In PCO (payphone) 
products, from single line numeric 
based telephone metering product it 
has expanded to alpha-numeric model, 
two line PC based PCO (payphone) 
monitor, and has launched India's first 
line. powered payphone (coin 
operated). For SOHO market Linkwell 
has a range of products from 204 to 
1624 PABX, it also markets the Genie 
model fax machines under its brand 
with OEM supplies from South Korea. 
Visiontek is also working on POS 
terminals, credit payment terminal and 





A. 


Q. Being the pioneer in the telecom products, what do you see 

the major challenges ahead and how do you tackle them? 
Indian domestic market is small. Hardware manufacturer is volume 
dependent. Logistical issues are non considerate to the industrial 
growth in India . Importing silicon, raw materials and product 
protyping is time consuming due to infrastructure delays. The 
potential for PCO business in the country is huge. But to migrate to 
the next level of growth you should need to diversify and innovate. 
And that is what Linkwell intends to do, Leveraging on the R&D 
expertise that it has gathered in building the necessary software for 
its products which have purely been indigenous and unique, it has 
decided to set up a software division under the name of Visiontek 
Solutions a 100 percent EoU. 


. Your focus is only on developing embedded products and 


application in the area of telecommunication. How substantial is 
that? 

Yes, our only focus is on embedded products in telecom and 
broadband. It's a very dynamic filed from concept tp product launce, 
from customer specification to product implementation that 
technology is always in continuous development. To sustain we have 
to look for tomorrow's technology in today's application. 


. Linkwell has been launching a spate of new products. What is the 


reason behind this? 
Continuous development efforts, investing in R&D for future 
products to have a range of telecom products to its customers. 


. Going forward what will drive the industry's growth and that of 


Linkwell? 

A thrust for hardware policy by both the central & state 
governments, simple logistical support like customs clearance 
common sales tax, creating domestic market consumption. 
Strong domestic market helps to sustain exports. 9 


departments like business development, 
marketing & sales, service and R&D. 
Each year Linkwell invests 10 per cent 
of its revenue in R&D to ensure a sturdy 
and substantial growth. 

Linkwell is present in three core 
markets segments- business 
communications, personal 
communications, and PCO. It is the 
undisputed leader in AP circle and the 
top PCO vendor in the country. There 
are two reasons for its success: it is a 
strong technology company and is 
smart on optimisation of resources, 
along with production and distribution 
arms. Its mantra has been innovation 
and quality control. It also has other 
range of products like EPABX and 
telephone handsets. 

The potential for PCO business in 
the country is huge. But to migrate to 
the next level of growth, one needs to 
diversify and innovate. And that is 
what Linkwell intends to do. 
Leveraging on the R&D expertise that 
it has gathered in building the 
necessary software for its products, 
which have purely been indigenous 
and unique, it has decided to set up a 
software division under the name of 
Visiontek Solutions, a 100 per cent 
EoU. | x 


Double your savings [Ryman 
with GSM technology. 
has always brought you high 


( Uninterrupted communication with our world class product ` 
— quality telecom products, which 


provided high utility services and 





Linkwell Telesystems (P) Ltd., 


facilitated clear communication, 
cost effectively. All under the 


brand name Visiontek. 


Our dedicated R&D division now 





brings you high Quality FCT/ 
Net a | Auto Router with GSM 


technology. Be it business 





Visiontek - GSM Auto Router 


e Automatically routes calls through the economical network (GSM or PSTN) houses with multi locational 
e Immediate primary telephone access. 
e Availability of extra lines in no time. network, STD/PCOs, banks, 
e Behind EPABX for usage in multiuser environment 
* SMS, GPRS compatibility service providers, news 
e Can be installed upto 40 km radius from the BTS 
e PC/Fax connectivity for data transmission up to 9.6 kbps agencies, broadcasting 
e Free unlimited mobile-to-mobile calls* 
e Entire state can be accessed on Local Call** companies, share brokers, 
e Save up to $2%** in STD calls to any mobile 
e Free calls to and from mobile network within the state event management 
e Built in Caller ID 
e Alternate mode of communication in case of primary link failure organisations, cargo/courier 
e Free unlimited hotline facility 
e Superior voice quality agencies or law enforcement 
e Telemetry and Remote Monitoring 
*Assuming free incoming / outgoing airtime tariff scheme. * *Assuming average STD call is of 3 minutes agencies. Whatever be your 


kind of business, you can now 
make outgoing calls any time, 
any where at the most affordable 


cost. And cut down on your 





— iud telephone bill. 
Pay Phones Visiontek PCO GSM PCO Least Cost Router Genie Fax 


LINKWELL TELESYSTEMS (P) LTD. 


1-11-252/1/A,Gowra Klassic, Behind Shopper's Stop, Begumpet, Hyderabad - 16 
Ph: 040 - 27763333 (5 Lines); Fax: 040 - 27763838. email: linkwell Qhd1 .vsnl. net.in Web: www.visiontek Coin 


Branch Offices: Noida (Delhi): Ph: 0120- 2549090, 2549095, 2541427, 2541437 | Mumbai: Ph 022- 24316940, 24316942 | Hyderabad: 
Ph: 040-27810349 | Vishakhapatnam: Ph: 0891-2564752, 2550725 | Chennai: Ph: 044-26218127, 26285608 | Bangalore: 
Ph: 080-5598811, 5550729, 5591457 | Ahmedabad: Ph: 079-6769734 | Kolkata: Ph: 033-22176549, 22169301! Kerala : Ph: 98470 37717 
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THE CHATTERJEE GROUP 


Entertainment 
unlimited 


HERE is an 
unusual twist 
in the US- 
based Chat- 
terjee Groups 
$200-million India in- 
vestments — media and, 
more specifically, films. 
Besides big investments 
in petrochemicals (Hal- 
dia) biotech (Chem 
Biotech), real estate and 
others, it has a strange 
clutch of media busi- 
nesses like the Rs 12- 
crore Galaxy Entertain- 
ment, which was formed in 1999 in a 
joint venture with the Ruias. Galaxy 
owns bowling alleys and several popular 
restaurants and bars in Mumbai. In 
2001, it completed a Rs 20-crore IPO. 
Now the group is also venturing into 
film production. Exhibition is also on the 
anvil. Khel, its first film, a co-production 
with Sunil Shetty’s Popcorn Entertain- 
ment, will be ready in August. Galaxy di- 
rector Sriram Chander who looks after 
the real estate and media interests of the 
company points out that films cannot be 


HEMANT MISHRA 


now opened a cyber front. Over 

the last six months, 571 Indian 
sites have been hacked. This is twice the 
number of sites hacked in 2002. “Most 
of these are defacements,” says Ankit 
Fadia, author, Ethical Hacking. Fadia 
says the alarming increase is due to a 
reorganisation of Pakistani hackers. A 


F ORGET Pakistan's proxy war, it has 








a one-off business. It is 
part of a larger, well- 
thought out plan. So be- 
sides the mass market 
films produced by 
Galaxy, there are going to 
be some crossover films 
made by a subsidiary 
called, well Crossover 
Films. Two films, The 
Perfect Husband and 
Rules- Pyaar Ka Superhit 
Formula are already be- 
ing shot. Chander ex- 
pects films to bring in 
one-third or more of the 
company’s targeted turnover of Rs 30- 
crore in 2003-04. The confidence stems 
from two things. One, it has had a good 
run so far. It started with a 5096 stake in 
Pritish Nandy Communications (PNC), 
wisely sold off when PNC listed in 2000. 
Currently it holds a 2096 stake in PNC. 
Two, its exposure to media is limited to 
about $7-8 million. As Chander puts it: 
"There is a risk in films but it is as much 
in biotech or real estate. What is impor- 
tant is the way you de-risk yourself.” W 
VANITA KOHLI 


CYBER WAR 


The new 
hacking army 


few months ago hacker groups, like 

G Force, WFD and LinuxGal banded 
together to form AIC, or Anti-India Crew. 
"They have 11-15 members, but are 

not very tech savvy. They use software 
such GFI Languard and Nmap to probe 
and figure out the vulnerable ports in a 
computer system. So | wouldn't think too 
much of their computer skills," says 

Fadia. There are also other groups like 
Federal Bureau of Hackers and BugZ. 
These two have dominated the last two 
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PRINT MEDIA 


Chip makes a 
comeback 


WO years after it exited India, 
Chip is back. The popular IT 


magazine owned by the Euro 
5.4-billion German media group 
Vogel Burda, which had walked out 
of its licensing arrangement with 
Jasubhai Digital in April 2001, is 
scheduled to hit newsstands in 
India this August. This time with a 
new partner — TBW Publishing and 
Media, part of the Tata group. The 
magazine will have largely Indian 
content. Also expect a website that 
seeks to extend the Chip equity 
online with blogs that solicit news 
from the end-users, the magazine's 
primary target audience. The price 
will be Rs 100 as before. Chip will 
print 100,000 copies initially, but 
Manesh Patel, head (operations), 
TBW, hopes to take it to 150,000. B 





VANITA KOHLI 








months' attacks. Should one ignore 
these instances as just juvenile 
behaviour? "Defacements are diversions 
for surveillance resources. Very often 
they are just pointers to the real stuff 
that may be happening below the 
radar," says Captain Raghu Raman, 
group head, Mahindra Consulting. E 
SHISHIR PRASAD 





NP 


| Vt 
olay. Work, 
and Share 


Menas - 
(l| at once 






You can, with Qmax"" and 
the powerful Intel” Pentium" 4 processor 
with HT Technology 


These days you learn, share and play on your PC - all at the 
same time. The Qmax " PC with the Intel® Pentium ^ 4 
processor with HT technology is designed to keep up 
with you. It gives you the power to do all the things you do 
on your PC - all at once. So you can stay up-to-date in more 
ways than one. What's more, it is much easier to take home 
this power-house now with our 100% hassle-free loans. * 
Have great fun, the Qmax™ way. 


Qmax " Quadrant - HT: Intel? Pentium? 4 processor 3.06GHz /HT/Intel? 845G Chipset Motherboard/ 
256MB DDR RAM/1.44MB FDD/40GB 7200 rpm HDD/56kbps Internal Modem/52X CDROM Drive/Multimedia Speakers/ 
Mic/Multimedia Keyboard/Logitech PS/2 Scroll Mouse/Intel? Pentium? 4 ATX Cabinet - Rs. 52,200/-* 


*Conditions Apply 


Check out the exciting range of Qmax™ PCs, Contact us at: sales@nebulatech.com 


Ahmedabad: 7458612/7458613 Bangalore: 2246190/2246191 Chandigarh: 

385362/668783 Chennai: 22323716/22324522/22324543/22329815/22321469/22319044/ TM 
22319048 Coimbatore: 2480782/2494963 Guwahati: 9864028953 Indore: AX 
2463567/5095414 Jaipur: 2367791 Kochi: 2318205/2324394 Kolkata: 24654272/4654273 

Madurai: 5373353 Mumbai: 26848618/26848642/26848612 Nagpur: 23669/24055 

New Delhi: 51632916/26242723/26242285 Pondicherry: 2206651/2357576 A 

Pune: 2932382/2932383 Secunderabad: 27716130/27801654 Thiruvananthapuram: 

9847407117 Vishakapatnam: 98491 25897 LOG ON TO RELIABILITY 
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"Professor B.R. Shenoy was a great man who had the eco- 
nomic understanding to recognise the defects of central 
planning in India and what was even rarer, the courage to 
state his views openly and without equivocation." 

Milton Friedman 


.R. Shenoy, independent India’s first major eco- 
nomic dissenter, died 25 years ago in February 1978. 
The thrust of economic policy since then has moved 
from the worship of central planning to the appreci- 
ation of the market. Most economists now agree that 
our long tryst with Nehruvian socialism was an economic 
disaster. Many of those who now extol the virtues of eco- 
nomic reform, including former finance ministers like 
Manmohan Singh and P. Chidambaram, were once ardent 
believers in the old system. Yet the person who saw the writ- 
ing on the wall a good three decades before the rest of his 
contemporaries is now a forgotten man. 

Shenoy shot into the limelight when he 
wrote his then-famous dissent note to the 
approach paper to the Second Five-Year 
Plan, the defining document of Nehru- 
vian planning. It was this document 
that set India on the road to central 
planning and suffocating controls. 

The Second Five-Year Plan had the 
blessings of most of Indias top econ- 
omists of that time, as well as the likes 
of Nicholas Kaldor, Joan Robinson 
and Oscar Lange. 

Shenoy questioned both the ideol- 
ogy of the Plan as well as its economic 
logic. With impeccable analysis, he attacked 
the very basis of economic policy in India. The 
dissent note is a rather long one, but some of the ques- 
tions raised by Shenoy are definitely worth highlighting. 
Shenoy distrusted the Plan's heavy dependence on the gov- 
ernment to push economic growth. He questioned the 
complete lack of attention to agriculture. And he warned 
that the attempt to maintain high investment rates through 
deficit financing would inevitably lead to a serious balance 
of payments problem. 

His warnings proved to be prophetic. The flaws in the 
Second Plan were revealed within a year, when India faced a 
serious balance of payments problem in 1957, just as 
Shenoy had predicted. The Second Plan had to be bailed 
out by foreign donors. That year, Shenoy was elected presi- 
dent of the Indian Economic Association. He spoke on the 
balance of payments problem and said that the best solu- 
tion to this would be to float the rupee. It was another sug- 
gestion that seemed sacrilegious at that time, but now it is 





B.R. SHENOY WAS THE 

LONE DISSENTER WHO 

QUESTIONED BOTH THE 
IDEOLOGY AS WELL AS THE 
ECONOMIC LOGIC OF THE 
SECOND FIVE-YEAR PLAN 


NIRANJAN RAJADHYAKSHA 


SHENOY'S PROPHECY 


considered conventional wisdom. 

Shenoy ended up in academic exile, despite being 
proved right. The belief in central planning at the time had 
almost religious overtones. PT. Bauer, who attacked the 
fashionable development economics of his time in the clas- 
sic Dissent On Development, recalls an incident during his 
first visit to India in 1958. Bauer met a senior official from 
the economic section of the British High Commission and 
asked him whether he was in contact with Shenoy. The 
diplomat replied that he was too busy to have time for "ac- 
knowledged madmen”. 

The “madman” spent the next decade at Gujarat Univer- 
sity, while the men who led the country to economic stag- 
nation ended up with plum jobs. Shenoy was, however, in- 
vited to become a member of the prestigious Mount Pelerin 
Society, an international group of liberal thinkers. He lec- 
tured at the London School of Economics and various 

American universities. He dreamt of setting up a lib- 
eral think-tank in India. 
The damage done to our economic 
thinking has been immense. I remember 
spending long hours at university trying 
to understand the intricacies of 
growth models that now seem absurd 
because there was hardly any discus- 
sion on prices — the core of all sensi- 
ble economics. Bauer notes that the 
period of the 1950s was the high-wa- 
ter mark of “price-less and cost-less 
economics”, a fashion that Shenoy 
fought against. 

I studied at Mumbai, where the oppo- 
sition to the Second Plan had been really 
strong, thanks to the influence of the likes of C.N. 
Vakil and PR. Brahmananda. Meghnad Desai, once a 
Marxist and now almost a Thatcherite, wrote a few years 
ago that India’s economic history would have been different 
if the Bombay economists had won against the Delhi econ- 

omists in the 1950s. 

It is now more than 10 years and more after Manmohan 
Singh finally junked the old policy rubbish. Some of the 
early critics of centralised planning — like Jagdish Bhag- 
wati, Padma Desai and T.N. Srinivasan — now earn the re- 
spect that was denied to them for very long. They raised the 
banner of revolt in the later part of the 1960s, when it was al- 
ready clear that India was being left behind because of its 
strange economic policies. But the man who preceded 
them by a decade is still being denied his place in history. 

It's time B.R. Shenoy gets his rightful due. 


The author can be reached at niranjan_r@hotmail.com 
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GINA SINGH DESIGNEDIBY NATURE 
ESIGN isa part ofnature ^ THE FROG s 
and a corollary of evolu- 
tion. As organisms evol- Tongue: 

d from simple, single- ong, SY 
is pier sg and stuck at 
celled ones to complex, the front of 
multiple-cell ones, de- ^ the mouth. 
sign helped them sur- Perfect for 

vive. Take frogs. They are animals foundon C?'chiné prey. 
; : Eyes: Give 

all kinds of terrain — land, water, trees, ^ 360 view 

deserts, marshes. While the anatomy and Damp skin: 

physiology of all the 3,000 different species of Can breathe 

frogs and toads is basically the same, each Vocal sac 

‘ Ls (males and 
type of frog has unique characteristics that toas): tag 
help it survive in its own habitat. Thus, to give 


mating call 


the Solomon Island Leaf Frog 

has the colour and í 
pointed shape of dry E wo “4 
leaves, making them x eae 4 
almost invisible on ES | 
leaf-strewn ground and - 

the tiny African Arum that 

lives on white blossoms of the 

Arum Swamp Lily is white. 

Civilisation, too, has benefited from T 
design. It isunlikely that early man saw him- b 
self as a designer, the fellow who made the 
wheel for a chariot was as much of a designer 
as Henry Drevfuss was in the 20th century 
(he popularised modern industrial design in 
the US). In the last few decades, design has ` j d 
changed our lives with products like the 
Walkman. But using design consciously to | 
better our lives is a late 19th-early 20th cen- 
tury phenomenon. Hence, design as a disci 
pline is barely 100 years old. There are two, 
basic reasons for that. One, as new technol- | b 
ogy was created in late 19th century, Smart —— 
design helped to adapt it for wider use 
sider toasters and rotary dial telepk 
fact, it is no coincidence that in th 
decades of the 20th century a whole 
household goods was designed. Itw 


saw the emergence of mass manufacturing 
— goods were made in thousands in a rela- 
tively short period of time and distributed to 
many consumers. This meant that design 
was not only about adapting technology, but 
equally about providing fresh insights that 
could make the process of mass production 
easier. So, design became the third leg of the 
modern manufacturing business along with 
production and marketing. 

Thus, design and manufacturing went 
hand in hand and for the first 50 years of the 
20th century, rapidly industrialising nations 
such as the US, Britain and Germany also fo- 
cussed extensively on design. Then, some- 
time in the 1950s, Japan turned its attention 
to design and its use. The move wasnt arbi- 
trary. It coincided with Japan's rise as a man- 
ufacturing superpower. Companies such as 
Sony, Toyota and Matsushita became 
renowned as much for their manufacturing 
capabilities as their designs. In fact, many ar- 

gued that Japanese goods ruled the world 
simply because they were so strong on de- 
sign. By the 1980s, when South Korea 
emerged as a major manufacturing 
power, it was no coincidence that its ca- 

1 pabilities in industrial design also im- 
' proved. More recently, China has 
started focussing on design. Accord- 
ing to some statistics, China produces 
3,000 designers annually. It is no sur- 
prise that China is today the world's 
manufacturing base. (See story on India 
in the context of global design on page 72.) 
Today, India is trying to make a come- 
back in manufacturing, an industry that it 


p" 
: f f “pea almost given up for dead. But, as evi- 


, dence elsewhere shows, if India wants to be a 
riou: s playeri in the global manufacturing 


design capabilities. Though lim- 
C the automobile sector, evi- 
thi panies that are the 
s of becoming global players — 
thin ndra Pind Mahindra, the Hero 
ar e also the most design conscious. 





DESIGN 'xciittucs 
AWARDS 


marma mr OF prio 


Matters 


Conversely, despite the obvious cost advan- DESIGNED BY MAN Electronica, Batliboi, Gujarat Glass, Blaum, 


tages, the reason why India is not a serious Labotron, Autoprint, and Technofour, each 
player in the machine tools business is, per- with a sub-Rs 100 crore turnover, have won 
haps, because it is not design consciousness. global orders on the back of strong designs. 


Many designers argue that as product life ns But much more needs to be done. Given the 


cycles become shorter and technology be- ^ portable: can be carried in a pocket or Overall lack of design consciousness, product 


comes a commodity, or at least truly new clipped onto a belt. designers operate in a twilight zone — their 
technological breakthroughs become more Speakers: The speakers were reduced creations are neither works of art, nor have 
and more difficult to come by, only design — 9 be wom as headphones. the volume to make a significant impact. 
tan difforéntiate diets Chirvaler G Technology: No change. With a design Mostan ; all bouti 

differentiate products. Chrysler Corpo- change, a new product was born ost end up opening small boutique stores. 
ration is an example ofa car company that Yet, given India's economic trajectory, a 



























turned around its fortunes in the late 
1980s with a series of winning designs 
like the Viper, the Prowler, the Du- 
rango and the Dakota produced 
at a relatively low cost by fo- 
cussing purely on design. 
Similar examples are also 
available closer home. While 
air coolers have been around 
for decades, it took Symphony 
to take them to the next level. 
With the help of Rashmi and 
Dinesh Korjan of Korjan De- 
sign of Ahmedabad, Sym- 
phony created its own brand 
of coolers that are visually ap- 
pealing, can be moved easily 
and are targeted at the up- 


greater awareness about design is a must for 
the country. Consider that one of the emerg- 
ing areas of design is interface design, es- 
sentially the skill of making customer 
interaction with technology pleasant. 

It has a ubiquitous range of applica- 
tions — mobile phones, PDAs, web- 
sites, the works. In other words, most of 
information technology applications 
need interface design. Now, though In- 
dia produces 60,000-70,000 IT trained 
people and sees itself as a global IT pow- 
erhouse, there are barely 50 interface de- 
signers graduating every year. Again, as 
economies evolve, disposable in- 
comes rise and the social structure 
changes, a market emerges for an 
unbelievable range of well-de- 

wardly mobile. Today, thanks to signed products. The growth of 
design, Symphony sells its cool- ~ r [3 design in the South-east Asian 
ers ata minimum 50% premium tothe — LAE ac 4e nations as their economies 
conventional cooler. Naushad Forbes, — - i bears testimony to that. 
director of Forbes Marshall, jury memb or Moreover, design hinges 
for the awards and also visiting professor at — on intellectual capital and, 


Stanford University, argues in his book From ii TET OR TENER like in IT or pharmaceuti- 
Followers to Leaders — Managing Technology cals, India, can emerge as a 
and Innovation that countries that are not serious player in design too. 
rich in technology can become leaders It is in keeping with all these concerns 
through innovation and conceptualisation that Businessworld and the National Institute 
of products using existing technologies. of Design joined hands to create the first ever 
Unfortunately, the design movement in Design Excellence Awards. The philosophy: 
India is still nascent. Sure, as our first cover felicitate and acknowledge the best of the 
on the topic (See 'Design Makes An Impres- country's design efforts, bring the design 
sion’, BW, 22 January 2001) mentioned, more community closer to industry and people, 
has happenedin the last five years than in the and hope design becomes as much a part of 
last 50. Capital equipment makers such as the national consciousness as, say, IT. a 
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Gokhale's work in the area of capital equipment design 


GINA SINGH v ECOCUT - CNC Wirecut Machine EDM 


OR the last year or so, 
Satish Gokhale's been ob- 
sessed with recycled pa- 
per. His studio in Pune's 
quiet Shivaji Nagar local- 
ity is strewn with proto- 
types made from that — 
ashtrays, paper-weights, planners, files, 
folders, even chairs and tables. 
Gokhale explains his fascination for 
recycled paper: "I can use it to create 
any form; it is strong and malleable — 
it can be moulded into any shape — 
and it's environment-friendly." 
Gokhale's been doing all this 
on the side while running 
Design Directions, his 15- 
member-strong design ho- 
use. Those who know the 42- 
year-old aren't surprised at 
his latest obsession. Gokhale's 
fascination for new material and his 
yearning to continually do something 
innovative is legendary. That kind of de- 
scribes the Best Designer for 2003. 
Designers are perceived to be flam- 
boyant creatures, their creativity stam- 
ped not only on their work but also in 
what they wear, how they talk and so on. 
Gokhale busts that stereotype; he is ex- 
cruciatingly unassuming. Start with his 
specialisation in industrial design, de- 
signing capital equipment, perhaps the 
least sexy field in the discipline. Gokhale 
developed a love for this while at school 
and was hooked for life. The lack of gla- 
mour doesn't bother Gokhale. “Design is 
a passion," he says. “Sometimes I think, 
my God, it has been 17 years since I sta- 
rted; but then I feel there is still so much 
to do." But glamourous or not, Gokhale's 
been at the forefront of Indian industrial 
design. In 1985, he started the design de- 
partment at Bajaj Auto, the one that's 
churning out motorcycles with regular- 
ity these days. And since 1988, his start- 
up has provided complete design solu- 
tions to help many small Indian firms 








Client: Electra Machine Tools, Pune, India 


Used for wire cutting in tool- and die-making. Designed 

— SLECTRONCA tame 5. to be compact; easy to use and maintain. Critical ar- 
ce (t eas, like the spools with the wires, have a transparent 
cover. Cost: Rs 10 lakh; units sold: 100 (Exports: 50) 






















^ XL 600 - Automated Random Ac- 
cess Clinical Chemistry 
Client: Transasia Bio-Medicals, Mumbai 


Used in modern chemical labs to analyse blood 
samples. Designed to fit in small labs; has a user- 
friendly graphical user interface. Appeals to 
women, who form the majority of the staff in labs. 
Cost: $25,000; units sold: 97 (Exports: 60) 





^ Eddy Current-based Non-destructive Testing System 
Client: Technofour, Pune 


The world's fastest machine to identify defects in seamless steel tubes. Great 
looks for its size; easy to maintain. Cost: Rs 60 lakh; units sold: 6 
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v Pack to Pack 7000 - Offset 
Printing Machine for continuous 


globally compe 9€ 


SARE "E EA 


stationery - 7 
Client: Autoprint Machinery Manufactur- 
ers, Coimbatore 


Offset printing machine. Easy to maintain 

due to lightweight panels. No exposed proje- 
ctions, so safe. Looks like office automation 
equipment. Cost: Rs 6 lakh; units sold: 105 


— EE iis eel Sap = oe 





v EtCO; - Capnography Module 
Client: Larsen & Toubro (Medical 
Division), Mysore 

Used to measure carbon dioxide levels in a 
patient's breath. Design matches price tag, 
protects sensitive cartridges. Easy to main- 
tain. Cost: Rs 1.5 lakh, units sold: 100 


SANJIT KUNDU 


Winner: Satish Gokhale, Design Directions, Pune 


Profile: Specialist in capital equipment design. Trained at the National Institute of 
Design, Ahmedabad. First job was at Bajaj Auto. Owns Design Directions, whose 
clients include Premier Automobiles and Camlin, besides other Indian and foreign 
companies. Won the Designers Guild's Good Industrial Design Award in 1994 
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create globally competitive products. 

Jury member Ravi Hazra, faculty at 
the Industrial Design Centre at IIT-Bom- 
bay, puts Gokhale's contribution in per- 
spective. He says design for industry is 
one of the most difficult areas to work in. 
"Working with capital equipment is ex- 
tremely challenging because extensive 
changes cannot be made on an engi- 
neered product," he says. Also, one has 
to interact constantly with engineers. 
"Getting their buy-in isn't easy; yet, the 
impact of industrial design in capital en- 
gineering is huge as it allows firms to be- 
come globally competitive," says Hazra. 

Gokhale was one ofthe three finalists 
in the Best Designer category. The others 
were Dilip Chhabria (50) and Michael 
Foley (32). In all, there were about 20 en- 
tries for this category, from individuals, 
design houses and corporates. 

Chhabria is the glamourous face of 
industrial design in India. He remodels 
cars and stamps them with his 'DC' la- 
bel. Recently, Aston Martin asked him to 
create a prototype automobile. 

Foley is no pushover either. He heads 
Titan's design cell and was responsible 
for the world's slimmest watch. He also 
designed Café Coffee Day's logo and in- 
teriors, a robotic arm for industrial use, 
and Wi-Fi product Vaayu. 

For the jury, including 
H. Kumar Vyas (See 'The 
Jury on page 56), the 
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| 1991-95: Finds his 
calling: design of capital 
equipment 


kd Desións machines for cotton carding, 
plastic injection, packaging, etc., 
designs biocular vision units, modular 
solar panels and CNC trainer lathes 


€ Gets the Good Industrial Design 
Award for a carding machine in 1994 


"o o o o o o o mo om o "o oUm o A oo o eww o em ee 


1988-90: Designs key telephone 
switching system 
for Meltron 





a passenger 
version and a pick-up 


€ mmo mom omo momo ooo momo omo ooo 


1985-88: sets up the styling section 
with the R&D department at Bajaj Auto, 
Pune. Works on decals/graphics for the 
| Kawasaki- 
Bajaj RTZ bike 
@ Sets up 
Design 
Directions 


DESIGNER AT WORK 








Graphics: ARPIT SHARMA 
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doyen of design in India; Tapani Hyvo- 
nen, an industrial designer of global re- 
pute; Hazra and William Harald Wong, 
choosing the best designer was a tough 
call as all the contenders were stalwarts. 
Foley was appreciated for his 

simple, sophisticated styling. “He g 
thinks ahead, can conceptualise |. 

and, more than that, has that abil- t 
ity to push technology," said Hyvo- 

nen. Chhabria, the jury felt, repre- 
sents the aspirations of a future, 








design-conscious India. His styling — esee 


is of international quality, but the 
exclusivity of his products makes | 


1996-2000: Designs CNC 


wirecut machines for Electronica 

Machine Tools, Pune 

€ CNC gear hobbing machines for 

Premier Automobiles, Pune 

€ Offset printing machine for Autoprint 

Machinery Manufacturers, Coimbatore 
e The Camlin Y2K, a 
multi-refilling ball-point pen, 
for Camlin, Mumbai 
@ Flawmark, Rotoprobe and 
Eddy current-based non- 
destructive testing systems 
for Technofour, Pune 


@ Miniblast transducers 
and electronic sounders 
for Weiler International, 
Pune (for Digisound, Germany) 


€ XL 600 fully automatic blood 
analyzer for Transasia Bio-Medicals, 
Mumbai 

€ Electronica Machine Tools receives 
'Machinist' award at IMTEX '98 for 
products designed by Gokhale 


him more ofan artist than a designer. 









| 


The most importantissueforthejury | 


was: what effect would design have on 
the market and, more importantly, for 
the client in terms of the competitive 


edge it would bestow? The ability of the | 
designer to position a firm or its client | 





vis-à-vis competition was important. | 
"That would mean that design would | 


perform its function to challenge tech- 
nology and not to follow it," said Wong. 
So what swung the jury in Gokhale's 


favour? The fact that his products have | 
the widest impact. The jury went back to | 





the basics, to the very definition of what | 


industrial design stands for — finding 
solutions for the masses. Compared to 
the others, Gokhale's had the most bene- 
fit for the largest number. With 140 prod- 
ucts in the market in 17 years, some of 


| adapt to change much faster," 


2000-till date: Packaging 
machine, Flexibag 250, for Hassia 
Redatron Packaging Machine, Pune 
(for IWKA Group, Germany) 


® Ice-cream machine, Soft Churner, 
for Shruti Industries, Mumbai 


€ Capnography and ultrasound 
machine for L&T, Mysore 


€ Dialysis machine that needs no 
power supply (Parenteral Drugs, Indore) 


€ Works on material recycling research 
project, Ecolink, for Tetra Pak. Ecolink, 
made from production waste, 
is a substitute for wood-based 
chipboards 


@ Designs and makes 
footwear made from 10096 
recycled paper 


€ Designs and patents an 
automatic toilet seat lifter 


€ Ambience Award 2001, Silver, 
for one-piece furniture category 


e Five ‘designed by Satish Gokhale’ 
products exhibited at MEDICA 2002 


them being exported to 25 countries, he 
was the unanimous choice of the jury. 
Cut to Pravin Dhole in Pune. He runs 
Technofour, an outfit that makes things 
like eddy current-based non-destructive 
testing (NDT) systems. He has got de- 
signs from Gokhale for over a decade. 
“Gokhale applies his learning in the 
manner of mix and match to come 
up with interesting solutions,” says 
Dhole. Recently, Tuboscope, a sub- 
sidiary of US-based $1-billion Varco 
International, placed a global tender 
for three NDT machines. Technofour 
threw its machines into the ring. “When 
they saw the machine..., they said they 
hoped the machine worked as well as it 
looked,” says Dhole. Technofour bagged 
the contract. Gokhale's design had given 
it the edge to compete globally. 
"Materials excite me. I have devel- 
oped a reference library of hundreds of 
materials," says Gokhale. He keeps in- 
troducing his clients to ways of making 
products that not only look better, but 
also work better. "Most of my clients are 
from the small scale sector; they export 
their equipment internationally in an in- 
tensely competitive market; so they 
says 
Gokhale. For yet another of his clients, 
Gokhale approached 3M for some Very 
High Bond (VHB) tape to use to stick to- 
gether injection moulded sheets. 3M 
wasn't sure whether the tapes could be 
put to that use. So, Gokhale himself sub- 
jected the tape to extensive testing. The 
VHB tapes worked and, thanks to 
Gokhale, 3M has found wider applica- 
tion for its tapes. Well, that's Gokhale. Wi 
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Businessworld, India's No. 1 business weekly now has the largest combined 


circulation in Delhi, Mumbai, Kolkata, Chennai, Bangalore, Hyderabad, Ahmedabad 


usinessworl 


‘Fortnightly magazine. "Source - Based on ABC area breakdown statement Jul 


and Pune. Making it the preferred business 


magazine in major metros. 








BEST CONCEPT DESIGN: THE RAPTOR 


Concept 


Functional, sleek and futuristic. Th 


NAMAS BHOJANI 


Winner: Neil Foley, Bangalore 


Profile: Neil Foley, 31, works for Titan in Bangalore. He also has a 
range of lifestyle products under the name Neil Foley Designs. 
Trained at NID, Neil regularly participates in international design 
competitions. The thoughtful and reticent Neil believes that integrity 
and honesty towards design is the most important success factor 
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Rocking chair: 


Bellow 
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e Raptor is just the 


GINA SINGH 


HINK Raptor, and what’s 
the image that leaps to 
mind? A nasty, brutish 
creature, designed for 
survival in the Jurassic 
Age, the feared velocirap- 
tor. Now try this, a bicycle 
called the Raptor. Oh, how cute can we 
get? Well, the Raptor isn't like any cuddly 
or cute dino toy. And while it may not 
lacerate flesh (or inspire Crichton), the 
modern day Raptor still looks lethal 
enough to make other bikes cringe. 

This double-seater bike has two 
wheels and can be run on electricity or 
pedal power. Both seats have the same 
controls, pedals and a steering column. 
The chains have a free wheel mecha- 
nism so while one person pedals, the 
other can relax. The main structure is 
made of telescopic aluminum alloy 
tubes that can be collapsed to reduce the 
bike to half its size. Essentially, the rear 
driver's seat can be folded to make the 
bike a single-seater; this also allows it to 
be converted into a goods carrier. The 
Raptor has a hood that's aerodynamic 
and helps it slice air at high speeds. 

Thirty-one-year-old Neil Foley des- 
igned the Raptor. All three products sho- 
rtlisted in the Best Concept Design cate- 
gory from more than 24 entries are his. 

Concept Design entries 

included automobiles, a 

concept for low-cost 

housing for the poor and 

student entries for 
concepts for FMCG 


Sewing machine: 
Hemit (shortlisted) 








Design 


mean machine that can fire Spielberg's imagination 


Winning product : 
The Raptor 


Profile: A city bicycle for 
two with controls for both 
the seats. It is covered by a 
light canopy to protect 
riders from the elements. It 
runs on both manual as 
well as electric power. It 
can be collapsed to half its 
size so that it becomes a 
single-seater 


and consumer durable products. Be- 
sides the Raptor, there's Hemit and Edge. 
The Hemit is a design of a sewing ma- 
chine. It is made of Derlin, an engineer- 
ing plastic, while glass-filled ABS, a new 
generation plastic, has been used in- 
stead of metal. So the Hemit has half the 
weight of ordinary machines. It has a 
foot accelerator that can be run on elec- 
tricity or manually. The Edge is another 
bicycle. It has a modular design; the 
components are standardised to reduce 





Cycle: Edge 
(shortlisted) 
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inventory manufacturing costs. The mo- 
dular structural components slide onto 
one another easily so that the bike can 
be assembled effortlessly. The Edge is 
unisex — the front carbon rod can be 
placed in such a way that the assembly 
makes it a womens bike. 

Globally, concept design is hot today. 
It is the expression of the designer's cre- 
ativity and skill when he does his own 
thing. Concept design is one of the most 
keenly watched and 
competitive areas in 
design — a breakthro- 
ugh concept that can 
be manufactured can 
always be a potential 
bestseller. “No desig- 
ner will make somethi- 
ng far removed from 
reality. Designers are 
pragmatic as they work 
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on products from the user's point of 
view. So each of my products can go into 
mass manufacturing," says Neil. So what 
is it about the Raptor that it edged out 
the Hemit and the Edge? "It is pathbre- 
aking; it stretches the imagination to a 
possibility not associated with a conven- 
tional bicycle," says jury member H.K. 
Vyas. The Raptor has the kind of appeal 
that might just get Spielberg interested. 
It has become common for multina- 
tionals to look for products that are func- 
tional and look futuristic. Take a look at 
Ludwig's lighting systems Tube and Dojo 
to get a sense of that. Companies like 
Sony and Braun even hold contests in 
concept design to spot new bestsellers. 
Neil spends a lot of time sketching, 
working on the renderings and visualis- 
ing products. “I look at products that can 
stand possibilities ahead." Sure thing, 
Raptor-man. ^" 
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BEST AUTOMOBILE DESIGN: TATA INDICA AND KINETIC NOVA 





2 Automobile 


The successes of the Tata Indica and the Kinetic Nova 
mark the beginning of a new design trend in India 


Winner: Tata Indica 


Profile: The car for the masses. Designed by a team of Indian 
(nine Indian designers) and international designers. Modular de- 
sign allows the car to be adapted into a hatchback, sedan or an 


estate. The Indica is also exported to Rover to be sold in the UK. 


GINA SINGH 





EN years ago, the 
thought of instituting an 


award in this category for 


vehicles designed in In- 

dia would have been in- 

conceivable. But over the 

last decade, the the In- 

dian automotive sector has gone 

through changes that are nothing short 

of dramatic. Till the mid-1990s, almost 

all automobiles being mass produced in 

India had been conceived abroad and, 

consequently, were not designed with 
the needs of Indians in mind. 

So the cars were Ambassadors de- 

signed in the UK by Morris in the 1950s, 
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Telco executive director V. Sumantran next to the winner, Tata 


Indica (R). Indica's design was adapted to build the Indigo (L) 


Premiers designed in Italy by Fiat in the 
late 1960s, and Marutis designed in 
Japan by Suzuki in the mid-1980s. 
Among two-wheelers were the Bajaj 
scooters originally designed by Piaggio 
in post-World War II Italy, the Enfield 
motorcycles (authentic iron from 1950s 
England), and the Jawas and Yezdis of 
Czech origin. 

Marutis were reliable but mostly too 
small to accommodate the Indian fam- 
ily. Ambassadors could carry the family, 
cat and dog included, but were wanting 
on the reliability front. It was this that led 
Tata group chairman Ratan Tata to think 
of building "a car that will provide the 
space of an Ambassador at the price of a 
Maruti (800)". Thus, in 1996, was born 





the idea of the Indica. Tata Engineering 
and Locomotive Company (Telco), a 
Tata group company and India's biggest 
manufacturer of commercial vehicles, 
was given the task of building the car, 
then referred to as Mint. There was just 
one glitch: Telco knew nothing of build- 
ing passenger cars. 

On the two-wheeler front, the 1980s 
saw quite a bit of action. All the big 
Japanese motorcycle companies — 
Honda, Suzuki, Kawasaki and Yamaha 
— set up joint ventures with Indian com- 
panies and were producing 100 cc 
econobikes of Japanese design. These 
pushed out the earlier-generation work- 
horses, the Rajdoots and the Yezdis. But, 
in course of time, some of the collabo- 
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Kinetic Motor Company joint managing director Sulajja Firodia Motwani 
(right) and head of design Ravindra S. Patil with the Kinetic Nova 


rations hit the bumps and the Japanese 
partners decided to get off. That left a 
few Indian companies with production 
capacity but no product in the pipeline 
and Kinetic Motor Company, which had 
been producing scooters in collabora- 
tion with Honda, was one of them. The 
Kinetic Nova was designed to solve that 
problem for the company. 

So the two winners of the Business- 
world-NID Design Excellence Awards 
2003 in the automobile design category 
were born out of completely different 
needs but prove one simple point: de- 
sign is not something that is beyond In- 
dians. The jury judged the contenders 
on aesthetic appeal, ergonomics, tech- 
nical performance, market response 


MAGAZINE OF THE NEW ECONOMY 











and environmental friendliness. 

The Indica was adjudged the winner 
in the four-wheeler segment for a num- 
ber of reasons. For one, it looks smart. 
According to the jury, the styling is con- 
temporary and compares very well with 
the competitors. Ratan Tata may have 
not got exactly what he wanted — the In- 
dica costs a touch more than the Maruti 
800 and has a bit less interior space than 
the Ambassador — but it manages to get 
sufficiently close to its objective. The 
body shell is modular and can be built as 
a hatchback, sedan or estate. The design 
of the engine block allows it to be 
adapted to three types of fuel: diesel, 
petrol and compressed natural gas. To- 
day, it is the second largest-selling car in 





DESIGN 
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Winner: Kinetic Nova 


Profile: The trendy scooter is a world class 
product. It has smooth, elegant lines. The 
Nova is light, ergonomically designed and 
easy to operate. Its key target customers 
are women and elderly people. The product 
was completely designed in-house. 


its segment in India. As for international 
acceptance, it has tied up recently with 
Rover of the UK to export cars to that 
country to be sold under the Rover mar 

que. Says Ravi Hazra: "The Indica signi 

fies the capabilities and commitment of 
the nation." 

The Kinetic Nova, says Tapani Hyvo 
nen, is an international class product. Its 
styling incorporates all mechanical 
parts within the simple lines. The 
scooter would be simple and easy to op 
erate for women and older people alike. 
The automatic start, the light weight of 
the scooter, space for storage, ergonom 
ics and comfortable seating for two were 
some of the features that the jury appre 
ciated. It is also exported to a number ol 
international markets. 

says Kinetic Motor Company joint 
managing director Sullaja Firodia Mot- 
wani: "We believe that a good product 
design can, in fact, help a company cre 
ate new product categories in the mar 
ket. A good product design is fundamen 
tal to sound automobile engineering 
and can further product development." 

The brief for Ravindra S. Patil, who 
headed the Nova design team, was to 
make a four-stroke gearless scooter with 
a target price of Rs 35,000. A five mem 
ber senior team of designers with 25 
members from the styling studio worked 
on the project to reduce the production 
cycle to 14 months. 

Today the Kinetic Nova sells in India 
as well as in the US, Europe, Latin Amet 
ica and Australia. Incidentally, it was way 
back in the 1970s that Kinetic had laun 
ched the Luna moped, Indias first geai 
less two-wheeler. 

In case of both the products, design 
elements have also allowed the com 
pany to reduce cost of tooling and man 
ufacturing significantly. 

[he jury specifically appreciated the 
depth with which the market was being 
covered by the two winners and their at 
tempt to go beyond just a basic product 
and offer terrific value for money 
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BEST GONSUMER DURABLE DESIGN: LG ART COOL AIR-CONDITIONER 


Consumer 
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Y High-calibre design intervention, 
especially in the way the pipe in the 
. split AC has been managed — 














Y Aesthetics. No other product in 
the market has such styling 






Da TM 


8 Gives flexibility in interior design 








3, from a 
: g A contemporary product 
.. company which uses design to cover 
. evety segmen of the market 
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_ Art, technology and years of research combine to give 
.LG Electronics a radically different product 





Winner: 





GINA SINGH 





T is easy to believe why the LG 
Art Cool air-coaditioner swept 
the Best Consumer Durable De- 
sign Award. It appeals to any- 
ones aesthetic sensibilities, 
whether you believe a good de- 
ulli sign is only about looks or about 
. something more. 
~The product, which comes ina range 
of different colours — gold, grey and 





blue is part of LG Electronics’ Whisen 


range of air-conditioners. You can either 
put it up on the wall or make it stand on 
the floor. "It is targeted at the segment of 
the market which is more discerning. As 
an architect, I certainly appreciate the 

flexibility 1 get in choosing colours to 
match the interiors," said Ravi Hazra, 
jury member, while choosing the winner 
from among the three finalists. 

It is rare that juries are unanimous in 
choosing a winner. Not here though. The 
jury felt the Art Cool air-conditioner was 
unique in its category. Undoubtedly, its 
unique selling point was its aesthetics. 
The LG Art Cool has a front inhalator, a 
three-way ventilator and a dual-tone 
colour, and still manages to retain a slim 
look. LG calls Whisen the world's only 
range of designer air-conditioners. "Let's 
face it, in India, air-conditioners are 
items of luxury and in that segment, if 

. theoption to express my personality or 
. makeastatement is given, it becomes an 
additional feature," Hazra said. 

. But that is not to say that the Art Cool 
is only about styling. As the jury went 
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_ Tange of air-conditioners. Accommodates a radical — 
_ New cooling technology in an elegant, slim form 


around examining its 
‘ducts, fans, placement of 
pipe and the way they 
were managed, it was 
sure it had a stunner, The 
LG Art Cool uses the 
unique plasma air puri- 
fying system (developed 
by the Korea Institute of 
Science and Technology) in its heat ex- 
changer to provide cool, clean air. 
Clearly, it must have been challenging 
for the company to accommodate a rad- 
ically new cooling technology in the 
more elegant, slimmer space. In fact, the 
company is extremely proud of the 
product, which is the result of years of 
research and development. 

Of course, design and aesthetics is 
the main factor defining consumer 
choice in countries like Malaysia and 
Singapore. Technology, Consumers as- 
sume, would be on a par with the best 
available. Indians, it seems, are no differ- 
ent. Art Cool was designed by Shim Kyu- 
Seung and Cho Yun- Young in Korea. And 
it has a ready market in India. Since Oc- 
tober 2002, when it was launched, it has 


sold 500 units despite a price tag of | 


Rs 55,000 for a 1 tonne unit and 


Rs 65,000 for a 1.5 tonner. That speaks of | 


the market maturity here. As Finnish 
jury member Tapani Hyvonen says: 
“The product could be sold anywhere in 
the world. It is a global product and the 
fact that it is being sold in India means 
that LG, after covering all segments of 
the market, feels that the product has a 
market in India.” 

The other products that made it to 
the Top 3 were the Diva iron from Philips 
and Amtrex Hitachi's Logicool i air-con- 
ditioner. In all, there were about 20 en- 
tries for this category, with the products 
ranging from air-conditioners, to irons, 
refrigerators, air-coolers, washing ma- 
chines and microwave ovens. 

While Diva, a dry iron, was created 
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for the Indian and the Chinese markets 
it was designed at the Philips Design. 
Centre at Pune. It has classic looks; it is. 
unlikely to go out of fashion soon. tis 
light and ergonomie, and distributes 
heatand poweruüniformally. | ^ 
The Amtrex Hitachi Logicool i air- 
conditioner has a graphical displayon 
the front grill to provide a readable dis- 
play at night. It also allows consumers to 
have. personalised settings through a 
lock-in password. It.has a smile grill 
rather then a typical square grill that __ 
gives ita greater visual appeal. The fury 
was appreciative of both products, T 
What drew their attention though. 
wasaproductthathasresultedinalmost. 
a paradigm shift in product design. And. —— 
that is the ‘air of elegance air-condi- 
tioner from LG. A —— 


CLOSE CONTENDERS — 












Amtrex Hitachi Logicool i: Graphical display - 
for night-reading; smile grill gives visual appeal © 


Philips Diva: 
Classic design; is 

light and handles _ 
ergonomically 
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BEST LIFESTYLE PRODUCT DESIGN: TITAN EDGE 





‘Lifestyle 


It is not just the looks, but the hard-core research 


Michael Foley, the designer (left), and Bhaskar Bhat, CEO of Titan industries 


et 










Photographs: DINESH KRISHNAN 


Winner: Edge 


Profile; Designed by Michael Foley, the slimmest 
watch in the world is just 3.5 mm thick. Available 
in 13 variants, Edge has been certified by the 
Swiss horological testing agency 

Chronofiable SA 
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GINA SINGH 





T took four years of intense R&D 
to produce the world's slimmest 
watch. First, manufacturing fea- 
sibility studies were conducted, 
then a series of trials were done. 
That was followed by prototyp- 
ing and technological develop- 
ment. Only then was this horological 
marvel unveiled to the world. And all this 
was done not in Switzerland, not in 
Japan, but right here in India. 

The Edge from Titan Industries, Indi- 
as largest watchmaker, is just 3.5 mm 
thick and beats the Swatch slim by a 
good 0.5 mm. And this world record was 
good enough to have the Businessworld- 
NID Design Awards jury nodding appr- 
ovingly. "The Edge is a world-class prod- 
uct. And it speaks of the design capabili- 
ties of the country," said a visibly im- 
pressed Tapani Hyvonen. As the jury 
comprising Hyvonen, H. Kumar Vyas, 
Ravi Hazra and W. Harald-Wong ex- 
plained, the challenge to set an interna- 
tional benchmark had made Titan invest 
alotin technology and product develop- 
ment — a major function of design. 


Qo 








Til 


aT 


The Edge, though essentially made 
of stainless steel, comes in 13 variants 
and is water resistant. Functionality 
combined with good looks and a time- 
less aesthetic appeal tipped the scales in 
favour of the Edge. As Hyvonen said: 
“Good design speaks for itself.” The 
other members concurred. It was not 
only the aesthetics that defined its supe- 
riority, but also the engineering that 
wentinto making it the best in its class. 

The jury was all the more apprecia- 
tive of the watch as it believed that when 
a company enters a technologically ma- 
ture industry, the defining challenge 
would be design. Titan had changed the 
marketplace by introducing various col- 
lections, sometimes with as many as 100 
designs in a year. 

While the ultra slim watch had the 
winning edge, Titan Industries had yet 
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s Edge 


another contender which 

set its own standards: Fastrack, 

the young, trendy and affordable 

range with alternatives in wrist straps. A 

fashion accessory, the entire collection 

has a very contemporary global look to it 

and yet is eminently affordable. Fastrack 

was launched by Titan to counter the 
onslaught of global brands in India. 

Both the products attempt to rede- 
fine the wristwatch as an accessory that 
makes a strong personality statement. 

If Titans watches stole the thunder, 
jewellery from Peakok also glittered. 
Simple and sophisticated, the 18-carat 
gold jewellery under the Carbon brand 
impressed with its elegant lines. The Per- 
sona collection in this range moved 
away from the chunky Indian jewellery 
and was targeted at men who would be 
tempted to gift the range to the special 
women in their lives. The designs basi- 
cally captured five different facets of a 
woman — the nurturing, the bold, the 
sensual, the innocent and the enigmatic 
— thereby helping the man communi- 
cate his feelings. The packaging was as 
much appreciated as the product. 

The other entries in this category 
ranged from lamps and music systems 
to furniture. It was tough to compare 
such disparate products, but ultimately, 
itwas R&DthatwonthedayforEdge. Wi 


CLOSE CONTENDERS 


the youth 


Titan Fastrack: 
Trendy and sporty — 
the perfect watch for 


Carbon jewellery: 
Elegant, minimalist 
style — Carbon 
complements all 
facets of a woman 
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BEST FMCG PACKAGING DESIGN: JOHN PLAYERS SHIRTS 


Y Allows for easier display — 
both by hanging as well as by 
stacking on racks 


8j It is easy to stack one pack over the other 


GINA SINGH 





ON'T judge a book by 
its cover, it is often 
said, but most con- 
sumers instinctively 
reach out for a prod- 
uct that is packaged 
well. Given the clutter 
in the marketplace, innovative packag- 
ing is a simple way of standing out. And 
that's just how tobacco giant ITC marks 
its entry in the apparel sector. Its John 
Players shirts come in an imaginatively 
designed pack that should have the 
shopper stopping to take a second look. 
No boring paper cartons from which the 
shirt has to be pulled out. Instead, ITC, 
the company which created the pack, 
lets the product (in this case the shirt) do 
the talking. A transparent, plastic shell 
not only showcases the shirt, but also 


protects it from dust and repeated han- 
dling by consumers. Thanks to a lock 
made of paper and plastic, showrooms 
will also have the flexibility to either dis- 
play the shirts by hanging them, or by 
stacking them on racks. And what does 
this packaging cost? Just Rs 12 a piece! 

“I have never seen such innovative 
packaging for a shirt," exclaimed highly- 
acclaimed Finnish product designer and 
jury member Tapani Hyvonen. Jury 
members were also impressed by the de- 
sign of the packaging, which allows for 
two shirts to be stacked in a way that it 
occupies the space of one while facilitat- 
ing cartage and storage. The neat and 
simple lines and muted colours, too, 
drew applause. "The conservative col- 
ours and clean graphics provide product 
details simply without clutter," noted 
William  Harald-Wong, another jury 
member, approvingly. Not surprisingly, 


DILEEP PRAKASH 





Chittaranjan Dhar, MD, ITC 
Apparel Business 
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gone into the packaging as the product itself 


John Players romped home the winner. 
Among the other entries received in 
the category of best FMCG packaging, 
those which made a favourable impres- 
sion on the judges included the one de- 
signed by Ray and Keshavan for Hima- 
laya’s Chyavanprasha, dCell’s design for 
Birdys chocolates, Hindustan Lever's 
two-in-one packaging for the Fair & 
Lovely face and body talc and Incubis's 
entry for the packaging of Shriram Pis- 
ton and Rings. Each entry made a state- 
ment. Take Himalaya's Chyavanprasha. 
It stands out because of its interesting 
shape, clean graphics 
and bright colours. 
The eye-catching or- 
ange bottle attracts at- 
tention immediately 
and the teal cap is in 
keeping with Hi- 


Shirts 


Company: ITC Apparel 


Business 


JOHN PLAYERS 


GI = 


LAYERS 
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Winning product: 
John Players 





malayas primary brand colour palette. 
Similarly, the Birdy's brand of choco- 
lates decided to change the brand to po- 
sition it as a premium product based on 
the quality of the product. The packag- 
ing was done just in time to launch the 
product in the festive season. The look 
was designed to showcase after-dinner 
chocolates as bedtime classics. The 
chocolate box was designed using 
colours reminiscent of expensive and 
much-loved books. And these boxes 
were a series of ‘chocoliterature’, which 
could be retained for later usage. 
The jury made a 


special mention of 


Shriram Piston and 
Rings. A company in 
such an area would 
not normally pay 
much attention to 
branded product 
packaging, but in this 
company’s case, all 
the design elements 
were incorporated in the packaging. 
Though technically, this product doesn't 
qualify in the FMCG packaging section, 
its packaging made such a strong im- 
pression on the jury that an exception 
was made and the entry accepted. 
Similarly, having the Fair & Lovely 
face and body powder in a single pack 
was a brilliant idea. The bottle has aes- 
thetic appeal and is consumer friendly 
as well. The design makes the bottle easy 
to hold and provides for ease of dispens- 
ing. Also, the two talcs are kept in differ- 
ent compartments in the same bottle 
and they do not mix. The bottle looks 
like a woman wearing a sari. Its slender 
middle portion makes it easy to hold and 
the curved portion on top makes sprin- 
kling easier. The two different colour 
flips signify the two different powders. 
Each category was judged on the 
dramatic impact it made on the segment 
it represents. And there was complete 
agreement on the John Players shirt 
packaging as the best design. * 





CLOSE CONTENDERS 


Himalaya - Chyavan- 
prasha: Interesting 
shape, bright colours 
and clean graphics 





HLL - Fair & Lovely 
face and body talc: 
Pleasing aesthetics 
and easy to use 


Incubis - Shriram Piston and 
Rings: Despite being in a category 
where little attention is paid to 
packaging, this is an exception 


dCell - Birdy's 
chocolates: 
Chocolates that 
look like classics 
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Acquaint yourself with the group of international and 
Indian design consultants and academics who 
deliberated on the entries and decided the winners 






Naushad Forbes 
MD, Forbes Marshall 
Education: Ph.D. in Industrial 
Engineering, Stanford University 


Photographs: DINESH KRISHNAN 


CONTRIBUTION TO DESIGN: 
Has jointly published two pa- 
pers: "From Followers to Lead- 
ers: Managing Technology in 
Newly Industrialising Countries" 
2002, Routledge, and “Manag- 
ing R&D in technology — Fol- 
lowers" (Research Policy, Vol. 
29, 2000). 


^Indian companies that 
have used design have 
found that it is design which 
gives them an edge." 





I M d SANJIT KUNDU 
LY y bi v 


PHP TT 


Nick Woodley 
Senior Designer 
Native Design, UK 
Education: Ravensborne Col- 
lege of Design and Communi- 
cation, London 








Executive MD, Korea Institute of 
Design Promotion 
Education: Educated at MID, 


/ Seed ATEN USA CONTRIBUTION TO DESIGN: 


Just 27 years old, this promis- 3 
ing young designer has al- iN 
ready worked with many com- 
panies including HR Compaq, 


CONTRIBUTION TO DESIGN: Is 
an affiliated professor of design 
. atthe International Design 

= School for Advanced Studies, 


; ] ; ^e, i 
Korea. Has also been a juror on Siemens, Kodak, JVC, Pio- y. 
the industrial arts objects neer, Marantz, 3Com, B&W Hp 
authentication committee. Loudspeakers and Epson. 

bu uU 
"Good design crosses all Ü Ez ^We need to encourage GIO A 
borders and is universally «*«- " design activity everywhere ie iy | 
accepted” in the world." a 
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H. Kumar Vyas 
Industrial Designer and founder- 
director, NID-Ahmedabad 
Education: Central School of Indus- 
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trial Design, London | | * 
CONTRIBUTION TO DESIGN: Widely 
acknowledged as the father of Indian W. Harald-Wong 






design. Formulated and headed the 


Principal and Design Director, 
first faculty development programme 


William-Harald-Wong & Associates 


















in product design at NID. RIBUTION TO DESIGN: 

" Design's primary reason is to Founded The Design Alliance, a col- 

look into the future for that idea laborative network of Asian design à 

which has not been articulated." consultancies. Heads Moment Font | 
: Studio which researches and docu- — | 


ments traditonal motifs throughout. 
Southeast Asia. 


"Good design is good business. . 
Good design in most cases is the 





choice." 












SS 
N^ 
MD, ED-Design Ltd, Turku, Finland . 
Education: Graduated as an indus- | 1 WL 
trial designer from the University of N 
Art and Design, Helsinki. Pod CY 


CONTRIBUTION TO DESIGN: Member 
of the Design Leadership Programme 
at The Department of Product and 
Strategic Design at The University of 
Art and Design, Helsinki. Was a jury 
member for the Finnish Design Man- 
agement Award, 1992. 









Faculty at the Industrial Design Cen- 
tre, IIT-Bombay 

Education: Graduate studies in 
Urbanism, University of Montreal, 
Canada 


CONTRIBUTION TO DESIGN: Has 
guided over 200 projects in architec- 
ture, product design, environmental 
design and visual design both at un- 
dergraduate and postgraduate levels. 
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T was a year ago, in June 2002, 
that Businessworld and the Na- 
tional Institute of Design (NID), 
Ahmedabad, came together to 
encourage excellence in design- 
ing for the corporate sector. As 
T most design awards are focussed 
. on concept designs, these awards have 
_ been instituted exclusively to recognise 
- the contribution to industrial product 
. .. designing for the Indian market. Soon 
... afterwards, a core committee compris- 
-ing BW and NID representatives was set 
up to decide the categories in which the 
"awards would be given. 

on Because this would be the first year 
.. of the awards, it was decided to limit the 
, number of categories to six. These were: 
- Best Automobile Design; Best Indian Lif- 
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Selection 


estyle Product Design; Best Consumer 
Durable Design; Best Indian Concept 
Design; Best FMCG Packaging Design 
and Best Indian Designer. The commit- 
tee believed that these categories were 
leading design innovation in India, 

This was followed in September by a 
detailed two-day brainstorming session 
at NID-Ahmedabad to finalise the evalu- 
ation criteria and the terms and condi- 
tions for the applicants. Assessment 
standards included weightage for er- 
gonomics, aesthetics, technical specifi- 
cations, environment-friendliness and 
mass market appeal. It was also decided 
to select the winner in each category 
through a two-step process. 


In the first round, applications were | 


invited in the six categories on a speci- 


the philc SODA 
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NID, which used three visual metaphors while 

a designing thisicon; = — ce c 
| BIRD-LIKE FORM: The organic im suggests gouh. uu 
- tis poised to lift off to attain greater heights. Th i 
* .as a metaphor also reflects freedom — the freedom : c 
|. from biases while evaluating entries. That further rei 
| erates the notion of openness. Strength and f mnes: 
.of purpose 5e > are communicated eun the b e Po dness 





fied form. All candidates had to enclose 
CDs containing pictures of their prod- 
ucts, along with a description explaining 
their salient features. Only those prod- 
ucts commercialised in 1998 or later 
were allowed to participate in the com- 
petition. The applicants were also re- 
quested to provide the sales figures of 
each product after 1 January 2002, to as- 
sess its commercial success. Those ap- 
plying in the category of Best Indian De- 
signer were asked to submit the details 
of up to five products from their portfo- 
lio of the last three years. In total, around 
100 entries were received in the six cate- 
gories from all the major plavers in each 
segment, global as well as domestic. 

Theentries were sent to a panel of In- 
dian and international jury members 
(See pages 56-57) selected by 
NID in consultation with BW. 
Each member was requested 
to assign a score (maximum: 
100) to each product after as- 
sessing them on the prede- 
cided evaluation criteria. 
Their scores were collated by 
BW in Delhi. After this, the Top 
Three in each category — ex- 
cept the five products under 
the Best FMCG Packaging 
Design category -— were 
shortlisted. 

For the second round, the 
applicants were asked to sub- 
mit the actual products for the 
final meeting at the NID cen- 
tre at the Footwear Design & 
Development Institute at 
Noida on 9 June, 2003. The 
meeting was attended by four 
jury members. They arrived at 
a winner in each category by 
consensus. BW and NID par- 
ticipated only as observers to 
uphold the spirit of indepen- 
dence of the jury and the 
award selection process. The 
jury decided to select two win- 
ners in the Best Automobile 
Design category as it felt that 
two-wheelers and four-wheel- 
ers needed individual atten- 
tion. The Businessworld-NID 
Design Excellence Awards will 
now be held annually. E 
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The author is co-founder SonicRim, a San Francisco- and Columbus, 
Ohio-based user research company 


As global companies reach out to 
emerging markets, they need to inte- 
grate local ideas into product design 


Dictated 
Design 


HE success of many products and brands is often 
intricately tied to the vision and sway of one or two 
leaders at the helm of the organisation. CEOs such 
as Howard Schultz (Starbucks coffee), Meg Whit- 
man (eBay) and Richard Branson (Virgin Atlantic) 
have inspired those who dream about making a difference in 
the marketplace. But reliance on only the leader's vision can of- 
ten become a liability when viewed from the perspective of the 
long-term sustainability of the business. To replace this over- 
dependence on key individuals, user-centred innovation 
methods and team leadership models are emerging as viable 
alternatives for companies. 

Successful companies make it a priority to continuously 
cultivate and refine their understanding of how their products 
are interwoven into their consumers lives. Such organisations 
are able to quickly adjust their products, services and brand 
promises to address the evolving needs of their users. This bal- 
ance — between making a promise through branding and mar- 
keting and delivering value through product innovation — is 





highly dependent on a singular vision of the experiences con- 


sumers seek around the products they use. 

The research approach used to drive product innovation is 
based on identifying opportunities for influencing the experi- 
ence of product use well before a product is in the design devel- 
opment stage. This is commonly referred to as user research 
and is typically conducted by multi-disciplinary teams from 
the fields of psychology, design, marketing and anthropology, 
each with its own view of the world. Members of the user re- 
search team observe and interpret the everyday experience of 
target consumers from different vantage points. Then, collec- 
tively, the team identifies core motivations and aspirations be- 
hind the use of products. This understanding helps define the 
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user-experience criteria for design and is 
rooted in consumers' real world needs as op- 
posed to managers' competitive, marketplace tactics and as- 
sumptions. The investment in user research can also be viewed 
as an insurance policy for companies to minimise the risks as- 
sociated with new product development. 

"Participatory Design" (PD) is another approach that is 
gaining the attention of companies in Europe and the US. PD is 
the assessment, design and development of technological and 
organisational systems. It encourages the involvement of end- 
users of a system in the design and decision-making processes. 
In simple terms, PD integrates the ideas of various stakeholders 
into the design conceptualisation process. 

As part of PD, consumers are invited to project future expe- 
riences they desire to have within the environment in which a 
product is used (for example, ideas for ideal cooking experi- 
ences of the future). These consumers are given creative tools 
such as collage-making kits or model-making blocks to express 
their aspirations for ideal world experiences. Similar activities 
are also conducted with design, marketing, engineering and 
manufacturing teams within the company’s organisation. By 
integrating the ideas of distinct stakeholders, user researchers 
are able to establish design criteria that help synchronise con- 
sumer needs for a desired experience (around the product) 
with the company’s need for vision and future profitability. 

Companies that have a history of continuous innovation 
have recognised the need to encourage the imagination oftheir 
stakeholders. To emulate these corporates and establish a cul- 
ture of innovation within a business, it is important to first re- 
spect the fact that even people not trained to think creatively 
are capable of dreaming about their own future or about the ex- 
periences they seek in their everyday lives. The ideas of ordi- 
nary people can be harnessed and extracted using creative re- 
search methods that ultimately result in enhanced intuition, 
thus providing the management team a unique view into con- 
sumers' unmet needs and gaining access to the tacit dimen- 
sions of their everyday experiences. 

This emerging user research culture has profound implica- 
tions for companies that want to take advantage of emerging 
markets' sustainable consumer base. New products must take 
into account unique cultural, behavioural and other contex- 
tual facets of people's everyday lives. In the past, when global 
companies introduced new products into emerging markets, 
their approach was simple: market and sell products that were 
past their prime in developed countries while cosmetically ap- 
pealing to the local flavour of the market. Because many global 
companies view this as an asset amortisation process (from 
one market to another as opposed to new product develop- 
ment) few global companies invest in the type of user research 
that normally goes into the conceptualisation of new products. 

But in today's environment, such a simplistic market ap- 
proach will not work, reinforcing the need for integrating in- 
digenous ideas into the design conceptualisation process. This 
also provides consumers in emerging economies the power to 
demand customised solutions that meet their unique needs. 
While the fame of global companies gets them inside the door, 
they can establish long-term relationships with local markets 
only through user-centred innovation. a 
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From the leader in camera and print technology comes the ultra-convenient Canon Camera Direct. 
This powerful innovation lets you shoot and print high-resolution photographs anytime and 


a linis anywhere, simply by connecting a Canon digital camera to a Bubble Jet Printer. For instance, 


Digital IXUS | 
" capture an image with the stylish, 4-megapixel IXUS 400. Featuring a 3x zoom, the IXUS 400 is 





powered by DIGIC, Canon's revolutionary digital imaging processor that vastly improves 

image quality. Connect it directly to the beautiful Canon i70, a portable photo printer that offers 
: 

true desktop performance wherever it's operated; it can even output brilliant, A4-size 


borderless prints. No PC. No processing lab. No waiting. Just beautiful photographs instantly. 


Exif Print «€ 


Call Canon at 1600 33 33 66 or log on to printers.canon.co.in 


South East Asia Regional Headquarters: Canon Singapore Pte. Ltd. 79 Anson Road #09-01/06 Singapore 079906. India Office-Canon India Pvt. Ltd., 
Neela Ganan Mandi Road. Mehrauli. New Delhi-30. 


Photo Printer with 


optional cradle Sumbi 
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Multi-utility cellphones and the need for user-friendly 


SHELLEY SINGH 


OUR cellphone beeps 
as you are working on 
your desktop. Your 
daughter has just sent 
the picture of the paint- 
ing that won her an 
award in school. You 
now face a download nightmare, made 
worse by a small display, poor colour 
contrast and a pixelated image. 

Before you start cursing the phone- 
maker, think of the contents of your 75- 

gramme cellphone. It has voice, data, 
pictures, a digital camera, video and 
multimedia messaging capabilities, a 
Web browser, a long-lasting battery and 
much more. 

For easy access to all these features, 
your cellphone needs good interface de- 
sign. That's geek speak for human-ma- 
chine interface. Or, as it is now begin- 
ning to evolve, even machine-to- 
machine interface. It ensures you are 
able to access and run the features on 
your machines — in this case your cell- 
phone — in the most convenient and 
efficient manner. 

The future of interface design is 
directly related to the complexity of 
the machines that humans as well 
other machines will need to interact 
with. Hence, though a new disci- 
pline, it is already spawning super- 
specialisations like usability engi- 
neering (See 'Hot new jobs). Inter- 
face design pertains specifically to 
websites and tech products with em- 
bedded software such as cellphones, 
ATMs and washing machines. The 
canvas only grows bigger by the day. 

Indias skills in software develop- 
ment make interface design hot 
property. But evolving into an inter- 
face design specialist requires skills 
beyond just software development. 
Says Infosys Technologies' senior 
consultant (User Design Group) Srid- 
har Dhulipala: "An interface designer 








isa designer or an artist, anengineerand | 
a cognitive psychologist or a language | 


specialist who, at the core, is someone 
with a clear focus on solving a problem 
from a users perspective.” Such skills are 
still in short supply in India, where even 
product designers and managers have 
so far passed off as interface designers. 
International interface design spe- 
cialist Jakob Nielsen predicts that in four 


years India will need about 60,000 us- | 
ability engineers, developing and testing | 


A feature-rich cellphone 
displaying a number of 
services 


Design challenge: Better display, user- 
friendly keypad, efficient menu access to 
applications, few navigation keys, fast 
video display. 

Future: Stylus-based, 10- language voice 
interface and bigger display. 









out interfaces for software products. Hu- 
man Factors International (HFI) is a US- 
based user-centred design company. Its 
CEO Eric Schaffer says: "India has 
proven itself in the programming arena. 
Code-writing skills are well known, but 
what they lack is interface design skills 
— the edge where programming prod- 
ucts meet users. Code-writing is increas- 
ingly becoming a commodity, hence it is 
important for India to get aggressively 
into interface design." Schaffer himself 
is based in India, eyeing the growing op- 
portunity here. 

The significance of interface design 
has caught on fast in the West. Ten years 
back, Microsoft Corporation had seven 
interface designers. Today, the team is 
300-strong. And HFI specialises largely 
in interface designing. 

In India, too, corporates are waking 
up to the opportunity. HP Labs India is 
developing interfaces for products in 
emerging markets. Its projects include a 
better ticketing interface for Indian Rail- 
ways that will cut queues and save time. 
Says HFI's Schaffer: "Four years back, 

companies like Infosys, Mahindra and 
Mahindra, Wipro and Tata Consul- 
tancy Services were clueless about us- 
ability engineers. These are guys who 
test out interfaces (made by their 
clients). Today, all have separate de- 
partments, with companies like HCL 
boasting of 10 interface designers." 
This huge field even encom- 
passes bathroom taps. However, our 
story will only address categories 
where interface designing has pro- 
gressed significantly on the maturity 
curve. We take you through websites, 
mobile phones, operating systems, 
and miscellaneous other products. 


Websites 


Who killed all those dotcoms? 
Nielsen has identified one culprit: 
disappointing websites. Companies 
drew users to their sites with expen- 
sive promotions and then lost them 





Clutter 


websites herald the era of Interface Design 


because of ineffective interfaces and bad 
service. Many of them were just too diffi- 
cult to use. 

HFI's Schaffer and HFI India manag- 
ing director Apala Lahiri Chavan say 
practically all websites are revamping as 
their interfaces are too clumsy. They be- 
lieve that each website requires a careful 
business analysis. Take an online book- 
store, where all the steps have to be put 
in a workflow. These include search, se- 
lection, picking a shopping cart, review- 
ing the choice, buying, payment op- 
tions, mailing address, delivery status, 
tracking number and confirmation. In 
all, this involves 6-7 screens. A good in- 
terface will try and achieve this in 2-3 
screens. Says Infosys’ Dhulipala: “We 
have to work towards minimising clicks 
so that the person does not get put off. 
Also, it is more about how a user can re- 
late to it. Speed is not of the essence, but 
a user should have a feeling of control. 
Even a pop-up menu can upset people 
by giving them a feeling of lack of control 
and they might drop off.” 

It takes up to three months to doa 
business analysis and understand the 
needs of the customer on a website in- 
terface and another three months to 
build the site. The steps include require- 
ment gathering, IT design, building, 


Steps to 
website 
interface * 
design : 
` groups 


* 


One Bose 
remote can 
handle four 


systems 
within a 
range of 65 
feet 


Future: The 
handheld might be 
the same but the 
system and 
speakers could be 
wire free — based 
on Wi-Fi. 


testing and deployment. "Twenty per- 
cent of the total effort is interface de- 
sign," reckons Dhulipala. The rush to re- 
vamp interfaces has almost become à 
flood. HFI, with its staff of 25 in India, is 
specifically engaged in revamping 
flawed sites. Says Chavan: "Earlier peo- 
ple could dump bad software on cus- 
tomers, but no longer. Today, this actu- 
ally translates into loss of business." 
Chavan cites the failure of Staples (a 
US-based stationery chain) initial web- 


DEPLOY: Product hits the market 
TEST: Usability tests 


BUILD: According to specs 
| IT DESIGN: Interface designers work with technology 


1 COMMUNICATION: Aspect of visual design, can you instantly 
locate what you want on a webstore? 


la USABILITY: Fit between user and technology 


' El REQUIREMENT GATHERING: Understanding user, client need 
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site, which didn't enthuse customers to 
buy online. "There were too many ele- 
ments on the landing page, like deals 
and discounts, to distract users. Also re- 
peat buyers had to log in details all over 
again, resulting in large dropouts," re- 
calls Chavan. The revamped clutter-less 
site now has catalogues minus distrac- 
tions. Post revamp, there were 40,000 
more visitors per month, a 63% decrease 
in the dropout rate and an average order 
size of $150, translating into a business 
of about $600,000 per month. 

Similarly, Citibank India’s site 
(www.citibank.com/india/suvidha) was 
redesigned as it had a high drop-out rate 
even among tech-savvy users. The rea- 
sons: the information was poorly organ- 
ised and there were too many banner 
ads. HFI claims that almost all banks in 
India are revamping sites. Its recent cus- 
tomers include HDFC Bank (www.hd- 
fcbank. com), where it is planning to 
make online transactions easier and 
ICICI Bank's site for NRIs (www.ici- 
cibank.com/nri). 

A revamped interface on a website 
may be good enough only for about two 
years. After that, it needs an overhaul to 
incorporate new features. These could 
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eamus Design challenge: Over 22 interactions HFI 

. changed the interface of staples.com, boosting - 
sales: by $600,000 per month and the number of. 
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be prompted by an 
panding business. For example, if an 
line stores volumes grow manifold, 
1 ul-conceived expansion could play 
havoc with the existing site. 


Mobile Telephones 


he mobile telephone is becoming more 
versatile and keeps adding new features. 
- Also, user needs vary — a business user 
"might want a single button access to 
~ Stock quotes, while a teenager would be 
X More comfortable exchanging ring- 
- tones, toons and pictures. 

_.. The navigation structure of the 
. phone is 80% of the design and this hap- 
"pens to be one of the biggest differentia- 
tors between a good phone and a bad 
. one. Ulrich Leiner, designer, Siemens 
* Mobile Phone Division, Munich, says: 
With today's technologies you cannot 
hrink the keypad too much. Any 
maller than this and it would actually 
sappear. Our objective is to optimise 
gation." On a cellphone, navigation 
bout guiding you easily to the task 
"want to perform. Says Schaffer: 
st phones today are examples of bad 
iterface. The features have to be practi- 
al, fast, accurate and useful so that they 
o. not require a training in rocket sci- 
nce to figure out." 

For cellphone interface designers, 
"software is not a big problem, but cus- 
- tomer demands for lighter, feature-rich 
- phones with long-lasting batteries do 
-pose challenges. "For a 60-year-old, 
_ small keypads can be tricky. Voice recog- 
nition will help him a lot. A stylus-based 
cellphone (a stylus is a pen-like device) 
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will help shrink the keypad. But for this, 
the displays have to be much better and 
have to be capable of handwriting recog- 
nition," says Leiner. The phones of the 
future will support 10 languages, have a 
stylus and offer faster frame speed (up 
from today's 10 frames per second) for 
better video experience. 

In fact, companies like Nokia do a 
user frequency analysis to take a deci- 
sion on the right interface design for the 
features required in different geogra- 
phies. Says Chavan: "A cellphone com- 
pany engaged us to study what colours 
Indians prefer and what software func- 
tionality might be sought.” Based on one 
such analysis, Nokia could soon be 
launching a password-protected mes- 
sage menu as demanded by youngsters 
who share their cellphone with their 
parents or siblings. Eventually, says 
Dhulipala: "It is the user who drives the 
change. He is at the centre while the 
product is designed keeping his needs." 


Operating Systems 
You have grown up using MS Windows. 


Are you now willing to replace it with - 


Linux? It's free. Plus Red Hat Linux 8.0 
(Bluecurve) enables a user-friendly in- 


A set-top box for CAS 
mayneeda separate | 
remote to operate 


The need of the hour is one. remote | 
to control the television, the CAS- 
set-top box and the DVD player 











terface. Your decision 
will probably depend 
on how easy it is to use, or, on how easily 
you can migrate. 

The PC's WIMP (windows, icons, 
menus, pointer) interface was invented 
in the 1970s at Xerox Parc. Not much has 
changed — except for the addition of a 
lot more bells and whistles — since Ap- 
ple introduced its Macintosh computers 
in 1984 and Microsoft came up with 
Windows , making it a near universal op- 
erating system until Linux began chal- 
lenging it. 

Windows continues to remain the 
world'sleading operating system, largely 
because of its focus on improving user 
interface. Brad Weed, the product design 
manager of Microsoft's Visual Interface 
Design Group, says: "Technology initia- 
tives, user research, business planning, 
design trends, branding and customer 
feedback go into the design process. MS 
Office is used by millions of people and 
has been around for a decade. Design 
change in this case must be limited, or 
else we would disenfranchise our cus- 
tomer base. But for products new to the 
market like XBox, design changes can 
come at a faster pace." Weed recalls a fa- 
mous example of interface change. Win- 
dows 95 usability studies showed that 
users had difficulty finding and launch- 
ing applications. Through interactive 
design and research, the Microsoft team 
settled on a mechanism dedicated to 
launching the most used features in 
Windows, now commonly known as the 
‘Start’ menu. 

Similarly, Office XP has introduced a 
new feature called Task Pane. It is like a 
dialog box that stays up next to the con- 
tent you are working on so that you can 
have full access to features like format- 
ting PowerPoint. Earlier, users had to 
open a dialog box, select an option and 
then dismiss the dialog box to see the ef- 
fect of their selected option. The Task 
Pane allows users to do this in real time 
without the need for opening and clos- 
ing dialog boxes. 

Almost 80% of PC users are locked 
into Windows. To overcome this mo- 
nopoly, new operating systems have a 
simple task before them: develop inter- 
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What you gain at the MATS University is 
not just knowledge but an edge over mediocrity 


MATS University, India’s first new-age holistic 
educational provider, has been established under the 
Chhattisgarh Niji Kshetra Vishwavidyalaya (Sthapana Aur 
Viniyaman) Adhiniyam, 2002. The university status has 
been accorded by the Government to the Jain Group in the 
name of MATS University. The MATS University will be 
conferring diplomas and degrees at Bachelor, Masters and 
Doctoral levels on eligible students. 


The Jain Group of Institutions started with the objective of 
providing quality education to youth. At present it is a 
conglomerate comprising 12,000 students and 15 entities. 
MATS University will enable the group in its avowed 
mission of nation building and social upliftment in world 
class settings. 
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* MBA (Specialization in Marketing, Finance, Human 
Resource Development and Entrepreneurship) 
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For further details and information contact: 


MATS UNIVERSITY 
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BANGALORE CAMPUS: 

MATS Tower,319,17 Cross, 25 Main, 

6 Phase, J P Nagar, Bangalore 560 078 
Voice:080-6532728 Fax:080-6532730 
Email:matsacademy@vsnl.net 


RAIPUR CAMPUS: 

MATS Tower, Pagariya Complex, Pandri, 
Raipur 402 002,Chhattisgarh 

Voice:077 1-5076287 Fax:0771-5076990 
Email:matsuniversity(Qvsnl.net 





Hot new jobs 


HE need for interface 
[e experts could 

create an estimated 
60,000 openings in the next 
four years. Riding on the 
nation's software reputation, 
Indian specialists can even vie 
for global opportunities. Says 
Eric Schaffer (L), CEO, Human 
Factors International (HFI): 
"India can use usability as its 
brand value and a 
differentiator. The Indian 
culture is tuned to thinking 
about others. And interface 
design is all about thinking about the 
need of others. People should have 
control of their devices and not live 
in an environment where software 
controls them." 

A traditional product designer is 
not immediately qualified to become 
an interface designer as the needs 
are different. The field is not just 
about designing a mobile phone, but 
also about understanding the uses it 
will be put to, apart from knowledge 
of the software. 

In the US and Europe, a number 
of universities offer courses on 
interface design. In India, says Apala 
Lahiri Chavan, managing director, HFI 
India: "Usability engineers are either 
graduates of the Ahmedabad-based 
National Institute of Design (NID) or 
the Industrial Design Centre at IIT- 
Bombay. NID is starting two new 
interface design courses in July. 
Hopefully this will help bring in more 
specialists." 

All major systems integrators, 
including Infosys, Satyam, MindTree 
and HCL Technologies, employ 
interface designers. Even the likes of 
e-commerce portals such as 
Rediffusion and Timesonline have 
such professionals on their rolls. 
"But," says Chavan, "many of these 
companies employ graphic designers 
for designing interfaces and rue later 
because these people are not trained 
for usability and interface design 
work." She adds: "Only now a need 
is being felt for specialists. This can 
be seen from the fact that almost all 
websites (particularly online banks 
and webstores) are revamping." 


faces that are easy to use. 


Other Products 


With the Conditional Access System | 
(CAS) likely to be implemented, a chal- | 


lenging task lies ahead. Which set-top 
box (STB) will you buy? Your decision 








could hinge on a number of factors. The | 


biggest hitch might be the need for a | 
third remote (for the STB), adding to the | 
TV and DVD remotes. The third remote | 
to control the STB is definitely a bad in- | 





terface. A universal remote for all three | 
would make life easier. Interface design- 


ers would suggest you opt for the STB 


that's simplest to use, with an interface | 
menu that is uncomplicated in allowing | 


choice of channels and selection. 

A fundamental principle of interface 
design is that in new products like the 
CAS box, the ‘learn’ and ‘use’ aspects 
have to be minimal. For instance, the 
first generation Nokia phone catalogues 
started with an opening line: “Your 
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thereby informing 
those switching on mo- 
biles. Take another new product: the 
Electronic Voting Machine (EVM), 
whose interface has to be scalable to ac- 
commodate new contestants and offer 
multiple-language interface apart from 
the symbols of contesting parties. “The 
learnability aspect is important in this 
case as some voters have a perception 
that EVM will give a shock on handling," 
says Dhulipala. 

Making different variants of inter- 
faces for different user requirements is 
one way of handling user interface prob- 
lems. The other option is the ATM way. 
ATM machines have standard tasks to 
perform, but they are frequented by a 
wide spectrum of users. An ATMs inter- 
face has to cater to a wide spectrum of 
users and also ensure secure transac- 
tions. To a great extent, this has been 
perfected with twin password access, a 
PC desktop-sized screen, multi-lan- 
guage capability and a user-friendly key- 
pad. As a rule, for all products, interface 
design experts say the graphical and tex- 
tual parts of the interface have to convey 
the task to be done, while all controls 
have to be laid out in a logical manner. 
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The Future 


As markets mature, competition be- 
comes tougher and expectations from 
technology increase, the boundaries be- 
tween PCs, PDAs, digital cameras, mo- 
bile phones and printers will begin to 
blur. With companies such as Xerox pro- 
jecting even greater automation to facili- 
tate simpler user experience, interface 
design is likely to become less obtrusive 


phone does not have a dial tone,” | and more intelligent. 


Infosys Technologies’ Dhulipala: “An interface de- 
signer (could be) an engineer... or a language specialist 
... Someone with a clear focus on solving a problem from 
a user's perspective. " 





DINESH KRISHNAN 


For instance, in cell- 
phones, the smart software 
could be programmed to 
understand user habits and 
give priority to the most fre- 
quently used applications. 
The keypad could give way 
to stylus-based phones. The MS Office of 
the future may react quicker to user 
needs as popular websites do. And soft- 
ware morphing will enable easy inter- 
change of applications. 

Mike Laude, director, Bose Design 
Centre, sees a high premium on the de- 
sign of devices such as remote controls, 
video screens and speakers. “The actual 
systems will mostly be buried into the 
house infrastructure," he says. Hewlett- 
Packard is working on products like sen- 
sors embedded in mobile devices that 
can access traffic information services 
when in a car. Thinking devices will be 
the ultimate in interface design. E 
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MAK ELITE — PREMIUM QUALITY PETROL ENGINE OIL API SG SAE 15W-40. Its advanced 
formulation assures excellent engine reliability and ensures maximum output for all modern cars. 
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INTERNATIONAL RECOGNITION FOR INDIAN DESIGNERS 


: Global 


Indian product designers have still 
not made much of an impact abroad. 
But that could be changing 





NAVJIT GILL 


HE first few conversa- 
tions with designers and 
your mind is screaming 
for Prozac. When it 
comes to international 
eclat, the state of Indian 
product design is de- 
pressing. There are Indian designers 
who have strutted their stuff on the 
world stage — graphic designers, digital 
artists, film makers... even fashion de- 
signers. But hardly any product design- 
ers. Has Indian product design made an 
impact abroad? "No," says Ravi Kumar 
Sawhney, a second generation American 
and head of California-based RKS De- 
sign. The impression is shared by many 
in the Indian design fraternity. 

With his carefully crafted whiskers 
and deliberate air, Iftikhar Mulk Chishti 
looks the part of a savant. He has the 
| ! artist's instinct for alternate realities and 
ROG iiss Ge RATS ae "TE the academics desire to spread the mes- 
EE E aot, sage. Chishti heads the Department of 
Industrial Design at the School of Plan- 
ning and Architecture (SPA) in Delhi. 
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"Forget international recognition — few 
people are doing hardcore product de- 
sign in India. They are into related fields, 
connected disciplines," says Chishti. 

Elephant Design's Sudhir Sharma 
has been looking after the management 
of the firm for the last 14 years. He has a 
pretty good idea of the commercial con- 
siderations that lead product designers 
into fields like exhibitions and Web de- 
signing. Sharma believes that the reason 
Indian designers are short on interna- 
tional recognition can be traced to the 
kind of work many of them are doing. 
"Most work is lifestyle, things like ash- 
trays. You need to be a craftsman for 
that, not a product designer." 

Umesh Shukla is not a product de- 
signer. He is an NID graduate and a digi- 
tal artist and animator who bagged the 
big one — he was part of the team that 
received the Oscar in 1999 for visual ef- 
fects work on the film Titanic. Apart 
from the golden statuette, Shukla has 
won numerous awards for films, com- 
mercials and music videos. Definitely an 
Indian designer with standing abroad. 

Shukla can also tell you exactly why 





international recognition of some kind 
or the other is important. “Profession- 
ally, it has helped a lot. Awards do help 
push your own vision forward. And they 
certainly open doors, especially if they 
are of considerable significance." Shukla 
isn't talking just artistic freedom here. 
There are other payoffs: He is starting his 
own animation studio with financial 
backing from two investment partners. 

Maybe the generalisations about 
lack of international recognition are just 
that — generalisations. Specifics can 
sometimes narrate a richer tale. And 
awards seem to be a good yardstick to 
start with. 

Rajesh Mirajker and the Foley broth- 
ers of Titan are Indian product designers 
whose showcases aren't exactly bare. Mi- 
rajker's first major award was the Grand 
Prize and Award of Excellence, Interna- 
tional Car Design Competition 1991, 
Japan, for a micro-car concept. Last year 
he won the International iDesign Award 
2002 for a domestic water 
pump called Flowduct. 
The award, instituted by 
Autodesk Inc., is given to 
designers who create de- 
signs using Autodesk soft- 
ware. "Theawards get you 
publicity. It helps start a 
dialogue," says Mirajker. 

The most significant 
international award 
Michael Foley, the head of 
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finalist position at the prestigious Braun 
Prize-1999, International Product De- 
sign Competition. 

Students have also picked up the odd 
trophy. While he was studying at NID, 
Karma Bhutia got the Osaka Design 
Award (bronze) in 1999 for a low cost, 
portable splint that can double as a writ- 
ing aid for patients suffering from 
rheumatoid arthritis. 

Most of these awards have been won 
in open competitions. Unfortunately, 
you can count the number of major 
awards won by Indians on your fingers. 

The depression deepens. 

Till you talk to Suresh Sethi, who has 
been into product design and related de- 
sign fields for the last couple of decades. 
“More than awards, what matters is 
whether you are producing different 
products and they are selling abroad — 
whether you are asked to do projects in- 
ternationally." Sethi has done projects 
like a cooler grill for a company in 
Riyadh and he is currently 
working on a series of 
chairs for an Italian firm. 
Sethi recently joined IDC 
Mumbai as an associate 
professor. "That gives me 
a chance to work on pro- 
jects with international 
collaboration." 

It is too early to break 
out the champagne, but 
there are broadly three 





design at Titan Industries, 4 ways in which Indian de- 
got was back in 1999 t signers are making their 
when he pocketed the You have to presence felt internation- 
$15,000 grand prize at the consciously ally. The first is with export 
Taiwanese International take up products and interna- 
fon Youngetbromeree DIO UCtS such ons projects. Satish 
has a few of his own: I.D. as watches here: his CNC machines 
magazines ‘Design Re- and scooters are exported to countries 


view 2000' Distinction 
Award in the concepts 
category, the second prize 
for hybrid bicycle design 
at the Fifth International 
Bicycle Design Competi- 
tion-2000 (Taiwan) and a 


and start 
promoting 
them globally" 


Ravi Sawhney, CEO, 
RKS Design 


like Germany. He has de- 
signed over 150 products 
and is now trying to firm 
up deals to get direct ac- 
cess to foreign markets. 
Dilip Chhabria, unar- 
guably the biggest name 
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in automobile design to come out of In- 
dia, says that it is "hard for an Indian to 
even get appointments with foreign 
clients." Yet Chhabria managed to crack 
the super-exclusive prototyping market 
with an Aston Martin sports car, which 
was displayed at the Detroit auto show 
in January. "We were competing with 
Italian companies. But they came to us 
because we are cost-effective and 
quicker," says Chhabria. 

His firm did not do the styling for the 
car, but Chhabrias entries at various in- 
ternational auto shows have not gone 
unnoticed. Right now he has four inter- 
national projects with what he calls 'the 
world's most aspirational brands' to do 
both the styling and the prototyping. 

Some design outfits are taking on 
one-off international projects to build 
capabilities. "Sitting and doing work in 
the Indian market does not stretch you 
to the max," says Incubis founder Amit 
Gulati. Among the projects Incubis has 
worked on are a combine harvester (the 
company did the roof) for a company in 
Denmark, a wallpaper stripper that was 
made safer and more aesthetic-looking 
for a Dutch client, and a cycle bridge for 
EMA Uniform ofthe Netherlands. 

The second route to international 
recognition is through design jobs at 
subsidiaries of MNCs such as GE and 
Philips. Pradeep Chowdhary, vice-presi- 
dent (marketing), GE Plastics, won an 
international student design competi- 
tion in 1990 for a set of new instruments 
that could be made by engineering plas- 
tics. GE was one of the sponsors of the 
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competition — and it im- 
mediately made him an 
offer. “I joined in 1992 and 
have since moved to the 
management side. Today 
I recruit an industrial de- 
signer every year. Some of 
them are placed in Eu- 
rope and Singapore." 

K. Puhazhendi (Pugal) 
also 
joined GE Medical Sys- 
tems, or Wipro GE Med- 
ical Systems as it was 


ternational patent for a 

portable ultrasound 

scanner his team developed for the 
global market. Even as you read this, 
Sanandan and Gireesh are working on 
next generation patient positioners, 
Carms, ultrasound systems and ECG 
Systems for GE. For all the products they 


work on, the configuration is decided in | 


India. Sanandan and Gireesh are part of 
the global industrial design team led by 
Seth Banks in the US. Both have also had 
stints in France and the US, where they 
helped local designers work on a mam- 
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mography 
and a Car- 
diac monitoring product 
respectively. 

And finally, there are 
the expats. Designers who 
have either set up their 
own outfits abroad or 
joined firms that have a 
big rep for being design- 
conscious. People like 
Satyendra Pakhale, who 
has his own design studio 
in the Netherlands, and 


called then, in 1992. He, influence of Hari Nair, an award-win- 
us is doing work ofa dif- Indian design ning designer and acade- 
erent nature today: Six and desi gne rs mic-cum-entrepreneur 
| Sigma and quality-related i based in the US. 
stuff. Puhazhendi and the will become Nair comes from a 
UAE... o oo emily of e a 
| and Gireesh PS. — he the years to trepreneurship. He has 
hired at GE have madean COME carried on the grand tradi- 
impact internationally. "TC IAN tion: Nair is the president 
Puhazhendi holds an in- rainre boats! of TechMediator, an edu- 


cational technology con- 

sulting company that he 
founded in March 2002. “I consider my 
latest venture as a natural progression of 
my career which spanned industrial de- 
sign, education, computer graphics, 
new media and technology manage- 
ment,” he says. 

Then there are designers like Amit 
Bhardwaj, who did the ‘Engineering De- 
sign - An Art’ course from IIT-Kanpur 
and joined Hitachi around five years 
back. He is now a systems designer in the 
company. “I have enjoyed writing 
patents with the best designers in the 
automotive field — Audi engineers, 
Bosch engineers, Suzuki engineers. To- 
day when I visit Volkswagen in Germany, 
GM in the US or Suzuki in Japan, I get 
recognised by my visiting card.” 

There is hope it seems — and even 
some rough and ready prescriptions for 
building the momentum. “It is impor- 
tant to send the message that India has a 
design culture,” says Sawhney. “Oppor- 
tunities can lie in household products 
like a trash-can, in bringing a new aes- 
thetics to watches, in a scooter. You have 
to consciously take up such products 
and start promoting them abroad.” 

Michael Foley agrees. “Some amount 
of international noise will help. We don't 
have a guild for design. Just look at the 
way some crafts are promoted abroad.” 
Even among the naysayers there is broad 
consensus that Indian product design is 
at an early stage and given the right op- 
portunities our designers can make the 
world sit up and take notice. 

Hold that Prozac. d 
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INDIAN DESIGN IN THE GLOBAL CONTEXT 





Demand 


Some traditional Indian designs are acknowledged 


es 
s> 


Design 
movements 
across the 

globe 











Lat 
Marcel Breuer's chair 


Germany 


The Bauhaus movement 


Olivetti typewriter 





Less is more. The Bauhaus school 
founded in 1919, advocated 
simplicity. It emphasised straight 
edges and smooth forms. It used 
Steel as a material for fumiture. 
Technology was key to modernism. 
The Bauhaus went to America after 


Italy 


The Memphis group's neo-modemism 


and good taste 


Nokia cellphones 


Nazis shut down the school 


GINA SINGH 





N today’s high-pressure busi- 
ness environment, can one stay 
ahead of the competition by be- 
ing just a low-cost producer? Or 
does one need to do more than 
that? Evidence suggests it is the 
latter. And one ofthe surest ways 
a company can do that is by making de- 
sign its strategy. Even low-cost substi- 
tutes find it difficult to elbow a well-de- 
signed product out of the market. Thus, 
acompany that can bring out such items 


at regular intervals has a better chance of | 


enjoying steady growth than a firm that 
is a pure cost competitor. 


This holds true of nations too. There | 


is a sort of evolutionary process invol- 
ved. A number of today's design power- 


houses started off as low-cost manufac- | 


| 
| 


| 
| 





turers, for instance, Japan in the 1960s 
and 1970s, and South Korea in the 1980s 
and 1990s. They morphed from makers 
of cheap imitations of Western products 
to big manufacturing bases to design 


| hubs. History has a way of repeating it- 


self. Now China has gone through the 
first two phases and is knocking on the 


| doors of the third. 


But where is India? Post-Indepen- 
dence, India tried to become industrially 
self-reliant and unwittingly isolated it- 
self. But it is only now that it is trying to 


become a manufacturing hub to the | 


world. The manufacturing sector is get- 
ting integrated with the world. In fact, 


| the value of manufactured products out- 


sourced from India is now $5 billion. 

As manufacturing matures, the mar- 
ket demands better products. And this 
helps design flourish. So, like in other 


From the omate, arts and craft-led move- 
ment, it led to up-to-date styles of living at 
home and designing the environment. It 
embraced irony, kitsch, strong colours 
and distortions of scale to undermine the 
purely functional value of an object. Ital- 
ian design is celebrated for its elegance 











| 





The Pavonia chair by Alessandro Mendini 


Finland 


The Functional movement 








In Finland, functionalism has always been 
the dominant style. Relatively isolated 
from the main currents of the continental 
European cultural change, Finnish artistic 
traditions developed their own distinctive 
character which, in the 1930s, introduced 
the world to clean sophistications that we 
now associate with Scandinavia 





countries, industrial design is following 
manufacturing in India too. But there's a 
long way to go before India can hope to 
become a big design centre. Here eight 
design institutes produce about 500 in- 
dustrial designers a year, while China 
produces nearly 3,000! 

But the good news is that all over the 
world, Asia is being seen as the next cen- 
tre of industrial design. In a recent article 
"Designed in Taiwan" published in 
Core77, an online design newsmagazine, 
Scott Henderson, the director of indus- 
trial design at Smart Design, has said 
that design's 'renaissance' will be in Asia. 
He says investments in education, tech- 
nology and research, economic devel- 
opment, and international promotion is 
transforming the region and he believes 
that China, India, Malaysia and Taiwan 
could be the new hotbeds of design. 
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classics. Now we need to come up with more of them 


Britain 


Innovation-led design. Creative workshop 


The Royal College of Art was founded on 
1837 to provide manufacturers an oppor- 
tunity to acquire a competent knowledge of 
fine arts. The celebrated alumni are Ridley 
Scott (the maker of films like Future Shock 
and Bladerunner), Alan Fletcher of Penta- 
gram, Zandra Rhodes and architect Peter 
Blake. Entrepreneur designer James Dyson 
best embodies British design 


Japan 


Technology-led design 





Sony's MP3 & CD Walkman 





Dyson's vacuum cleaner 


After 1945, it was a virtual rebuilding of 
Japan. Though, Japanese design was 
based on Westem design, it had a 
distinctly Japanese characteristic — 
delicacy and miniaturisation. The 'retro' 
movement revived the use of high 
technology in exclusive automobile, 


America 
The modemists 







Samsung Plano TV 


consumer goods and display objects 


Industrial design as we know it today 
matured in intra-World War years, when 
assembly line production was coming to 
its own and designers focused their at- 
tention for the first time on mass pro- 
duced goods (like Art Deco furniture, the 
dial telephone, the 1924 Chrysler car, the 
GE Moniter top refrigerator, etc.) partic- 
ularly in the US. The designs themselves 
were influenced by German designers 
who came to the US after the Nazis shut 
down the highly influential Bauhaus 
School in Weimar in Germany. 

India, too, has its fair share of good 
designs, although it is not always possi- 
ble to get a fix on the designer. Take the 
ubiquitous lota. It is considered one of 
the most successful designs ever. Ac- 
cording to the "India Report" submitted 
to the National Institute of Design- 
Ahmedabad by American designers 





Charles and Ray Eames in 1958, the lota | 
can carry “the optimum amount of liq- | 
uid to be fetched, carried, poured and | 
stored in a prescribed set of circum- - 


stances: The size and strength and gen- 


der of the hands (that will hold it); the | 


way it is to be transported — head, hip, 
hand, basket or cart; its sculpture as it 


fits the palm of the hand, the curve of the | 
hip; the fluid dynamics ofthe problem | 
not only when pouring but when filling | 


and cleaning...". The charkha (spinning 
wheel) the charpoy (the ethnic cot), too, 


are held out as good examples of tradi- | 


tional Indian design. 

But over the last 50 years or so, origi- 
nal Indian product designs of this nature 
have been hard to come by. Neither the 
private sector nor the public sector have 
come up with design innovations for the 


and later adopted the Bauhaus 
school. American designers adopted 
clean lines, geometric forms and 
machined finishes. The depression 
enhanced the aim of the Bauhaus to 
create attractive and affordable ob- 
jects. Its automobiles reflect its phi- 
losophy, large and powerful 


America led the Art Deco movement we = 








masses like those in the West. It didn't | 






Harley Davidson motorcycle 


Korea 


Aspiring leaders in design 


Growth of modem design in Korea was in- 
fluenced by the developed wortd. Its arts 
and craft tradition stayed largely confined 
to the country. Strong Japanese influence 
on its industrialisation and design can be 
seen. Modem art studies, too, have been 
based on Westem aesthetic values. Korea 
is rapidly investing in design 


happen in the private sector because In- 
dia's industrial sector, though self-re- 
liant, was based on product technology 
from the West. Whether it was the Bajaj 
Scooter (technology from Piaggio) or the 
Ambassador (General Motors), most in- 
dustrial products of the pre-liberalisa- 
tion India fall in this category. Besides, 
the Licence Raj and controlled capaci- 
ties acted as hindrances to originality 
and innovation. 

And innovative design for the masses 
eluded the government sector because 
five wars — two with China and three 
with Pakistan have meant that the gov- 
ernment of India's resources and atten- 
tion towards industrial product design 
had been focused largely on defence 
products. Arjun (the main battle tank), 
the Satellite Launch Vehicle (SLV), the 
Polar Satellite Launch Vehicle (PSLV), 
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the Geostationary Satellite Launch Vehi- 
cle (GSLV), and the indigenously devel- 
oped frigates are all examples of this 
thrust on self defence. 

During the last half-a-century, while 
India was concentrating on defence 
products, Japan was the first non-West- 
ern nation to understand the signifi- 
cance of design. Initially, the 'Made in 
Japan label was associated with cheap 
products. But Japan quickly learned 
from the Germans and design was asso- 
ciated with Japan and its rise as an eco- 
nomic superpower. The next nations to 
adapt design in Asia were South Korea, 
Taiwan, Hong Kong and China. 

A new era of the Indian design 
began in the post-liberalisation pe- 
riod, when the domestic industry 
was, for the first time, exposed to 
world-class competition. Products like 
Tata Engineering's small car Indica, VIP's 
Elanza range of travelware, Titan's Edge 
(the world's slimmest watch), the Pico 
Peta Simputer designed by Bang design, 
and Mahindra’s sports utility vehicle 
Scorpio are all of post-1995 origin. Some 
of these have been driven by some de- 
sign conscious CEOs like Ratan Tata of 
the Tata group, Anand Mahindra of 
Mahindra and Mahindra, and Sulajja 
Firodia Motwani of Kinetic Engineering. 

Though such activity signifies design 
awareness, it is not time yet to break out 
the bubbly because many of these prod- 
ucts have not been designed in their en- 
tirety in India. For instance, Telco's In- 
dica, the second-highest selling car in 
the B-segment, has been designed by 
European design studio I.DE.A. Yet, 
these are indicative of the design con- 
sciousness in sectors like consumer 
durables and automobiles. 

Given that manufacturing and de- 
sign activities worldwide have been dri- 
ven by these sectors, it's a good sign to 
begin with. For instance, Japan's indus- 
trial prowess rests on its automotive 
companies like Honda and Toyota and 
consumer durable majors like Sony and 
National Panasonic. Similarly, the likes 
of Hyundai in automobiles and LG and 
Samsung in consumer durables are at 
the forefront of Korea's recognition in in- 
dustrial design and manufacturing. 

Such global recognition is a slow 
process spanning several years but In- 
dian manufacturers have already made 
a beginning. "It is estimated that almost 
400 products are launched every day in 
India by big and small companies, it is 
anybody's guess how many would have 
been designed," laments Darlie O. Koshy, 
executive director, NID. But domestic 
two-wheelers are already among the 
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Simputer 








India 


New awakening 
A India has a celebrated tradition of de- 


sation and economic self-sufficiency, 
NID was set up in 1961. Large-scale 
design activity has been limited to 
graphic design, communication design, 
textiles and fashion design. Liberalisa- 

: tion is bringing an awakening about de- 


sign. It is yet to become a movement 


VIP Elanza 


most well-designed and cost competi- 
tive in the world. Bajaj’s Pulsar range of 
bikes has been completely designed and 
developed in India. Also, a majority of 
the design community believes that we 
will have a completely Indian designed 
car in the next five years. In consumer 
durables, Titan’s Edge (the world’s 
slimmest watch) already represents the 
aspirations of Indian designers and con- 
sumer durable companies. 

As India waits out its place in the sun 
in industrial design, it has a golden op- 
portunity to make a mark in the area of 
interface design (See ‘Keep Out The 
Clutter’ on page 62). Unlike many other 
manufacturing destinations, India can 
leverage the vast pool of IT workers to es- 
tablish itself in this area. The CEO of de- 
sign consultancy company Human Fac- 
tors International, Eric Schaffer, says: 
“India is well acknowledged in software 


sign. Under Nehru's vision of industriali- 
































Tata Indica 


development. The code writing skills of 
Indian professionals are well known, but 
the missing link is developing user 
friendly interfaces for software. That is 
the big opportunity for India.” The ad- 
vantage is that interface design, like 
business processes, can be outsourced 
to places outside their manufacturing 
locations. Interface design deals with the 
discipline of human-machine interface. 
And our pool of 25 million IT workers in 


| India and abroad is just the right starting 


point to capitalise on this opportunity. 

A design's appeal is normally at two 
levels: universal design answers the 
needs and requirements of the interna- 
tional market and regional design is 
closely identified with a region, like the 
German, Scandinavian and British de- 
signs. Fortunately, mainstream Indian 
designers like Satish Gokhale of Design 
Directions, Dilip Chhabria of DC De- 
signs and the Foley brothers, Michael 
and Neil of Titan Industries are design- 
ing products more in the former than 
the latter (See 'Best Indian Designer' on 
page 40). So, there's a chance that our in- 
dustrial designs will focus the world's at- 
tention on us. But management expert 
C.K. Prahalad says, India won't be able to 
do basic product design unless we can 
start designing for the “bottom of the 
pyramid", the mass market. ind 
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The author heads UK-based design consultancy Design Connect and is execu- 
tive board member of International Council of Societies of Industrial Design 


More and more companies today 
see design as the key factor in in- 
creasing their competitiveness. 


Cutting 
Edge 


ABOUR (Party) MP Aneurin Bevan once said that 
the UK was an island of coal surrounded by a sea of 
fish. Former secretary of state in the department of 
media, culture and sport, the Rt. Hon Chris Smith, 
prefers to think of the UK as an island of creativity 
in a world that speaks English. These two advantages, he con- 
tends, are the reason for the success ofthe design industries in 
the UK despite recent downward recessionary pressures. 

The Creative Industries initiative launched during Smith's | 
stint estimated that the ‘creative’ sector in the UK in 2001 gen- 
erated some £112.5 billion and employed 1.2 million people 
(out of a population of 55 million). The value of exports was 
pegged at £10.3 billion and its contribution to GDP over 5%. 
The creative sector not only included advertising, architecture, | 
the art and antiques market, crafts, design, designer fashion 
and film and video, but also interactive leisure software, music, 
the performing arts, publishing, software and computer 
games, television and radio. Research shows that four of these 
creative industries account for three quarters of the economic 
value of the whole sector. Design contributes 2.8% of the whole 
economy, software1.6%, publishing 0.9% and advertising 0.7%. 

This far-reaching initiative, mainstreamed across nine de- 
partments of government, showed for the first time the scale 
and relevance of the creative sector to the overall UK economy 
as well as those of advanced industrialised nations. It demon- 
strated that only those industries which add value and intellec- 
tual property through harnessing creativity that will continue | 
to generate wealth at an annual growth rate in excess of twice - 
the national average. The message is a powerful one for both 
policy-makers and politicians alike. 

This summer, Lord Sainsbury of Turville, under secretary of 
state for science and innovation at the Department of Trade | 
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and Industry (DTI) will publish a forward- 
looking action plan to promote the UK inno- 
vation performance. DTI understands the 
close synergy between innovation culture and designs role as a 
key shaper of globally competitive products and services. 
Building on Tony Blair's contention that Britain is the "design 
workshop of the world", the DTI has asked the Design Council 
to play an active role in contributing to the innovation review. 


Design Industries 


In its annual publication, The Top 100 Racing Ahead in Business 
Performance (June 2002), Design Week revealed that in 2001, 
following a year of significant mergers and closures, the top 100 
design consultancies generated an overall fee income of 
£516.72 million. This represented a 16% decrease from the pre- 
vious year's total of £613.72 million. The total turnover of the 


| sector in 2001 was £795.5 million (£888.48 million in 2000) and 
| thetotal staff employed 6,046 (8202). 


The Top 50 design firms saw a decline in income of 11% 
while the Top 10 managed a 1% rise, which in the given circum- 
stances is considered by some as remarkable. The top four 
companies — Enterprise IG (£59.5 million fee income), Imagi- 


| nation (£41 million), Fitch Worldwide (£30.3 million) and Fu- 


tureBrand (£19 million) — represent a polarisation of the in- 
dustry when compared with the bottom four firms — The 
Chase (£1.49 million), Carter Wong Tomlin (£1.48 million), 
Lawson Marshall Cole (£1.45 million) and Intro (£1.42 million). 


Industry At Large 


In its research publication Facts and Figures on Design in 
Britain 2002-03, the Design Council shows that three quarters 
of medium-sized companies (50-249 employees) felt design 
was ‘integral’ or ‘significant’ to their success, compared to only 
54% in 2000. For small businesses (20-49 employees), the 
recognition increased from 48% to 72%. On the other hand, 
57% of very small companies employing less than 20 people, 
said that design had no role to play for them. More tellingly, 
perhaps, initial findings from the Design Council show that UK 
firms which use design as an integral part of their everyday ac- 
tivity, outperform the stockmarket by 25%, both when the mar- 
ket is rising and falling. Furthermore, companies engaging in 
design see it as a key factor for increasing competitiveness. 
With 91% of rapidly growing businesses using design, com- 
pared with 49% of companies overall, it is hoped that design is 
increasingly being regarded as an investment and not a cost. 


Design And Nations 


If design plays a role in increasing the competitiveness of a 
company, so too it plays a part in increasing the overall com- 
petitiveness of a country, a region or an economic area. The 
Barcelona-based Bureau of European Designers Associations 
is spreading this message in the European Union. For the UK, 
the Design Council is clear evidence of the government's active, 
on-going commitment to design. For a nation competing glob- 


| ally from within a small, albeit highly industrialised island, the 


wider strategy of ensuring that design remains visible and 


| utilised as a key ingredient for economic success is fundamen- 


tal to our future wealth creation and quality of life. 
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Which of the following cars is owned by Ford. Motor pte 
E -.(a) Aston Martin (b) Porsche © (c) BMW (d) Lamborghini 





A Which brand uses the tag line ‘Time-proof Beauty'? 

: (a) Asian Paints (b) Timex (c) Christian Dior (d) Arisia 
_ 3. Which of the following brands is not from Pfizer? 

. (a) Calcium-Sandoz (b) Benadryl (c) Listerine (d) Gelusil 


Soma 


M 
ds S ————————— PELLE 
p 


: 4, metaljunction.com is an online joint venture between Tata Steel and which other other steel major? 
: (a) Jindal Vijaynagar Steel (b) Rashtriyalspat Nigam (c) SAIL (d) Ispat Industries 


i 9. Which company does not have a woman as CEO? 
: (a) Hewlett-Packard (b) Xerox (c) eBay (d) Mattel 


——— — ——————— or 





1 6. Which air-conditioner brand uses the tag line ‘Gompiete Silence’? 
(a) Carrier (b) Fedders — (c) Daikin (d) Voltas 
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| -The penguin mascot of Linux is called: 
(a) ZOL (b) n: (c) TOR (d) PENCOT 
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| ay Which celebrity hosted a show ca led AM Chi cago before becoming an icon for millions? 
D a cu W gad (b) Don Imus (c) Jack Leno (d) ano Philbin 





w E vob a v 


‘ g in 1992, this legenday trader made $1 bi bi lion in à dide day by betting on the devaluation of the UK pound 
- . and the Italian lira. 
(a) George Soros (b) Ted Koppel (c) Warren Buffett (d) Jesse Livermore 






_ 10."Who is the chairman of the board of Britannia Industries? 
ae Russi o (b) Ratan Tata (c) Nusli Wadia (d) Simon israel 
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The first contestant to qive all the correct answers on the wans dfe www. amity. edu/bq. wil get a co 
e subnit your answers online af wvw.omity ex ink or fil i orm giv xis 


92. see Businessworld issue dated 21 M 2003 or ww 
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Answers to AMITY BIZQUIZ # 89 
1. Which TV network currently airs the hit programmes American idol and Joe Milllonaire? Fox TV 

2. Who is the brand ambassador for Christian Dior watches in India? Yana Gupta 

& Which car major has the baseline, ‘Leadership Through Listening’? Hyundai 

4, Which of the following media companies has launched a new fashion channel called Trendz? Zee-Turner 

5. Which leading business house has forayed into film-making with the company, Applause Entertainment? AV Birla group 

8. Who of tha following is behind easyJet and other easyGroup companies? Stelios Haji-loannou 

1. ACOVE (Assessing Care of Vulnerable Elders) is a publication of which pharmaceutical company? Pfizer 

8”, Media Lab Asia, which has been in the news recentiy, was an initiative between the Indian government and which US university? MIT 
9*, Which Nobel prize-winning economist showed that currencies tend to overshoot their fair values? Rudiger Dornbusch 

10° Which is the only country in the world that has a convergence bill for telecom and media? Malaysia 
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INTERGOLD GEMS PVT. LTD. 


A brief on the Interiors of InterGold Showrooms 


parked off in 1997, Intergold has 

the benefit of a 50 year legacy of 

the B. Arunkumar Group, one of 
the largest diamond companies in the 
world. Being a retail venture of a global 
company, Intergold enjoys the privilege 
of having 5 design centers worldwide 
with over 4000 designs through the 
widest range on offer in its showrooms. 


The company’s idea was to really 
give an “international look and feel" / 
uniformly to all its showrooms in ; 
the country. Through its interiors, | 
the company envisaged to bring | 
about a change in the process of | 
jewelry purchase. From a 
conventional closed door mode, ` 
Intergold wished to make the entire ' 
purchase friendly and interactive for 
the consumer. The idea really was to 
present a "Design studio or gallery" 
than a conventional jewelry store to the 
consumer through its interiors. With 
more visibility of the store than ever 
through glass fronts,  Intergold 


showrooms are designed to "promote 
browsing". Intergold also wants to make 
the entire process of jewelry purchase © 
more consume-friendly. In the same lines, 
Intergold showrooms have separate 
counters for each category of item. Also 
there is a 
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f has an abundance of variety to choose 


^«. latest line on display and also 


| clear distinction in display of each item | interiors of the jewelry stores in India is 
| category according to "broad price | the shift of jewelry display from 
| points" to ease consumer browsing and | traditional rectangular counters along 
save time, money and energy in choosing | side the rectangular wall display units to 
the right product. Also "variety" is | a more modern circular and arc shaped 
probably the most important criteria in | counters along side semi-circular wall 
a jewelry | display units blended with curved walls 
S in Intergold showrooms. This is based on 
! a scientific research done on consumer 
movement within a jewelry store whilst 
. browsing or purchasing. It was noticed 
i that in a rectangular showroom, a 
4 consumer would most often shift 
| from one side to another 
somewhere midway whilst 
browsing following a "figure of 
eight" through which continuity is 
/ lost and redundant corners were left 
unnoticed. Intergold very boldly 
/ changed the above to overcome the 
barrier through its unique circular / arc 
shaped display counters within its 
showrooms. Not to forget, Intergolds' 
| counter hostesses attending a customer 
are trained such as to make the consumer 
| feel at ease with a perfect balance of 
| comfort with elegance. 

In all, Intergold wishes to create an 
ambience international in look and feel 
| to promote & enhance consumer 
browsing & making the ever so difficult 


making 












i 
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purchase. Intergold 
" through its 5 global design centers 


from for a consumer. Keeping the same in | 
mind, All Intergold showrooms display 
the entire range of products unlike most 
conventional jewelry stores. Intergold 
has pretty much been identified for its 
creativity and conceptual thinking. 
Intergold, being trend-setters, always 
has a special “new arrival counter” in 
each of its showroom to promote their 
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creatively 
done | à window 
display." $ * Besides 
general information like the birth-stone 
of the month, the design of the month 
amongst others, are communicated to the 
| ever curious consumer through their wall 
| display units. process of jewelry purchase a more 
| One of the most revolutionary | convenient & friendly one. Come visit 
: changes in the | our showroom to feel like a real 
be customer. id 
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INTERNATIONAL DESIGNS 


OESIGN lexcricemce 
AWARDS wr 


Businessworld 


: Hottest — 
Products 


We asked experts to list out the freakiest product designs 
in the world today. This is what they came up with 








—Lamborghini Diablo (1990) 


"Way out in design, streamlining and structure. It 
has every gizmo that will give you fantastic driving 
pleasure," gushes auto enthusiast Murad Ali 
Baig. His object of desire: the Lamborghini 
Diablo. Designer Marcello Gandini's masterpiece, 
the Diablo is a low-slung supercar that can kick 
up the dust at a streaky speed of 340 km/hr 


Segway Human 
Transporter (2001) 


Rollerblades move over. This is 
absolutely the latest in funky 
locomotion: the world's first 
electric-powered self-balancing 
human transporting machine 
(call it Ginger). Invented by 
Dean Kamen, the Segway 
Human Transporter is no larger 
than the human body and takes 
up the same space as a pedes- 
trian. Segway's self-balancing 
emulation synchronises seam- 
lessly with the body’s move- 
ments. Roll on... 





| 
Samsung's Plasma TV (2002) 


Freeze the picture and people might just mistake it for a paint- 
ing on the wall. Samsung's Plasma TV doesn't put intelligence 
into television — but it sure is cool. Ultra-slim and lightweight, 
the Plasma TV comes with a 50-inch monitor that gives you 
razor-sharp, life-like images. Watch Neo save the world again 
— and again 
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INTERNATIONAL DESIGNS f 


Boeing 777- «s 
(1995) 


The Boeing 777 has excellent pedigree 
and even better parentage. It was the first aircraft to 
be digitally designed by virtual-teams across the US diminutive canine. But Aibo has been 
and Japan. It brings with it loads of fuel economy — s designed for big things: it can leam, 

a new wing, a lighter structure, a circular fuselage, a i grow, and make its own decisions 
super-efficient engine for long-haul routes. The jet | based on its environment and com- 
also scores a 10 on interior design: the overhead munication with the owner. It has face- 
area has been used for making crew rest stations recognition and voice-recognition 


capabilities. It can convey emotions 
through the colour of its eyes, its body 
language and actions. Don't try to take 
it for a walk though: dust and water 
can harm its components 
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Sony's Aibo (2002) 


Artificial intelligence robot' (long for 
Aibo) is quite a big term for this 
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iMac G4 (2002 Rado's Carpe Diem (2002) 
ES ae ( ) Created in collaboration with Swiss graphic designer Karl Gerstner, 
The iMac G4 doesn't look like a conventional Rado's Carpe Diem meshes art with hi-tech. Carpe Diem (literally, 
computer. Thank Heavens. But if you feel that seize the day) does its best to make watch- 
good looks would make up for functionality, think ing time a pleasure. The sleek 
again. It works a lot better than ordinary 'Wrist-work' has no hands — just 
computers. The 17-inch widescreen flat panel three moving discs denoting 
display has the viewable area of a 19-inch CRT — hours, minutes and seconds. And 
and the picture quality is twice as good. Bum CDs with the passing of each second, these 
and DVDs, connect to the Internet in a flash and, coloured discs rotate to reveal a different 
best of all, there is an optional Bluetooth module pattern altogether. Savour each moment with 
for the coming wireless era this work of art... 
ph Samsung’s 
^ * — SGH-V200 (2003) 
Somebody described it as a camera 
with captivating voice technology. 


Samsung s SGH-V200 is a unique 
combination of a high-end mobile 
phone and a camera. The camera can 
rotate at 180 degrees so you can take 
a self-shot. The SGH-V200 has a 
65,000-colour screen for vivid 
brighter-than-life pictures 


LG's Internet Digital Refrigerator (2000) 


You've got mail. On your refrigerator. No, we are not joking. LG's Intemet Digital DIOS 
refrigerator actually allows you to check mail, control the television, play music and surf 
the Net. This intelligent refrigerator lets you update your shopping list and can also do 
your shopping for you — online that is. Oh, and let's not forget the food — it can help 
you download recipes and diet plans 
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Ü Established in 1075 for sustainable a 40,000 MW plus company by the 
power development, NTPC is today India's year 2012. With a share of 10% in India's 


largest power utility, with an installed total installed capacity, NTPC today 
capacity of 21,249 MW. The Corporation generates about 20% of the country's 
as an k ae growth plan to become entire power generation. 


v3dididi| National Thermal Power Corporation Ltd. 
NTPC | (A Government of India Enterprise) 
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Outsourcing 


V 


RANJU SARKAR 


OR the last four years, Bayer has 

been sourcing fine chemicals in- 

termediates from India, which are 

used as raw material for making 

paper chemicals in Germany. The 
company already sources chemicals 
worth $4 million or about Rs 18.6 crore 
from India, and is planning to treble that 
in the next few years. “Bayer Chemicals 
is looking at India as a major sourcing 
base. This is a small component of what 
we are planning for the future,” says Raj 
Narayanan, head, Bayer Chemicals 
Group. The key driver, of course, is costs 
— India offers cost savings of 5-8% over 
Europe. Previously, the company used to 
source these chemicals from Europe 
and the US. 

But now, Bayer sources these chemi- 
cals from local manufacturers in India. 
"India has a large capacity for fine chem- 
icals production, which is cost-effective. 
They have the technology, and can 
match the quality and skill levels," adds 




















MANUFACTURING 


synthesised sourcing 


Bayer seeks to increase sourcing of thermoplastics, 
speciality chemicals and rubber chemicals from India. A 
case study in our series on Global Outsourcing 


A challenging task for Kurt 


ERE is a man with a mission. Last September, when Cetin Kurt took over as the 
CEO of Bayer TPU, he had a simple brief: turn around the Cuddalore unit which 
makes thermoplastic polyurethane (TPU), a material used in automotives, white 
goods, textiles and shoes. Bayer had acquired the 2,000-tonne per annum unit from 
Chemplast Sanmar in July 2001 to source TPUs from India. 

When Germany stopped manufacturing a special grade thermoplastic — a 
highly flexible material used for making the straps of Swatch watches or spring 
posts for traffic — Kurt saw an opportunity for India. After several trips to Germany, 
he was able to convince Bayer's global procurement team 
to source the product from India. "The opportunity is big for 
India. But people expect the same quality like they would 
get from any other source. You have to look at your factory 
to ensure that you can deliver consistent quality," says the 
36-year-old Kurt. 

Starting this month, Bayer will source this special grade 
TPU from India. The key driver again is cost; it is 15% 
cheaper to source the material from India than to make it in 
the US or Germany. 


Narayanan. When 
outsourcing is con- 
cerned quality can of- 
ten be an issue, which 
is why the company 
has not opted to take 
this route for many 
products. Bayer Chem- 
icals' rigorous testing 
process ensures the 
quality of sourced ma- 
terials. The entire pro- 
cedure can take 3-6 
months and includes 
visits to Indian plants 
by its global procure- 
ment managers. "In- 
dian manufacturers are 
very good in synthesis 
and in producing. 
There's no problem on quality," adds 
Narayanan, who predicts a huge oppor- 
tunity for India in fine chemicals, which 
are also used as raw material for phar- 
maceuticals and agro-chemicals. 

With $4 million, Bayer Chemicals has 


from India? 





















D. CAMBECK: CEO, Bayer India: 
Can he increase sourcing 


barely scratched the 
surface, considering 
that sourcing from In- 
dia is less than 196 of its 
annual raw material re- 
quirement. "This is 
only a starting point," 
says Narayanan. Going 
forward, Bayer Chemi- 
cals would like to 
source a large part of 
the raw material it pur- 
chases from India and 
China. Future growth 
will come from perfor- 
mance chemicals in- 
dustries like paper and 
leather. Similarly, Bayer 
has been sourcing a 
group of anti-oxidants 
(rubber chemicals) from India worth 
Rs 30 crore-35 crore per annum. 

In 2001, when Bayer's unit at Elprat in 
Spain was shut down, its entire produc- 
tion of anti-oxidants was shifted to In- 
dia. Today, Bayer's global requirement 
for this range of anti-oxidants, which are 
used in tyres and industrial rubber 
goods, is sourced from Thane in Maha- 
rashtra. "In the Asia-Pacific region, India 
is the only manufacturing site which 
makes rubber chemicals and we are well 
positioned to service them," says P Srid- 
haran, head, rubber chemicals group. 
Bayer is also sourcing an accelerator 
used for manufacturing latex threads for 
the Asia-Pacific market. 

As the Asia-Pacific region will be the 
primary growth driver (demand for 
polymers is growing at 5-696 annually in 
the region compared with 2-396 glob- 
ally), opportunities are opening up for 
sourcing from India. Rubber chemicals 
include different classes of products — 
anti-oxidants, accelerators, retarders 
and peptisers (the last two are not made 
in India). "The idea is to optimise your 
infrastructure. The whole game plan is 
not to make all products at all locations," 
says Sridharan. As Bayer's efforts show, 
India could be a good sourcing hub for 
value-added chemicals. 
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Whether it's a presentation for your 
business or an audio compilation for your 
better half or a game for your child, optical 
storage media is the ideal option. For more 
reasons than one. Convenience, speed, 
safety and quality are just a few of the 
words that are in favour of CDs. 









Just to get the basics right, a CD 
[Compact Disc] is a hard plastic disc that 
stores a large amount of data through the 
use of optical technology. A CD-ROM [CD- 
Read Only Memory] comes pre-recorded 
and can only be accessed to read the 
information, not write to it. A CD-R [CD- 
Recordable] on the other hand is a blank 
media, with storage capacity up to 700 
- MB, which can be used to record data on 
it. However, once recorded on, it cannot 
be erased. Contrast this with a CD-RW 
[CD-ReWritable], which as the name 
suggests, is a medium on which data can 
be recorded again and again. Commonly 
a CD-R is used to store static information 
like songs, video clips from your 
camcorder or to backup your business 


CD-R 


S2x-FASTEST WRITE-SPEED EVER 


data, while a CD-RW is used to store 
information that needs regular updating. 

But to write or burn data onto a 
CD-R or a CD-RW, one needs a CD-writer. 
One can today write a CD-R at a speed of 
up to 52x while a CD-RW is usually written 
on at a speed of 4x. Common software used 


for burning information on CD-Rs and CD- 
RWs are Nero and Roxio which help you 
burn them in various formats and 


sometimes, in various sessions also! 

So whatever your need, make sure 
you have the ideal storage media and a 
compatible writer too. 

Moser Baer is India's largest and the 
world's third-largest magnetic and optical 
storage media manufacturer and we take 
every step to ensure that your data remains 
secure. Not only are the CD-Rs designed 
to store data, but are specially formulated 
to optimally store audio and video files as 
well. So, from copies of school reports to 
backups of corporate financial data, from 


CD-RW 


COMPATIBLE WITH MOST CD-WRITERS 


PROMOTIONS 


ser 


e CD-RW «© MINI CD-R 


songs to videos of your family and friends, 
Moser Baer media can handle them all. 

With an 'Advanced Protection Layer' 
and 'Patented Dye Technology', your 
CD-Rs get the extra edge. The ‘Advanced 
Protection Layer' is a unique scratch- 
resistant coating that offers additional 
protection during handling and storage. 
The ‘Patented Dye 
Technology’ protects 
the data from long- 
term effects of time, ensuring long life. 
Together, they give you the dual advantage 


tecum * 










of Moser Baer™ Protection Plus™. Just 
so that your information is as safe and 
secure as it can be on a plastic disc. 

Not only does the Moser Baer Pro- 
range of CD-Rs come with the assurance 
of Protection Plus™, but they also come 
with a 10096 Replacement Warranty! This 
means that Moser Baer media are indeed 
the most efficient and reliable media for all 
your data storage needs. 

To find out more on what the ideal 
storage media would be for you, and 
information on how to burn CD-Rs and 
CD-RWs and their related software, visit 
www.moserbaer.com or call 1600-111113 
for technical support. 








Mini CD-R 


FITS ANYWHERE 








THE NEXT TIME YOU THINK OF BUYING CD-Rs, INSIST ON THE MOSER BAER PRO-RANGE OF PORTABLE STORAGE MEDIA WITH PROTECTION PLUS™ 
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NEWS CHANNELS 


SHISHIR PRASAD & VANITA KOHLI 


APOLEAN would have loved it. 

Rommel would have felt at home 

and Patton would have growled 

approvingly if he saw the way 

news channels function today. 
Organised in small teams, armed with 
versatile as well as light equipment and 
supported with a high quality do-it- 
yourself production process, your 
favourite News at 7 (or 8 or 9) — the time 
doesn't matter — is a sort of counter-in- 
surgency operation that lasts 18 hours a 
day for 365 days a year. 

Over the last two years, a revolution 
has taken place within news channels 
themselves and technology is at the 
heart of it. It is helping news channels 
operate with nearly 40% less staff than 
they used to earlier. What's more, they 
now produce almost 30-35% more sto- 
ries per person. 

This is not only about the cost of 
transponders going down, it is about 
cameras, editing equipment, graphics 
and ticker tapes — all of it becoming 
faster, easier to work with and a lot 
cheaper. It essentially means that the 
cost of launching a really good 24-hour 
news channel is down from Rs 215 crore 


| 


^ 7, 


The Star News studio: Technology has 


made the newspeom more efficient 
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in, say, 1998 to about Rs 150 crore today. 
That, in turn, explains, partly, why more 
than half-a-dozen new players have 
jumped into the fray — NDTV, Sahara 
and Headlines Today, among others. 
Most ofthem are investing anywhere be- 
tween Rs 100 crore-250 crore on their 
news operations, a bulk of this on the 
technology that goes into bringing those 
images to you. The falling cost of tech- 
nology has been matched by the rise in 
the revenues coming to news channels. 
From under Rs 50 crore three years back, 


news as a genre got Rs 250 crore in ad- 
vertising in 2002. Advertisers are spend- 
ing more money on news because peo- 
ple are spending more time on it — 
actually twice of what they did in 2000. 
Add to all this one more thing. Viewer 
expectations from news channels are 
very different from what they were even 
three years back. "Viewers dont care 
how you do it, but they want their news 
quickly with the same high-quality pro- 
duction values that they are used to with 
entertainment programmes," points out 


Nifty cameras and better editing technology 
make TV newsgathering faster and cheaper 
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Refills within 24 hours. 
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At HP Gas, we keep our promises. Order your refills and get them in 





less than 24 hours. 
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In case of a gas leak: 
* Switch off the regulator * Do not switch on or off any electrical appliance Visit us at www.hindpetro.com 
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*Services available in select cities. 
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G. Krishnan, CEO, Aaj Tak. R.S. Chau- 
an, vice-president (operations), Sahara 
amay, agrees: "The viewers’ needs have 


iven us to these technologies.” 
To figure out what exactly has 
anged, look at the life of the lonely TV 
eporter in 1999. Our man (or woman) 
woke up in the morning and realised 
that the world was in trouble. A riot had 
‘broken out somewhere or a minister had 
resigned or Sachin Tendulkar had in- 
jured himself. This would trigger off a 
massive logistical exercise. The reporter 
=: would wake up his cameraman, who 
would wake up his attendant, who, in 
turn, would wake up the light boy. A car 
would be summoned. Route planning 
was done in such a way that the reporter, 
-< the cameraman, the attendant, and the 
light boy would all be in the car before 
«they reached the ‘spot’. There they have 
t. to make sure that they were armed with 
-enough ammunition — basically the 
.tapes that go inside the bulky 10 kg cam- 
: eras. "There was no way a reporter could 
have carried this gear — weighing a total 
-< of 14-15 kg if the camera lights and 
. . tripods are also taken into account — all 
= by himself. So it required a team," says 
- -| Aaj Tak's Krishnan. 
(^ Whenit launched in December 2000, 
. . his channel, Aaj Tak, whispered two 
-. — magic letters and a number into the in- 
.... dustry's ears: PD 150. The PD 150 is a 
* | camera that weighs only 1 kg or so. It has 
-had the same effect on news that the Ap- 
- ple Macintosh had in home computing 
«and the National VCR had in home en- 
- .tertainment. It just gives immense 
|. power to the small guy — the reporter at 
the frontline. This was most evident on 
26 January 2001, when the Gujarat 
||; earthquake struck. Aaj Tak reached the 
| place quickly and its crew just let the 
cameras roll. They didn't try to ‘package 














Assumption 1: Earlier, such a channel needed 1,000 people, now you 
1 can do with about 600 


a lot of physical space 


Graphics: ARPIT SHARM 


s much cheaper 
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Assumption 2: Earlier, editing studios would need special rooms and that _ 
would add to the real estate costs and storage of tapes would also consume : 


Assumption 3: Earlier you needed costly video cameras. Now the PD 150 - 





the information. The images themselves 
told the story. “The portability of the 
camera allowed the reporters to move 
quickly and cover more ground than 
what was otherwise possible. Also, ifyou 
use tape, then there is a limitation on the 
quantity you can shoot and editing large 
quantities of tape material is very cum- 
bersome,” says an Aaj Tak reporter. 

That’s the other part of the new busi- 
ness where technology has cut time and 
costs. Earlier the tape from a camera 
needed to be taken to an edit suite which 
had large machines. As the tape played, 
a computer connected to the tape ma- 
chine would capture the images that the 
reporter wanted you to see. These would 
then be placed in a sequence on another 
tape, which would then have to have the 
commentary given by the reporter. If 
there were any charts, these would be 
placed on the tape separately. Such 
tapes would then have to be recorded 
onto the final master tape. And that was 
your fresh News at 9! If there was any last 
minute news, this tape would not be 
used and another with the breaking 
news had to played instead. 

But today things have changed. 
There are a host of hardware and soft- 
ware technologies on offer for non-lin- 
ear editing, graphics and scheduling 
that make this whole process shorter 
and far more flexible. For example, the 
PD 150 comes in handy as it can act as a 
VCR as well (most video cameras can but 
the PD 150 is especially good at it) and 
can beconnected to a computer that has 
all the editing software loaded onto it. 
"Once the digital video signal from the 
camera flows into the computer, it is 
stored on the server. The reporter has ac- 
cess to all kinds of newswire and infor- 
mation services including UNI and PTI 
on these computers. He then edits and 
records his own commen- 
tary and stores this 
'edited' version of the ma- 
terial he has shot back on 
the server and send the 
entire commentary or the 
script of the story to the 
queue," says Vynsley Fer- 
nandes, head (opera- 
tions), Star News. 

The queue is simply a 
computer programme 
that knows the locations 
of all such 'edited' clips 
that are to be played in a 
given time period and the 
producer of the news 
show can use the queue- 
ing software to assign or 
change priorities given to 
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various clips. For example, the queue 
may have the prime minister's state- 
ment followed by Sachin Tendulkar's 
statement on how he is awaiting the 
doctor's report on his back pain. If the 
channel gets the news confirming that 
Tendulkar wont be playing, it can just 
pull Tendulkars clip to play ahead of the 
prime minister's statement, Earlier, this 
was a completely inflexible sequence 
and there was no room for last-minute 
changes. So the 'run order' had to be ex- 
actly as it was planned. 

All this tech jazz has some side effects 
too. One, channels collect more footage 
at lower costs. For every 30 minutes of 
fresh clips that Star News puts on air, it 
shoots almost 700 minutes. In the pre- 
1999 days, a channel would have shot 
much less for the same but it would have 
cost more. Also digitisation means it can 
shoot large amounts of footage, edit 
them quickly and search through the 
archives faster. Two, the reporter has to 
be multi-skilled. “He not only has to 
shoot his own stories, but edit them as 
well,” says Krishnan. Michael Rosen- 
blum, video journalist, who has trained 
BBC reporters to shoot their own film 
and edit it themselves, believes that in 
two years time, a reporter who is not 
well-versed in this paradigm will proba- 
bly not find a job. Drastic, but that's how 
significant the changes are. 

Three, and most happily, thanks to 
all of this, India is ahead on the learning 
curve in news technology compared to, 
say, the US market or even large parts of 
Europe that still operate on analog and 
tape-based systems. Most of them like 
ABC or USA Today or even France TV are 
now converting to tapeless systems with 
non-linear editing thrown in, reckons 
Senthil Kumar, director, Real Image 
Technologies. Real Image is the licensee 
for some specialised software for editing 
and presenting news. 

While the width of coverage that the 
news channels provide today can be 
credited to the technological changes, 
can these channels add one more thing? 
Some nifty devices to make the coverage 
less herd-like and more intelligent than 
what it is today. | B 
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At Episode, the name and driving philoso- 
phy are virtually synonymous. With five new 
designs priding its shelves every day, each 
morning flags off a new episode for this one- 
stop lifestyle store. This flagship of the 
House of Whorras flourishes under the onus 
of carrying forth a heritage of four genera- 
tions of quality and trust, both among indi- 
vidual patrons and international brands. 
Episode offers further testimony to a trust 
which has transcended generations and rein- 
forced a design culture where exquisite crafts- 
manship gives each Episode product a qual- 
ity all heirlooms are endowed with. 

The latest in this rich tradition of the House 
of Whorras, Episode has continued to lure 
the most discerning global names to its 
shelves with its quality, variety, design and 
aesthetic credentials in silverware and in flat- 
tering accessories over an entire gamut of 
ideas. 

Although virtually no material goes unrep- 
resented under its portals, silver, India's 
metal of fortune, has been Episode's forte 
in designs ranging from the avant garde to 
the classic, in both sterling and coated. 
With ample faith in each product and the con- 
fidence of 85% of its loyal clientele for whom 
Episode is now a habit. Episode has done 
away with snob pricing and so, it has some- 
thing for virtually every budget and for every 


The one-stop lifestyle store 


DU 


giftwhich one may consider a worthy give 
away. Even though the prices are not for the 
weak hearted, Episode’s policy is - Value 
for money in terms of design, exclusivity 
and quality. 

Firm in the conviction that faith is para- 
mount, Episode imposes stringent stan- 
dards on itself, promising 
92.5 per cent guaranteed 
silver that has made it a 
name to reckon with in the 
competitive international 
market. Its food contain- 
ers like tea - sets and 
bowls meet stringent in- 
ternational standards in 
food safety parameters 
and they conform to the 
most stringent laws-ie 
California standards. 
Add to that its high quality product experi- 
ence and its overriding faith in value for 
money. Backed by an enormously talented 
design team, each Episode product is indi- 
vidually tailored to offer for variety. This 
makes its products visible in some of the 
most stylish homes in India including the 
residences of Army generals and abroad, of 
royalty from the U.K., Europe and homes of 
Heads of states of countries. It's an ample 
tribute to the quality, workmanship and de- 
sign of Episode products which, apart from 
personal and home accessories, it designs 
trophies for national and international sport- 
ing events. Talking of design, Episode be- 
lieves both in contemporary, straight lines 
and purity of form. 

Episode is proud to function from a coun- 
try where craftsmanship and standards in 
silver are among the best in the world. In such 
coveted company, it is in a class of its own, 
and has carved a niche for itself. Its past and 
present client list boasts of some of the big- 
gest international names-including Gunther 
Lambert from Germany, Joop!, Peter Jones 
and Libertys from UK, EL Corte Ingles from 
Spain the touch me not Italian silversmith 
Sabattini. Lancel from France, Ercuis and 
Puiforcat from France. 

Part of this exclusive client list, the latest 
feather in the Episode cap, is the trailblazing 
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one-stop lifestyle store Armani. Known 


world-wide for its impeccable standards, 


Armani, whose patrons include the 
worlds most discerning, has given 
its nod to a larger variety of prod- 
ucts. With faith in the individual- 
ity of each client, Episode's de- 
sign team believes in creating a vast 
range of products that would meet 
virtually every requirement. 

Apart from the traditional silver 
range of vases, brush handles and 
personal and table accessories, 
Episode has thought of virtually 
every product that could sparkle 
with a touch of silver, for the contemporary 
woman and man. From key chains to perfume 
flacons, bar accessories and office accouter- 
ments which range from a magnifying glass 
to a visiting card case, there's little in life 
that Episode is yet to touch. And then there 





is their puja range comprising of about 2 
designs of Ganeshas, puja thalis, divas, in- 
cense stands, etc. 

Witha vast catalogue of over 10,000 designs, a 
new episode unfolds on its shelves every 
morning as Episode offers its prized pa- 
trons a world that is gracious and timeless. 
Each episode here promises-the best in time- 
tested qualities that are enduring, universal 
and eternal to enrich every life it touches. 
That's what living up to ones names all about. 
Andas their director, Deepak Whorrainforms | 
:- Very often our customers bring in 50 or 60 
year old pieces for valuation- and they turn 
out pieces made by my grandfather! 
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NDIAS golden goose is about to be cooked, or so many 

analysts believe if one goes by the headlines of most fi- 

nancial dailies the world over. India's ITES (information 

technology-enabled services) industry has clocked 

nearly $8 billion in revenues and there is much hope for 
continued growth. However, given anaemic global eco- 
nomic growth and rising unemployment in developed 
economies, stories about layoffs due to 'cheap' Indian 
techies and offshore outsourcing are attracting the atten- 
tion of politicians who are keen on getting re-elected. The 
chargeis that Indian firms doing ITES work are a major con- 
tributor to the current high rates of joblessness. However far 
from the truth this may be, perception is reality and voter 
angst translates quickly into public policy. 

Lawmakers in four US states have drafted laws banning 
business process outsourcing (BPO) by state agencies to 
offshore entities and are reviewing the work 
visa programme. This has set alarm bells ring- 
ing in India, where everyone wants to know 
what the future will bring. Will the US raise 
trade barriers and deny Indian firms access to 
the US ITES market? Is there a popular back- 
lash against Indian IT professionals? What 
should we do to counter this? Already, Nass- 
com and other organisations are gearing up to 
lobby key decision-makers by highlighting 
the economic benefits of offshoring. 

Where is all this leading? Let us peek under the covers to 
understand the causes for this angst and see if history holds 
any lessons on dealing with this extraordinary situation. 


Genesis 0f The Backlash 


There has been long-simmering discontent about the loss 
of American jobs to foreign labour in the services sector. 
However, as long as the going was good, the voices were 
muted and everyone was enjoying the ride on the Dow 
Jones and the Nasdaq. The situation today is very different: 
US economic growth is a paltry 196 if at all and unemploy- 


ment is at 6.1% and unlikely to come down anytime soon. | 


Also, given that 2003 is a pre-election year, politicians 
are looking for issues that resonate with voters. Indian IT 
firms and offshore outsourcing provide a convenient target. 
This, however, is just one part of the story — many con- 
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sumers have legitimate concerns about their personal in- 
formation being shipped to foreign shores without their ex- 
press knowledge or consent. Further, the general popula- 
tion is quite disgusted with Corporate America’s greed. The 
accounting scandals and exorbitant management com- 
pensations are to blame for a loss of faith in corporations’ 
good intentions. The general perception is that outsourcing 
is just another way to enhance corporate profits so that ex- 
ecutives can collect fat(ter) pay cheques at the cost of the 
common worker. 

A BusinessWeek/ Harris poll released in April 2000 found 
that while Americans, in principle, agree that globalisation 
is good, 74% say their priority is to prevent job losses and 
68% believe globalisation drags down salaries. These con- 
cerns have never been adequately addressed by policy- 
makers and economists, who keep touting the big gains at a 
macroeconomic level. But these gains are 
often overshadowed by all the personal sto- 
ries of pain felt by displaced workers. These 
are amplified by a sympathetic media and 
politicians with an eye on the elections. A 
point to remember in the debate on globali- 
sation is that it does not matter who is right 
or wrong — public opinion is shaped by per- 
ceptions and, in any democracy, politicians 
will have to cater to their constituents. 

What does all of this have to do with In- 
dian IT firms? It is important for Indian firms to understand 
the public mood and hot buttons in order to frame an effec- 
tive counter-strategy. Nasscom has embarked on a drive to 
educate key US policy-makers about the economic benefits 
of outsourcing by stating that companies have saved $11 
billion by outsourcing. But who does this appeal to? In- 
vestors and corporate management are most likely to re- 
joice. But these folks are not the ones screaming blue mur- 
der in the first place. Indian firms need to address the 
concerns of other stakeholders like displaced workers and 
their communities. How do they do that? 

Most proponents of global free trade trumpet the boost- 
ing of exports and low consumer prices as key selling poi- 
nts. The BusinessWeek/ Harris poll of April 2000 indicated 
that only 56% and 58% of the respondents thought of these 
as major benefits while 77% wanted to prevent the loss of 
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US jobs. Indian business must acknowledge that along with 
lucrative opportunities, globalisation brings responsibili- 
ties too. These firms need to nourish the US (and other de- 
veloped markets) as long-term partners as opposed to act- 
ing like ‘locusts’ destroying the underlying ‘land’. Let us look 
at history, especially the Japanese car manufacturers’ be- 
haviour during the recession of the early 1990s for some 
lessons on how to deal with a popular backlash. 


Fast Forward To The Past 


The recent flurry of activity by US lawmakers trying to 're- 
form theL1 and H1B visa programmes and framing protec- 
tionist laws should be viewed calmly in the light of past 
events. It was only 10 years back, in the early 1990s, during 
the last US recession, that there was a strong backlash 
against imports from Japan. Check out some stories from a 
BusinessWeek article published in 1992: 

E St. Louis-based Monsanto Chemical Company says on 23 
January that it will give each of its 12,000 employees $1,000 
to buy a new car assembled in the US, Canada or Mexico. 
li Los Angeles County cancels a contract to buy trains from 
Sumitomo Corporation and 
Baseball Commissioner Fay 
Vincent is stone-cold to the 
news that a 6096 interest in the 
Seattle Mariners could be sold to 
a Japanese family. 

E However, look at what hap- 
pened 10 years later: Toyota 
Camry is one of America's most 
popular sedans, the Seattle 
Mariners have a Japanese player 
and Toyota is about to breach 
the inner sanctorum of Ameri- 
cana — Nascar racing. 

Indian firms will do well to 
learn some lessons from the experience of Japanese au- 
tomakers looking to enter the US market. The modus 
operandi that Japanese automakers followed to penetrate 
the US market in the 1970s and early 1980s appears to be 
similar to what Indian firms have been doing — import 
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readymade ‘goods’ by offering superior quality ata cheaper | 


price. Japanese car imports continued to set the quality 
benchmark and, by 1986, reached a dominant position that 
left Detroit's Big Three far behind. 

However, in the face of increased production costs at 
home, considerable shipping costs and the building 'Buy 
American' sentiment among US consumers (and political 


leaders), the foreign automakers started building factories | 


in the US in the mid-1980s. 

This transplant strategy appears to have been wise and 
farsighted for the Japanese. As the value of the yen in- 
creased and a popular backlash appeared to gain destruc- 
tive strength during the recession of 1991-92, Japanese au- 
tomakers began to build more models in the US and even 
shipped them home for sale in Japan. This stymied the ‘Buy 
American’ brigade because they did not know how to boy- 

















cott a Honda Accord made on American soil by American 
workers. In many ways, Indian IT firms face a similar situa- 
tion with the rising rupee and a brewing popular backlash 
to offshore outsourcing. The only way forward is to view the 
US as along-term partner and turn this downturn into an 
opportunity. 


Emerge Stronger 


The implicit lesson in all of this is that weak economic con- 
ditions induce calls for protectionism that tend to be short- 
lived as the benefits of globalisation outweigh the short- 
term pain. The bigger lesson for Indian firms is to make sure 
that their contribution to the prosperity of the US economy 
is articulated at various levels — policy-makers, politicians 
and citizens. A multi-pronged approach with the following 
components should be looked at: 

ll Nasscom, and industry associations like the Confedera- 
tion of Indian Industry (CII) and Federation of Indian 
Chambers of Commerce and Industry (Ficci) should com- 
mission studies by leading research agencies like Gartner 
and Forrester to articulate the positive contribution to 
American competitiveness. 

Bi Indian companies should of- 
fer employment to talented 'na- 
tives' by setting up local devel- 
opment centres that perform 
tasks which need intensive local 
expertise, e.g., in the area of 
business consulting, new prod- 
uct conceptualisation and de- 
velopment. 

W indian companies should fi- 
nance worker retraining pro- 
grammes and help disadvan- 
taged children bridge the digital 
divide in cities in Americas inte- 
riors . This will help the local populations deal with the pain 
of dislocation and job losses and provide a human face to 
globalisation that will be more palatable. Philanthropy is 
much respected. 

Above all, it is important to remain calm and continue 
the core focus of providing quality services at the best price 
and be counted as a long-term partner. This is what 
Masamichi Hanabusa, chief spokesman for the Japanese 
foreign ministry had to say in 1992 about the anti-Japanese 
sentiment: "It's a temporary phenomenon related to the re- 
cession; there are ups and downs in any nation's sentiment 
toward its partners." Similarly, the dark clouds facing Indian 
IT will go away sooner than later. Hopefully, from this tur- 
moil will emerge some truly global Indian MNCs. 








The author is a senior management consultant with 
international experience in diverse domains including real 
estate, telecom, insurance and healthcare. He has 
published in the Harvard Business Review (Case response 
letter), IEEE and Elsevier Publications among others. 

He can be reached at gpal&indeusglobal.com 
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LIONISING ZHU, THE SUPER 


SUBIR GOKARN 


O read Laurence Brahm on China is to be transported 
. into a world of super achievements by super people. 
“Both in his earlier book (China's Century) and this one, 
the Chinese leadership is projected as a team of supre- 
mely efficient economic and social managers, who 
have maintained a steady balance between the imperatives 
of rapid economic growth and social stability. Yes, there have 
been the occasional mis-steps — from Tiananmen Square to 
the banking system's burden of non-performing assets — but 


the typical reaction of the leadership has been to quickly size | 


up the problem and respond in ways which resolve the situa- 
tion without compromising on that critical balance. 

In China's Century, Brahm provided a series of rich persp- 
ectives on all the economic and political issues that China 
had to deal with in its transformation. In this book, he ventu- 
res into the role of biographer, in a manner of speaking. His 


‘subject’ is Zhu Rongji, China's premier from 1998 to 2003 (he | 


stepped down during the National Peoples Congress held in 
March). Zhu entered high office in 1991, when he was appoi- 
nted vice-premier. His domain was the economy; even 

after his elevation to premiership, which, one 

would have thought, would have expanded his 

scope, it appears he persisted with his 
prioritisation of economic issues. In 
Brahms view, the performance of the 
Chinese economy over the 1990s decade 
is a tribute to Zhus skills as both strate- 
gist and tactician. 

The book is divided into three parts. 
There is a relatively long introduction, 
which describes Zhu's career develop- 
ment — both the highs and the lows, the 
latter during the Cultural Revolution. 
During the late 1980s, he was the mayor 
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| of Shanghai and became closely associated with the city’s 

emergence as the symbol of modern China. It was then that 
he caught the attention of Deng Xiaoping, who promoted 
him to national office. From an Indian perspective, the strik- 
| ing feature ofZhus career and that of many of China's current 
leadership is their technocrat profile. Most of them, now in 
their 60s, are trained engineers who spent many years in re- 
gional planning departments, suffered during the Cultural 
Revolution and were rehabilitated by the Deng regime to be- 
come major players in the modernisation programme. 

Zhu's background is fairly representative of such people, 
but many, specially Deng, believe his understanding of eco- 
nomics and economic management was unparalleled. Busi- 
nessWeek, in an article published a few years ago, labelled 
him Asia's No.1 Economic Maestro. Brahm endorses that; he 
would, perhaps, go so far as to say that Zhu was the world's 
best economic manager. 

The other two sections consist of five chapters each. Part 
1, titted Managed Marketisation, deals with the tactical high- 
lights of Zhu's helmsmanship. It describes how the Chinese 

dealt with a variety of threatening situations from infla- 

tion to the Asian currency crisis of 1997. The last 

chapter in this section gives the milestones 

in the evolution of the economic manage- 

ment philosophy from classic central 
planning to microeconomic guidance. 

Part 2 deals with the strategic as- 

pects of Zhu's regime, from financial 

sector reforms and restructuring of 

state-owned enterprises to China's en- 

try into the WTO, which Zhu saw as the 

high point of his tenure. China entered 

the WTO in 2001, agreeing to conditions 

far more onerous than those for other 

emerging economies. In their book China 

and the WTO, Supachai Panitchpakdi- 
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The Dull Despair Of A Secular Layabout — 


the word ‘fascist’ to describe a major political formation in 


The trigger is the electoral victory of Narendra Modi's brand 


|; is not often that the Khushwant Singh we know has used | layabout. The End of India attempts to retrieve this personality. 


India, much less the party in power. For someone who not 
very long ago admired and canvassed for L.K. Advani, suppos- 





edly due to his revulsion for the post-1984 Congress, Singh's de- 


of politics. "These are dark times for India," the book begins 
grimly. "The carnage in Gujarat, Bapu Gandhi's home state..., 
and the subsequent landslide victory of Narendra Modi... will 


scription of the Hindutva household as fascist spell disaster... The fascist agenda of 


and sinister is a remarkable turnabout. THE END OF Hindu fanatics is unlike anything we have 
This is a serious, almost sombre departure INDIA experienced in our modern history." 
for Singh. Missing here is the columnist given B But the tragedy of Singh's reincarnation 
i Taf y Khushwant ; ; ; x 
to bawdy jokes, malicious gossip and facile Singh as a champion ofthe anti-fascist brigade is 
books on the women in his life. The colourful Pe s ven that he sees defeat as almost inevitable. 
facet of Singh's literary persona has dwarfed his In ^ "Far from becoming mahaan (great), India 
achievements as a historian, a nature lover and d is going to the dogs, and unless a miracle 
a journalist. It has also relegated to the shad- d m ada saves us, the country will break up." Indian 





ows another Singh — the outspoken secular secularism faces too many threats from 
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and Mark Clifford say China was using its WTO commit- 
ments to spur intense domestic reforms to become more 
competitive. For Brahm, this has Zhu written all over it. 

The central theme of the book is an abstraction of the 
tactical and strategic sections. Simply put, Brahm argues 
that the Chinese modernisation process, especially with re- 
spect to the growth-stability balance achieved by the Zhu 
regime, is a paradigm in itself and deserves the status of a 
genuine alternative to the Washington Consensus and its 
various mutants that provided the intellectual underpin- 
nings of most reform programmes of the 1990s. Zhu-ism is 
not just about good off-the-shelf economic instruments 
combined with good implementation; it is about appropri- 
ate economics and its role in economic management. 

As muchas I believe that management is as important to 
economic performance as economics, I think this may be 
going too far. The Chinese leadership behaved as one might 
expect professional managers to do: keep the goal in sight 
but be totally pragmatic in dealing with each situation. In- 
dian economic managers argue that if only they were given 
the same leeway, our policies and performance would be no 
inferior to Chinas. I don't think that this book resolves this 
debate. But despite Brahms tendency to lionise his subjects, 
itis a revealing presentation on economic management. $W 


Subir Gokarn is chief economist of credit rating agency Crisil 
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the lunatic fringe within virtually every community living in it. 

"Muslims will continue to be judged by the acts of groups 
like the Taliban and the Mujahideen.... And now Hinduism will 
be judged by the utterances of people like Uma Bharti, Sadhvi 
Ritambara and Praveen Togadia and the doings of Dara Singh, 
Narendra Modi and Bal Thackeray,” Singh laments. 

So what's the way out? He is dismissive of the maudlin ap- 
proach of Hindu-Muslim brotherhood advocated by Gandhi 
and Maulana A.K. Azad, saying they are no bulwark against the 
agenda of anti-secularists. “The ideal solution is for India to 
adopt a new religion," he says, but quickly adds: “I know I am 
being unrealistic.... (But) perhaps a few of you will become con- 
verts to good sense and I will have done my bit to beat the fun- 
doos (religious fanatics).” Singh’s new religion is nothing more 
than a Protestant work ethic — Lutheran principles minus 
God. Will it work in an India where religious cacophony has 
drowned out the voices of sanity? Thereisnoclearanswer. Wi 


JAWED NAQVI 
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all it touches. Circular logic spirals and 

and whorls, mapping and envisioning 
circle has no beginning and ending. It is 
unwavering in its geometric simplicity, 
eternity, totality and infinity." 

Thus begins designer Jessica Helfand as 
nature of the wheel in modern art, music, plfilos 
sign, and comes up with an extraordinary book th: 
delighting designers and collectors. Reinventing . 
(Princeton Architectural Press) straddles the history of ? 
ogy and popular culture as it traces the developm 
volvelles, those graduated movable paper (or plastic) ci 
within-circles that allow you to calculate 
or find various things, e.g. biorhythms, 
first-aid tips, astronomical positions, by 
spinning a dial. E" 

Often referred to as ‘wheel charts, BE 7/28 "2 
the volvelles of the 20th century offer FE A ail, s 
everything from inventory control to 
colour calibration, mileage metering, 
measuring chocolate consumption 
and quantifying bridge tips, calculat- 
ing taxes and radiation fallouts from 
nuclear bomb blasts and even fore- 
casting gestational breeding cycles 
ofanimals. 

However, more than a collection of ephemera about 
volvelles, this unusual and gorgeously designed book 
(Pages:160; price: $24.95) showcases these unique spheres 
which are capable of something as simple as conjugating verbs 
to calculating a nuclear fallout. The earliest volvelles are found 
in Renaissance astronomy texts and they offered data on celes- 
tial cycles, movements of the heavenly bodies, and the tides. 
Taking in later developments such as the planisphere, which is 
a kind of manual computer used to reveal the portion of the 
night sky visible from a particular spot on Earth, Helfand, a de- 
sign critic and lecturer on graphic design at Yale University, 
proves it was a prescient precursor to the point-and-click, win- 
dowed world of the Web. 

In this tour of a cul-de-sac of technological history, she dis- 
covers how these “these paper artefacts are somehow philo- 
sophically united in their unique approach to information de- 
sign”. Helfand, who is also partner in a design consultancy 
company, however posts a caveat. 

Although design solutions operate on the basis of finding a 
formula to arrive at a solution, formulaic solutions tend to re- 
strict the kind of original thinking that makes design worth do- 
ing in the first place, she warns. "While design can and does 
benefit from certain kinds of strategic thinking — the modular 
systems that Le Corbusier introduced in his post-war architec- 
ture come to mind — I wouldnt liken this to the kind of finite, 
quantifiable evidence represented in information wheels, or 
volvelles. But I still love them," she said in a recent discussion 
on her book. ¥ 


Ts circle — or two joined circles (a ‘wh 
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WHO NEEDS FIPB? 


. Foreign direct investment depends on commercial considerations, not government diktat 



















iberal is India's FDI (foreign direct invest- 
ime? That depends on whom one asks. 
mic Survey will tell us implementation 
. Singh Committee's liberal recommen- 
e just round the corner, that inflows are 
ar and once India aligns FDI classifica- 
orms, inflows will be closer to $6 billion. 
Foreign Investment Promotion Board 
JP US Trade Representative (USTR) and other 
rtners, however, will disagree. 
ill point to continuing restrictions such as equity 
services. Opening up services is linked to World 
Organization (WTO) negotiations. But, in manufac- 
ng, India's FDI policies are completely liberal. As the 
= N.K. Singh Committee almost told us, we don't need a FIPB 
as everything in manufacturing is on automatic ap- 
proval. At best, we need a Foreign Investment Im- 
plementation Authority (FIIA) to expedite 
clearances. FIPB is only needed because 
of equity caps on services. 

But even in manufacturing, the 
government doesn't want to let go. Or 
the chambers of commerce do not 
want the state to let go. So we have 


Press Note 18, which was introduced a 
1 ————— — 


by the industry ministry in Decem- 
ber 1998 primarily at the behest of the 
Federation of Indian Chambers of 
Commerce and Industry (Ficci). If you 
are a foreign investor with a technical or 
financial JV in India and you want to set up a 
new subsidiary, Press Note 18 says you will need 
a no objection certificate (NOC) from your Indian JV 
partner if the new subsidiary is in the same or related lines 
of business, whether the old JV is alive or dead. 

In any sensible country, such decisions will be left to the 
market and to contractual arrangements (with compensa- 
tion clauses) between the two original partners. There will 
be a conflict-of-interest clause and a stipulated cooling-off 
period during which the new company cannot use the JV's 
brand name (trademark). That's the way Hero/Honda or 
TVS/Suzuki or ITC/BAT ought to sort out their problems. 
But in India, the regulator believes it must adjudicate. And 
for the usual reasons: MNCs have muscle power, they will 
have non-exclusivity clauses in technology transfer agree- 
ments that permit new wholly-owned subsidiaries, etc. 

Therefore, FIPB must protect shareholders — other than 
financial institutions that may have invested in it — in the 
existing JV, including Indian promoters. It must ask foreign 
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investors why the present JV is being abandoned and 
whether they are sure that the new venture will not harm 
the existing one. The only way to ensure this is by obtaining 
a NOC from the former Indian partner. And the foreign in- 
vestor may or may not get the NOC, even if the earlier ven- 
ture has failed. 

Commonsense suggests that JVs succeed or fail because 
of commercial considerations. Handholding by FIPB can- 
not help dead ones. Reportedly, the industry, commerce 
and finance ministries are re-examining Press Note 18 al- 
though there is nothing to re-examine. It is dysfunctional 
and should be scrapped. 

However, there is lobbying pressure from Ficci, which 
appears to stand for Foreign Investment Controlling Corpo- 
ration of India. So, the government will apparently propose 

that new JVs with a cut-off date will be freed from Press 
Note 18. In that case, issues like a cooling-off pe- 
riod should be left to contracts. 

And what happens where JVs already 
exist? Evidently the Press Note 18 and 
NOC system will continue. A foreign 

investor will be allowed to exit and 

set up a new venture only if upfront 
equity investments are more than in 
the existing JV and the technology 
used is more modern. So we are back 
to the days of controlling technology 
and equity. 
If the existing JV has failed, it is not 
clear what the government can do. Pre- 
sumably, Press Note 18 will continue. FIPB 
clearance will be required, but it will not insist 
on the NOC. This solution is bad economics as well as 
bad law. It is bad economics because it fails to recognise 
that markets and commercial considerations are appro- 
priate determinants of FDI flows and JV functioning, not 
government diktats. It is bad law because it differentiates 
between foreign investors, depending on when they chose 
to enter India. 

The N.K. Singh Committees recommendations not- 
withstanding, if you ask around why FDI inflows into India 
are not higher and why conversion ratios (inflows to ap- 
provals) stagnate at around 2596, the answer invariably will 
be bureaucratic procedures and red tape. Press Note 18 
substantiates the point. Press-gangs forcibly enlisted men 
into the army or the navy. FIPB cannot use press notes to 
force FDI into the country. The cause of FDI is best served if 
FIPB is disbanded — that should be the first section in the 
FIP law that is being talked about. E 
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The origin of every revolution is in the mind 





Ramco VirtualWorks™ - 
The quiet revolution in Enterprise Solutions. 


When the filament glowed in Edison’s laboratory, it did not 
merely light up the room. It changed the way everyone would 
work and live in the future. 


That is precisely the scale of change Ramco Systems is now 
bringing about in Enterprise Systems. 


After ten years and hundreds of complex implementations 
worldwide, Ramco has developed a software framework - 
Ramco VirtualWorks"". It goes far beyond anything you have 
seen so far. Imagine, for example, being able to see how your 
software will function - even before a single line of code is 
written. Or being able to switch entire technology platforms 
within weeks. And being able to co-create the solution that is 
unique to your business. With the built-in ability to change as 
your business evolves. 


All this with a powerful web-based platform that takes you 
seamlessly from scoping of business solutions to final 
implementation - and transitions right through the complete 
software life-cycle. Co-create applications on the fly, in a 
fraction of the time it currently takes. By selecting modules from 
a library of hundreds of ready-to-use powerful business 
processes. 


If all this seems to be in the realm of science fiction, it's not. 
Some of the world's largest Fortune 500 companies are 
already deploying these solutions.To greateffect and business 
advantage. 


So if you want an Enterprise Solution that you can create 
accordingto your specifications, deploy in a matter of months 
rather than years and allow for rapid change either in response 
to the business environmentor competition, there is only one 
Enterprise Solutions company that can do it anywhere in the 
world. 


Romco Systems. It's time you talked to us. 


Call : 1600 44 2345 or 


e-mail : info@rsi.ramco.com 
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www.ramco.com 


Where enterprise solutions meet business reality 
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